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FOREWORD 


The Federal Power Act was originally enacted as the Federal Water 
Power Act, approved June 10, 1920 (41 Stat. 1063, 16 U.S.C. 791-823). 
The Federal Power Commission was reorganized January 1, 1931, as 
an independent Commission under the act approved June 23, 1930 
(46 Stat. 797). By title II of the Public Utility Act of 1935, approved 
August 26, 1935 (49 Stat. 838), the original Federal Water Power Act 
was made part [ of the ‘Federal Power Act” and parts II and III were 
added. The Federal Power Act was amended May 28, 1948 (62 Stat. 
275), August 7, 1953 (67 Stat. 461), August 15, 1953 (67 Stat. 587), 
June 4, 1956 (70 Stat. 226), and August 28, 1958 (72 Stat. 941 at 947). 
The Commission also administers the Natural Gas Act, approved 
June 21, 1938 (52 Stat. 821, 15 U.S.C. 717-717w), as amended Febru- 
ary 7, 1942 (56 Stat. 83, 15 U.S.C. 717f), July 25, 1947 (61 Stat. 459, 
15 U.S.C. 717f), March 27, 1954 (68 Stat. 36, 15 U.S.C. 717(c)), and 
August 28, 1958 (72 Stat. 941 at 947; 15 U.S.C. 717r), and has certain 
duties under the Tennessee Valley Authority Act, approved May 18, 
1933 (48 Stat. 1075), and amendments thereto; the Bonneville Act, 
approved August 20, 1937 (50 Stat. 731); the Fort Peck Act, approved 
May 18, 1938 (52 Stat. 403); and under various Flood Control and 
River and Harbor Acts (notably the Flood Control Act of 1944, 
approved December 22, 1944 (58 Stat. 887)), and other statutes, as 
well as Executive Orders. 

This volume, the twenty-fourth of a series, contains all the formal 
opinions and accompanying orders of the Federal Power Commission 
rendered July 1, 1960, to December 31, 1960, inclusive. In addition 
to the formal opinions, there have been included intermediate de- 
cisions which have become final and selected orders of the Commis- 
sion issued during such period. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY AND NAT- 
URAL GAS PIPELINE COMPANY OF AMERICA, G-—19086; HASSIE 
HUNT TRUST, OPERATOR, ET AL., G-19115; H. L. HUNT, OPERATOR, 
ET AL, G-19116; HUNT OIL COMPANY, G-19117; WILLIAM HERBERT 
HUNT TRUST ESTATE, OPERATOR, G—19118; LAMAR HUNT TRUST 
ESTATE, G-19119; GEORGE W. GRAHAM, INC., OPERATOR, ET AL., 
G-19123; PLACID OIL COMPANY, OPERATOR, ET AL., G—19124, G—19125; 
NATURAL GAS PIPELINE COMPANY OF AMERICA, G-20202; IOWA 
SOUTHERN UTILITIES COMPANY, G—20313; MISSOURI UTILITIES 
COMPANY, G-20335; CITY OF CORNING, IOWA, G—20591; IOWA-ILLI- 
NOIS GAS & ELECTRIC COMPANY, G-20593; LATERAL GAS PIPE- 
LINE COMPANY, CP60-42; IOWA ELECTRIC LIGHT & POWER COM- 
PANY, CP60-43; IOWA POWER AND LIGHT COMPANY, CP60-48 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 1, 1960) * 


These consolidated proceedings concern an application by Peoples Gulf Coast 
Natural Gas Pipeline Company and Natural Gas Pipeline Company of America 
seeking authorization to construct and operate additional pipeline facilities 
for the purpose of increasing the daily design capacity of Peoples Gulf Coast by 
85,000 Mcf per day (G-19086). In this application, Peoples Gulf Coast seeks 
authorization to abandon the sale of gas to its existing customers in order to 
sell to Natural all of its gas which would be delivered by means of existing and 
proposed facilities. Natural seeks a certificate authorizing the sale of gas to 
existing and proposed customers, both Peoples Gulf Coast’s and Natural’s. 

In Docket No. G—20202, Natural seeks authorization to construct and operate 
approximately 151 miles of 36-inch main line loop pipeline between Compressor 
Station No. 103 and the Joliet, Illinois, metering station with additional metering 
and regulating facilities at Joliet. Natural also seeks authority to construct and 
operate approximately 180 miles of 24-inch pipelines between Compressor Sta- 
tion No. 156 and Compressor Station No. 108. By these projects Natural pro 
poses to increase the sales capacity of its system by 100,000 Mcf per day. 

Six applicants have filed under Section 7(a) of the Act, with the Commission, 
seeking gas service from Peoples Gulf Coast and Natural. Hassie Hunt Trust, 
et al., H. L. Hunt, et al., Hunt Oil Company, W. H. Hunt Trust Estate, Lamar 
Hunt Trust Estate, George W. Graham, Inc. and Placid Oil Co., seek certificates 
of public convenience and necessity for authorization to sell natural gas to Peo- 
ples Gulf Coast produced in Aransas, Brazoria, Calhoun and Galveston Counties, 
Texas. 

All of these applications were consolidated for hearings, a number of parties 
were permitted to intervene and hearings were held from April 11 to April 29, 
1960 and from May 17 to May 20, 1960. At the conclusion of the hearings, a 
motion was introduced to waive the intermediate decision procedure. This 


*Amended, and rehearing denied, by order issued July 29, 1960, post, p. 106. Rehearing 
denied August 23, 1960, p. 322. Reopening denied August 29, 1960, post p. 351. 
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motion was unopposed by any of the parties and was granted by our order of 
June 1, 1960. On June 16, 1960, we heard oral argument. 

The issues which are presented in these proceedings are (1) whether Natural 
and Peoples Gulf Coast have made an adequate showing in support of any and 
all of the proposed expansion of facilities; (2) whether the public interest would 
be best served by allowing Natural to make all of the sales of gas at this time; 
(3) whether the Section 7(a) applicants have shown a public need for the gas 
which they seek and economic feasibility of their projects; (4) whether the 
independent producers have demonstrated that the public convenience and 
necessity require the sale of natural gas by them and, if so, at what initial 
price such sales have been justified. Based upon the evidence of record, the 
oral argument and the briefs filed herein, we are granting the applications as 
set forth below, upon such conditions as we believe to be necessary in the public 
interest. 

Peoples Gulf Coast and Natural are affiliates which both serve the major Chi- 
eago area market. In so doing, they make deliveries to three principal Chicago 
area customers: Northern Illinois Gas Company, Northern Indiana Public 
Service Company and The Peoples Gas Light and Coke Company (PGL). In 
addition these pipeline companies make deliveries to so-called downline cus- 
tomers which include all other distribution customers except the Chicago area 
customers. Natural also makes some direct sales to industrials, but Peoples 
Gulf Coast makes no such sales. 

PGL is the parent company of a system which incorporates Natural, Peoples 
Gulf Coast, Chicago District Pipeline Company, Texoma Production Company, 
Peoples Production Company and Natural Gas Storage Company of Illinois. 
Texoma and Peoples Production Company are involved only in the exploration 
and development of gas reserves. Insofar as actual deliveries of gas to the con- 
sumer are concerned, the companies which are here involved are: Peoples Gulf 
Coast and Natural, Natural Gas Storage Company of Illinois, Chicago District 
Pipeline Company and PGL. PGL’s common stock is publically owned. Peoples 
Gulf Coast and Natural are wholly owned subsidiaries of PGL. Natural Gas 
Storage Company of Illinois is a wholly owned subsidiary of Natural and 
Peoples Gulf Coast, each of which owns half of the common stock of the storage 
company. Chicago District Pipeline Company is wholly owned by PGL. The 3 
companies delivering the supply of gas to the distributor, Natural, Peoples Gulf 
Coast, and Natural Gas Storage, are operated on an integrated basis. 

The facilities proposed by Peoples Gulf Coast would increase its daily design 
capacity by 85,000 Mcf per day and those by Natural would increase its daily 
design capacity by 100,000 Mcf per day. The proposed increase of 85,000 Mcf 
per day in the daily design capacity of the Peoples Gulf Coast system is to be 
made available first for meeting requirements of the downline customers of the 
joint applicants, namely those customers of Peoples Gulf Coast and Natural 
other than Northern Illinois, Northern Indiana and PGL. Northern Indiana 
does not desire to participate in the allocation of any part of the increased 
capacity remaining after providing for the requirements of the downline cus- 
tomers. The quantity remaining after providing for the requirements of the 
downline customers and the 7(a) applicants has been equally divided between 
PGL and Northern Illinois. The proposed increase of 100,000 Mcf per day in 
the daily design capacity of Natural will be divided among the 3 Chicago area 
customers in the amounts of 42,000 Mcf to PGL, 52,500 Mcf to Northern Illinois, 
and 10,500 Mcf to Northern Indiana.* 


1Totalling 105,000 on an “as billed’? basis and 100,000 Mcf as metered at 14.65 psia 
and 60° F. 
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To accomplish the proposed 85,000 Mcf increase in the Peoples Gulf Coast 
daily design sales capacity, Peoples Gulf Coast requests the issuance of a cer- 
tificate authorizing the construction and operation of the following facilities: 

1. A total of approximately 371.4 miles of 30-inch partial loop pipeline extend- 
ing from the discharge side of Peoples Gulf Coast’s Compressor Station Nos. 
303, 305, 307, 309 and 311; 

2. 5.5 miles of 6-inch lateral pipeline extending from the terminus of Peoples 
Gulf Coast’s Chocolate Bayou lateral pipeline to the Alvin City Field in Brazoria 
County, Texas; 

3. 9.5 miles of 10-inch lateral pipeline extending from the terminus of Peoples 
Gulf Coast’s Chocolate Bayou lateral to the Alta Loma Field in Galveston 
County, Texas; 

4, 21.4 miles of 8-inch lateral pipeline extending from Peoples Gulf Coast’s 
existing 26-inch main transmission pipeline to the Fulton Beach Field in 
Aransas County, Texas; 

5. 19.3 miles of 6-inch lateral pipeline extending from a point on the proposed 
Fulton Beach lateral to the Zoller Field in Calhoun County, Texas ; 

6. 4 gas purchase meters; 

7. A new compressor station with two (2) 3000 BHP units installed, to be 
located at a point on Peoples Gulf Coast’s existing La Gloria lateral pipeline 
in Victoria County, Texas. 

The total estimated cost of these facilities is $43,451,000 including estimated 
allowances for contingencies, engineering, general and administrative expenses 
and interest during construction. This estimate appears to be reasonable. 

To accomplish the proposed 100,000 Mcf increase in Natural’s daily design 
sales capacity, Natural requests the issuance of a certificate of public conven- 


ience and necessity authorizing the construction and operation of the following 
facilities: 





1, 151.21 miles of 36-inch partial loop pipeline paralleling existing transmis- 
sion pipelines at various locations between Compressor Station No. 103 and 


Joliet, Illinois meter station ; 


2. approximately 180 miles of 24-inch pipeline between Compressor Station 


No. 156, located in Kiowa County, Oklahoma, and Compressor Station No. 103; 

3. additional metering and regulating facilities at the Joliet, Illinois meter 
station. 

The total estimated cost of these proposed facilities, including engineering 
and general and administrative expense, interest during construction and allow- 
ance for contingencies, is $31,188,000, which also appears to be reasonable. 

The evidence in the record showing the estimates of annual and peak day 
requirements of the proposed customers and the long waiting list for gas service 
in the Chicago area leave no doubt as to the existence of markets for the proposed 
sales. Similarly there is ample evidence of the ability of these pipelines to 
obtain favorable financing for these projects regardless of whether the com- 
panies are merged or are financed separately.” 

The record discloses that the natural gas reserves available to Natural will 
have a deliverability life of approximately 14 years at the 268,300,000 Mcf 
annual rate of withdrawal that is forecast (Exhibit No. 42). Similarly, the 
record shows that Peoples Gulf Coast’s reserves, including the new supplies 
proposed to be attached, will have a deliverability life of 11 years at the fore- 
casted 194,300,000 Mcf annual rate (Exhibit No. 41). This latter supply is 
less than the 12 year minimum we have previously indicated to be required 


2As we note below, Natural has filed an application in Docket No. CP60—97, seeking 
authorization to acquire all of Peoples Gulf Coast's property. If this merger were to take 
place as well as the expansion proposed herein, Natural’s capitalization would be 60.8 
percent debt, 7.7 percent preferred stock and 31.5 percent common stock and surplus. 
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for issuance of a certificate to an established pipeline with proven ability to 
connect new reserves. See Trunkline Gas Company, 21 FPC 704; Tennessee 
Gas Transmission Company, 21 FPC 653; Texas Illinois Natural Gas Pipeline 
Company, 22 FPC 979. 

Since the two companies are under common corporate control and manage- 
ment, a study showing the maximum combined deliverability life should have 
been presented. Such a study would have aided in disposition of these matters. 
However, the record discloses that under the operating conditions assumed, 
Natural will operate its system at approximately an 85 percent load factor. 
Thus, under combined operations, increased takes from Natural’s supply sources 
and slightly less takes from Peoples Gulf Coast sources are possible. This 
would decrease Natural’s deliverability life while increasing that of Peoples Gulf 
Coast, achieving a combined life in excess of 12 years. It is logical to conclude 
that the common management will strive to achieve the greatest possible com- 
bined deliverability life. We therefore, find that the applicants have met our 
previously set minimal supply standard and have a gas supply reasonably ade- 
quate to support the proposed construction. 

The only issues raised by any of the parties regarding authorization of these 
pipeline proposals are in regard to whether the facilities proposed are all neces- 
sary to render the proposed new services and whether the proposal to make all 
of Peoples Gulf Coast’s sales through Natural is in the public interest at this 
time. 

Our staff agrees that Natural’s facilities proposed in Docket No. G—20202, are 
fully required by the public convenience and necessity but based on annual loads, 
staff argues that the facilities proposed by Peoples Gulf Coast may not be 
necessary to deliver the increased capacity proposed. Staff’s position is based 
on the fact that much of the increased capacity sought will be necessary only 
for peak day requirements and that by proper use of other peaking facilities and 
elimination of some sales the PGL system could get along without this additional 
capacity. However, it appears that the new customers to be added as a result 
of the expanded facilities are almost all small commercial and residential space 
heating consumers. These customers will not use gas during the entire year but 
rather will use it primarily during the winter heating season. Thus the annual 
requirements of the system will have a daily average far below the requirements 
during the winter heating season and are not a valid measure of the necessary 
capacity. The local storage and peak shaving facilities of PGL are not made 
wholly clear in the record, but there is enough to show that they are not so 
reliable as to allow responsible management to attach a large number of new 
customers who would be wholly dependent on such a questionable supply. We 
do not feel that because the proposed facilities will be used at a very low load 
factor during the summer months, that we should deny many Chicago residents 
the benefits of gas heating during the winter months. 

Oklahoma Natural Gas Company and the City of Chicago have questioned the 
necessity of constructing the 180 mile, 24-inch crossover line between Compressor 
Station No. 156 in Kiowa County, Oklahoma and Compressor Station No. 103 
in Docket No. G—20202. Chicago, quite naturally, wishes to be assured of bene- 
fits commensurate with the costs of this line. Oklahoma Natural argues that 
other competing gas purchasers in a producing area serve only to bid the price of 
gas ever upward. Both Chicago and Oklahoma Natural have attempted to show 
that Natural could obtain the increased capacity sought by the construction of 
additional compressor facilities at a cost of 3 to 5 million dollars less than the 
cost of the proposed 24-inch line. They argue that no new gas purchases have as 
yet been made for this line. 
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These arguments fail to give proper weight to two important considerations. 
The first is that Natural has considerable supplies already available from sev- 
eral sources but cannot take from all of these sources at one time because of 
the bottleneck caused by the present line. By crossing directly to one of its 
main gas sources from its main line, Natural can obtain much greater flexibility 
in tapping its present supply sources. Secondly, as Oklahoma Natural ap- 
parently fears, but Chicago should appreciate, this new line will enable Natural 
to start purchasing gas from one of the more prolific producing areas in the 
country. As our staff pointed out, the future public convenience and necessity 
should not be ignored. The expenditure of $8,000,000 solely to increase capacity 
on Natural’s existing pipeline with no prospective benefits either in flexibility 
or new supply sources is not as much in the public interest as the expenditure 
of $11,000,000 to obtain the same increased capacity plus future prospects of 
added supply sources, greatly increased flexibility and the possibility of future 
expansion of capacity at a much lesser cost. In addition, the record shows that 
the alternatives proposed by Oklahoma Natural would have operational costs 
ultimately making them as expensive as the pipeline, without the added 
benefits. 

Our staff has also objected to the authorization sought for Natural to 
become the sole seller of all the gas to be delivered by it and Peoples Gulf Coast, 
the latter selling to Natural all gas to be delivered by it through its existing 
and proposed facilities. There is no physical interconnection between the two 
companies and, while gas is delivered by both pipelines to common customers 
in the Chicago area, there are deliveries made by each pipeline to its own 
separate downline customers. 

There is to be no consolidation of supply at this time, since each company 
would maintain its own supply system, nor will there be a merger of company 
operations as a result of the requested shifting of sales. Each company would 
continue to make physical deliveries to customers along its pipeline and the 
Chicago area customers would continue to receive gas from both. However, 
as a result of this request, there would be a rolling in of the cost of all of the 
Peoples Gulf Coast gas to Natural. We cannot ignore the effect upon the rate 
structure of Natural as a result thereof. The presently effective rates of the 
two companies are different. Natural, in a pending rate case, has requested the 
elimination of its two-block rate system. Natural also has filed an application 
whereby it seeks to acquire the facilities of Peoples Gulf Coast in order to con- 
summate a merger with that company. It may be more appropriate to consider 
this matter in those cases. 

We cannot, at this time, find that the public would be benefited by the Appli- 
cants’ proposal to make Natural the sole seller. As a result of this plan there 
would ultimately follow a shifting of responsibility for the cost of the gas, as 
was shown on the record. It does not appear from this record that there are 
any benefits accruing to the public which would balance this shifting of costs. 
We are, therefore, constrained to deny Applicants’ request for approval of this 
aspect of their application at this time. 

Of the 6 applicants for gas service under Section 7(a) in these proceedings, 
no question exists as to the pipeline’s ability to supply the services requested. 
The need and feasibility of the service required by Iowa Southern Utilities 
Company, Docket No. G—20213, City of Corning, Iowa, Docket No. G—20591, Iowa- 
Illinois Gas and Electric Company, Docket No. G—20593 and Iowa Electric Power 
Company, CP60-48 are also unquestioned. 

The application by Missouri Utilities Company, Docket No. G—20335, for peak 
day services of 1375 Mcf per day has been questioned by our staff to the extent 
that the proposed rates upon which the feasibility of the project rests have not 
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yet been approved by the Missouri Commission. In addition, staff has ques- 
tioned the inclusion of 100 Mcf per day for interruptible sales to an alfalfa 
dehydration plant and a shoe factory which presently burns its own waste 
materials. It appears that the alfalfa plant will operate only between April 
and October and will never require service on peak days. As an interruptible 
customer, the shoe factory cannot expect service on peak days. Therefore, 
consistent with staff’s recommendation, we will grant the application in Docket 
No. G—20335, conditioned upon the approval of the rates by the Missouri Com- 
mission and less the 100 Mcf per day unnecessary for peak day sales. 

The application of Iowa Power and Light Company for service to the towns 
of Milo, Elliot, Dallas and Melcher, Iowa, is questioned by staff on the ground 
that, while supply and need are shown, economic feasibility of the project has 
not been shown. It appears that the rate of return shown by Iowa Power and 
Light did not take into account the rate changes which will result from Natural’s 
expanded services. However, Iowa Power and Light correctly points out that 
it is a large non-jurisdictional public utility company with a duty to provide 
needed services, regardless of the fact that some services may yield a lesser 
return than others. Natural, the jurisdictional company, will need to construct 
no facilities and would receive the going rate for its gas. Service to these 
towns will be such a minor part of Iowa Power and Light’s operations that a 
low return for the services will have no noticeable effect on the over-all opera- 
tions of the company. We should therefore grant Iowa Power and Light’s 
request for gas for these towns. 

Turning now to the producer sales, the record shows, and no party contests, 
the fact that the proposed sales are vitally needed by Peoples Gulf Coast for 
its interstate markets. Peoples Gulf Coast has a minimum of reserves and the 
large package of gas which it seeks in these proceedings is necessary if its 
customers are to be protected adequately from future shortages and assured of 
continuous service. The only doubtful aspect of these sales is whether the 
proposed prices will have an adverse effect on the public interest and will 
thereby necessitate the attachment of a price condition to bring them within the 
requirements of the public convenience and necessity as contemplated by the 
Supreme Court decision in Atlantic Refining Co. v. Public Service Commission 
of the State of New York, 360 U.S. 378. 

Essentially, the price justification presented by the producers in these pro- 
ceedings takes that form generally presented in the past by producers when 
seeking certificates. The record shows that the contracts were signed after 
arm’s length bargaining; that there is no corporate relationship between pur- 
chaser and seller; that the price sought is no higher than the price obtained 
by other producers in the area from interstate or intrastate sales which have 
been or will be made; that equally high or higher prices have been offered for 
the gas or would be offered for the gas; that there is a possibility that the gas 
would be sold into the intrastate market if the requested certificate at the 
requested price is not issued; and that there is a great need for the gas in 
buyer’s market area. 

In addition, some generalized cost evidence was introduced. Such evidence 
showed certain investments for one field, drilling costs in that field and the rela- 
tively greater difficulty and expenses encountered in obtaining some of this gas 
as compared to drilling in the open plains. Such cost evidence was not com- 
plete and no attempt was made to relate this evidence to the actual price to be 
charged for the gas and such cost evidence was apparently intended only to 
show why this gas might be worth more than some other gas. 

The primary justification relied on by the producer applicants for the initial 
20-cent per Mcf price proposed herein is our decision in Trunkline Gas Com- 
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pany, wherein we certificated sales from this same area and in some instances 
from the same wells, at an initial price of 20 cents per Mcf. In so doing, we 
stated as follows: 


These contracts are unique in several respects. In the first place they 
involve some of the largest volumes of gas yet committed to the interstate 
market from the Texas Gulf Coast area. Secondly, and most important, 
these contracts provide for a firm 20-cent price for a period of ten years, 
without escalations or redeterminations. We look with favor on such firm 
contracts which serve to relieve the pressure on the rising spiral of producer 
prices caused by the contracts. We emphasize, however, that in the absence 
of this provision for a firm price, we would not be persuaded that the 20-cent 
price is required by the public convenience and necessity; and, it will not 
be sufficient for producers hereafter seeking certification to support their 
applications by reference to our action in this proceeding without taking 
proper account of this factor of firm price. We shall closely scrutinize 
any such proposed sales in this area under contracts which provide for 
price escalations or redeterminations above 20 cents per Mcf within a period 
of five years, and in the absence of a clear showing that such prices are 
required by the public convenience and necessity, we shall either deny the 
application or impose price conditions. 21 FPC 704, 719. 


Like the contracts in the Trunkline proceedings, the contracts involved in 
these proceedings called for an initial price of 20 cents per Mcf. Unlike the 
Trunkline contracts, the contracts here involved call for 2 cent price escalations 
every 4 years until a price of 28 cents per Mcf is reached. This results in an 
average price well above that in the Trunkline sales and is contrary to the aspect 
of the Trunkline sales which we clearly stated to be the most important, i.e., 
the firm price for ten years. 

At the oral argument the only justification for this difference advanced by 
the producer applicants was that they will gather, dehydrate and compress the 
gas prior to its delivery to Peoples Gulf Coast, whereas this service was to be 
performed by the purchasers in the Trunkline contracts. The record indicates, 
however, that the producers here insist upon the right to process the gas and 
retain all of the liquid hydrocarbons recovered by such processing. The con- 
tracts refer to this processing and retention of the products obtained as a right. 
The testimony indicates that these producers could not say precisely how much 
this right is worth to them, but since they always insist upon the right it is only 
reasonable to conclude that they expect that the value of the products recovered 
will normally exceed the processing costs. 

This leaves the applicants with no showing of any justification for failing to 
take proper account of the firm price factor which we held to be necessary in. 
Trunkline. In keeping with the Supreme Court’s decision in Atlantic Refining 
Co. v. Public Service Comm., supra, looking to holding the price line and our 
own position in Trunkline, we will therefore impose a condition upon the pro- 
ducer authorizations requiring that the contracts be amended to eliminate the 
four year escalation provisions and substitute therefor escalation provisions 
which will result in a price structure like that provided for in the Trunkline 
contracts. 


The Commission finds: 


(1) Peoples Gulf Coast, Natural, Iowa-Illinois Gas and Electric Company, 
and Lateral Gas Pipeline Company are natural gas companies as heretofore 
found by the Commission; and each producer applicant is, or will be, upon the 
commencement of the service authorized herein, a natural gas company within 
the meaning of the Natural Gas Act. 
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(2) The facilities described above and more fully described in the applications 
in Peoples Gulf Coast in Docket No. G—19086 and Natural in Docket No. G—20202 
will be used for the transportation and sale of natural gas in interstate com- 
merce for resale as integral parts of the pipeline systems of their respective 
owners, and their construction and operation are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The facilities described in the applications of Iowa-Illinois in Docket 
No. G—20593 and Lateral in Docket No. CP60-42 will be used for the transporta- 
tion of natural gas in interstate commerce, and their construction and operation 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(4) The sales of natural gas by the producer applicants described above and 
as more fully described in the applications will be made in interstate commerce 
subject to the jurisdiction of the Commission, and such sales by the producer 
applicants together with the construction and operation of any facilities subject 
to the jurisdiction of the Commission necessary therefor, are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Peoples Gulf Coast, Natural, Iowa-Illinois, Lateral and the producer 
applicants are able and willing to do the acts and perform the services pro- 
posed and to conform to the provisions of the Natural Gas Act and the rules 
and regulations thereunder. 

(6) The proposed construction and operation of facilities and transportation 
proposed by Peoples Gulf Coast, Natural, Iowa-Illinois and Lateral and the 
sales by Peoples Gulf Coast, Natural, and the producer applicants are required 
by the public convenience and necessity and certificates therefor should be issued 
as hereinafter ordered and conditioned. 

(7) The request for authorization whereby Natural will become the sole seller 


of all the gas to be delivered by it and by Peoples Gulf Coast is not required 
by the public convenience and necessity. 


The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued to 
Peoples Gulf Coast and Natural to construct and operate the facilities described 
above and more fully described in the applications in Docket Nos. G—19086 and 
G—20202 and to Peoples Gulf Coast to transport and sell up to 85,000 Mcf per 
day and for Natural to transport and sell up to 100,000 Mcf per day of natural 
gas subject to the jurisdiction of the Commission upon the terms and conditions 
of this order. 

(B) Certificates of public convenience and necessity are hereby issued to 
Iowa-Illinois Gas and Electric Company in Docket No. G-20593, and Lateral 
Gas Pipeline Company in Docket No. CP60-42 to construct and operate the 
facilities more fully described in the applications subject to the jurisdiction of 
the Commission upon the terms and conditions of this order. 

(C) Certificates of public convenience and necessity are hereby issued upon 
the terms and conditions of this order, authorizing the sales by the producer ap- 
plicants of natural gas in interstate commerce for resale, together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission used for the sale of natural gas in interstate commerce as herein- 
before described and as more fully described in the applications and exhibits 
in these consolidated proceedings. The certificates issued by this paragraph are 
not transferable, shall be effective only so long as applicants continue the acts 
or operations hereby authorized in accordance with the provisions of the Natural 
Gas Act and the applicable rules, regulations, and orders of the Commission, 
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and shall be accepted in writing and under oath within thirty days after the 
date of issuance of this order. 

(D) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s regulations under the Natural 
Gas Act, shall attach to the issuance of the certificates granted in paragraphs 
(A) and (B) hereof and to the exercises of the rights granted thereunder. 

(E) The time within which the facilities hereby authorized in paragraphs 
(A) and (B) shall be constructed and placed in actual operation as provided in 
paragraph (b) of Section 157.20 of the Commission’s regulations is hereby 
fixed at 12 months from the date on which this order issues. 

(F) The certificate issued by paragraph (A) to Peoples Gulf Coast is condi- 
tioned upon all of the producers, who have made application herein, accepting 
the certificates issued to them within thirty days after the date of issuance 
of this order as provided in paragraph (C) herein. 

(G) The certificates issued to Natural and Peoples Gulf Coast are further 
conditioned to require that the services requested by the 6 applicants under 
Section 7(a) of the Act in Docket Nos. G—20313, G—20335, G—20591, G—20593, 
CP60-43 and CP60-48 shall be performed as to their estimated third year peak 
requirements as set forth in those applications provided that the peak day 
service to Missouri Utilities Company in Docket No. G—20335 shall be reduced 
from 1375 Mcf per day to 1275 Mcf per day and such service in Docket No. 
G-20335 shall not be commenced until Missouri Utilities Company has secured 
the approval of its rates by the Public Service Commission of Missouri, and 
provided that service to any one of the 7(a) applicants shall be required only 
if such applicant is prepared to receive gas from Peoples Guif Coast and 
Natural within 12 months from the date this order is issued. 

(H) The request for authorization whereby Natural would become the sole 
seller of all gas to be delivered by it and by Peoples Gulf Coast is hereby denied 
and the sales by Peoples Gulf Coast and Natural shall be continued under the 
rate structures presently on file with the Commission. 

(1) The certificates issued to the producer applicants in ordering paragraph 
(C) are expressly conditioned upon the filing of revised contracts which will 
be identical to the present contracts except to change the price provisions so 
that they will provide for an initial price of 20 cents per Mcf with an escalation 
of 3 cents per Mef after ten years. 

(J) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the 
Commission’s Rules and Regulations thereunder, requiring the filing of rate 
schedules for the services herein authorized, and is without prejudice to any 
findings or orders which have been or may hereafter be made by the Commis- 
sion in any proceeding now pending or hereafter instituted by or against the 
respective Applicants. Further, our action in this proceeding shall not fore- 
close nor prejudice any future proceedings or objection relating to the operation 
of any price or related provisions in the gas purchase contracts herein involved. 
Escalation provisions in the contracts, when invoked to change the effective 
rates and charges, will constitute a change in such rates and charges within 
the meaning of Section 4(d) of the Natural Gas Act and Section 154.94 of the 
Commission’s Regulations under the Act. 

Commissioner Kline dissenting to that part of the order which issues a cer- 
tificate covering approximately 180 miles of Natural’s 24-inch pipeline between 
Compressor Station No. 156 and Compressor Station No. 103 on the ground 
that Natural has failed to show that public convenience and necessity requires 
the construction of such line. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHEAST- 
ERN POWER ADMINISTRATION. DOCKET NO. E-6586; JOHN H. KERR 
PROJECT AND PHILPOTT PROJECT, DOCKET NO. E-6523 


ORDER EXTENDING CONFIRMATION AND APPROVAL OF RATES AND CHARGES 


(Issued July 1, 1960) 


The Secretary of the Interior, acting on behalf of the Southeastern Power 
Administration (SEPA) and pursuant to the Flood Control Act of 1944 (58 Stat. 
887), on June 23, 1960, requested that the confirmation and approval heretofore 
granted by Commission orders issued July 5, 1955, in Dockets Nos. E-6586 and 
E-6523, 14 FPC 842, and August 17, 1956, and July 1, 1958, in Docket No. E-6586, 
16 FPC 848, and 20 FPC 1, for the sale of electric power produced at the John 
H. Kerr and Philpott Projects be extended for a period of one year, beginning 
July 5, 1960, but not beyond the effective date of any future Commission approval 
of long-term rates presently being formulated by SEPA for the sale of such 
power. 

The subject rates and charges are contained in SEPA’s Wholesale Firm Power 
Rate Schedules K-A-1 and K-—A-2 and in the agreements between SEPA and 
(1) Virginia Electric and Power Company (VEPCO), dated August 8, 1952, as 
supplemented June 6, 1957; (2) Carolina Power and Light Company, dated 
December 7, 1955, as supplemented August 22, 1957; and (3) Appalachian Elec- 
tric Power Company (Appalachian), dated June 1, 1953. 

The Secretary of the Interior advises that negotiations are underway with 
VEPCO to provide for the long-term disposition of Philpott power. Under the 
proposed long-term arrangements, Philpott power will be transmitted by Appala- 
chian to the VEPCO system, where it will be integrated with John H. Kerr 
power and sold to VEPCO and preference agencies in that company’s area. The 
Secretary bases his request for the proposed extension of approval of the present 
rates and charges upon the need for additional time within which to complete 
the formulation of the proposed long-term rates, and to present such rates for 
approval of this Commission pursuant to the requirements of the Flood Control 
Act of 1944. The Secretary also indicates that in the above circumstances the 
maintenance of continuous Commission approval of the rates for the sale of 
electric power from the above projects will be consistent with the requirements 
of the Flood Control Act of 1944. 










































The Commission finds: 


It is appropriate for the purposes of the Flood Control Act of 1944 that the con- 
firmation and approval of the rates and charges of SEPA heretofore granted for 
the sale of power produced at the John H. Kerr and Philpott Projects, all as set 
forth in the recital above, be extended for a period of one year, commencing 
July 5, 1960, but not beyond the effective date of any future Commission approval 
of long-term rates presently being formulated by SEPA for the sale of power 
produced at those Projects. 


The Commission orders: 






The confirmation and approval of the rates and charges of SEPA for the sale 
of power produced at the John H. Kerr and Philpott Projects, all as set forth 
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in the recital above, are hereby extended and continued for a period of one 
year, commencing July 5, 1960, but not beyond the effective date of any future 


Commission approval of long-term rates for the sale of power produced at those 
Projects. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


LONE STAR GAS COMPANY, DOCKET NO. CP60-73 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 5, 1960) 


On March 28, 1960, as supplemented on April 22, 1960, Lone Star Gas Com- 
pany (Applicant) filed in Docket No. CP60-73 an application pursuant to Sec- 
tion 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of certain natural gas fa- 
cilities for the purpose of serving natural gas directly on an interruptible basis 
to a prospective industrial customer, Dierks Forests, Inc., for use in its insula- 
tion board manufacturing plant now under construction near Broken Bow, Mc- 
Curtain County, Oklahoma, all as more fully set forth in the application, as 
supplemented. 

The facilities for which authorization is sought consist of approximately 6.2 
miles of 65-inch O.D. branch pipeline extending from a point on Applicant’s 
existing pipeline E-26 south of Broken Bow in an easterly direction to the Dierks 
Forests, Ine. plant, together with appurtenant metering and regulating 
facilities. 

Estimated natural gas requirements under this application, to be used in the 
plant cafeteria, for space heating, for boiler fuel and for processing purposes, 
are: 


lst Year 2nd Year | 3rd Year 


Mef per year 144, 090 | 198, 000 345, 600 
Mcef peak day 720 | () 3, 360 


1 Not estimated. 


The estimated cost of the proposed facilities is $98,000, which will be defrayed 
from funds on hand. 

The volume of natural gas involved herein will not have any appreciable 
impact on Applicant’s ability to render service to existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 23, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Lone Star Gas Company, a Texas corporation having its 
principal place of business in Dallas, Texas, is a “natural-gas company” within 
676—-807—_64—4 
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the meaning of the Natural Gas Act, as heretofore found by the Commission in 
its order of April 11, 1944, in Docket No. G-442 (4 FPC 565). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be completed 
and placed in actual operation should be fixed at 7 months from the date on 
which this order issues. 

(6) The volume of natural gas which Applicant may deliver to Dierks Forests, 
Inc., should be limited to a maximum of 3,360 Mcf per day as proposed in the 
application. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Lone Star Gas Company to construct and operate 
the facilities hereinbefore described, all as more fully described in the applica- 
tion, as supplemented, in this proceeding, for the transportation of natural gas 
as therein set forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (8), (ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
7 months from the date on which this order issues. 

(D) The volume of natural gas which Applicant may deliver to Dierks Forests, 
Ine., is hereby limited to a maximum of 3,360 Mcf per day as proposed in 
the application. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP60-55 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 5, 1960) 


On March 10, 1960, Texas Gas Transmission Corporation (Applicant), filed 
an application, as supplemented on April 11, 1960, in Docket No. CP60-55, pursu- 
ant to Section 7(c) of the Natural Gas Act, for a certificate of public convenience 
and necessity seeking authorization to construct and operate certain facilities 
so as to augment its system flexibility and to assure continuity of service to its 
existing customers. 

Applicant proposes to construct and operate the following facilities : 

(A) 23.72 miles of 30-inch loop lines in three different segments on its main 
supply line between Eunice and Bastrop, Louisiana. 

(B) 56 miles of 12%-inch pipeline in Indiana extending between Bedfore Junc- 
tion on the existing Hardinsburg-Bedford lateral to a point on the Evansville- 
Terre Haute lateral near the Wilfred Storage Field. 

(C) 2,500 additional horsepower compressor unit at Covington Compressor 
Station, Tennessee. 

(D) 2,000 additional horsepower compresssor unit at Calvert City Compressor 
Station, Kentucky. 

(E) 2,200* additional compressor horsepower at Lafayette Compressor Sta- 
tion on the East Lake Palourde line in Louisiana. 


Eunice-Bastrop Project 


The proposed loop lines (Item A) and the additional 2,200 compressor horse- 
power at Lafayette Compressor Station (Item E) are proposed to provide desired 
flexibility in Applicant’s South Louisiana area of its supply system. Such flexi- 
bility will enable Applicant to absorb increasing volumes of natural gas now 
available to it under existing contracts and authorizations. 

These proposed facilities are designed to make available to Applicant an addi- 
tional 70,000 Mcf per day of natural gas from certificated suppliers in south 
Louisiana particularly from those operating in the Lake Arthur, E. Lake Pa- 
lourde, Chacahoula, Thibodaux and Jeanerette fields. From the group of south 
Louisiana fields involved, Applicant could contractually take a total of 535,194 
Mcef of gas per day from its certificated suppliers whereas it has capacity to take 
393,500 Mcf per day from such sources. The additional supply capacity pro- 
posed herein will enable Applicant to take a total of 464,200 Mcf of gas per day 
from the same sources. In order to take the additional 70,000 Mcf per day into 


its system from Bastrop North, Applicant would cut back on its other supply 
sources in Texas and north Louisiana. 


Spare Horsepower 


The proposed compressor units to be located in the Covington and Calvert 
City main line stations (Items C and D) are stated to be required as spares to 
enable the company to overhaul the units in those stations as well as the units 
in the Kenton Station located between the Covington and Calvert City Stations. 
Applicant states that there is not sufficient time at present to allow for proper 


1This is to be done by turbo-charging each one of the two existing 880 compressor 


horsepower units to 1,320 horsepower each and adding directly one 1,320 horsepower 
compressor unit to the station. 
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overhauling and maintenance of the units now installed. Such units were oper- 
ated 94.5 percent of the total available time in 1959. 


Bedford-Terre Haute Line 


The northern segment of Applicant’s transmission system in Indiana and IIli- 
nois is growing in importance because of the development of various storage 
fields in that area and because of Applicant’s increased reliance on storage fields 
for service in that area. Three of such storage fields (Alford, Oaktown and 
Wilfred) are served by Applicant’s old 80 mile 12-inch lateral pipeline which 
extends between Evansville and Terre Haute, Indiana.’ To reinforce service in 
this area, Applicant proposes to construct the 56 miles of 12-inch line (Item B) 
between Bedford Junction and Wilfred Storage Field, constituting a crossover 
connecting the Bedford and Terre Haute laterals. This will give the Terre Haute 
area an additional source of high pressure gas from Applicant’s main 26-inch 
system which is connected to Bedford by means of the 16-inch Hardinsburg-Bed- 
ford lateral. The new 12-inch line would provide considerable flexibility to the 
northern portion of the system as gas could flow through it in both directions 
depending on load conditions. 

No additional service to an existing or new customer is proposed in this appli- 
cation nor will installation of the facilities proposed increase the daily delivery 
capacity of Applicant’s system. 

The cost of the proposed facilities, estimated at $7,936,200 is to be financed 
out of cash on hand. 

Applicant estimates additional annual expenses and fixed charges attributable 
to the proposed facilities at $1,199,641 during the first full year of operation, 
including a 6% percent return and associated income taxes. 

No additional revenues are attributable to the proposed facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 20, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corpora- 
tion having its principal place of business in Owensboro, Kentucky, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued March 30, 1949, in Docket No. G—857 
(8 FPC 190). 

(2) The facilities hereinbefore described, as more fully described in the 
application and supplement in this proceeding, are to be used in the transpor- 
tation and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 


* This line was constructed in 1931 and because of its age it is now limited to a maximum 
operating pressure of only 425 psig. 
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are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1), (c)(3), (ce) (4) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 175.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the construction 
of the facilities authorized by this order shall be completed and placed in actual 
operation within 12 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant, Texas Gas Transmission Corporation, to construct 
and operate the proposed facilities as hereinbefore described, all as more fully 
described in the application and supplement herein, upon the terms and condi- 
tions of this order. 


(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The facilities hereby authorized shali be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission's 
Regulations under the Natural Gas Act within 12 months from the date on 
which this order issues. 


sefore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED FUEL GAS COMPANY, DOCKET NO. G-—20516 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 5, 1960) 


On December 22, 1959, as supplemented on March 11 and April 25, 1960, 
United Fuel Gas Company (Applicant) filed in Docket No. G—20516 an applica- 
tion pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing the construction and operation of an 
additional 1,100 horsepower compressor unit at Applicant’s Coco Compressor 
Station in Kanawha County, West Virginia, all as more fully set forth in the 
application and supplements. 

The proposed unit is intended to bring the existing 4,400 horsepower capacity 
of the Coco Compressor Station up to 5,500 horsepower, enabling Applicant to 
increase its rate of injection of natural gas into storage to the point required 
to reach the storage inventory necessary to meet its future deliverability 
demands. 

By order issued November 6, 1950, in Docket No. G-1424 (9 FPC 1214), 
Applicant was authorized to install 5,280 compressor horsepower in this station. 
Apparently only 4,400 horsepower were installed. No reason has been given for 
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not installing the facilities as previously authorized. However, this order will 
permit the installation of a total of 5,500 horsepower in the Coco Station, which 
is now shown to be required. 

The estimated cost of construction of the proposed facilities is $300,000, to 
be financed by Applicant’s parent, the Columbia Gas System. 

No new markets are contemplated under this application and no question of 
gas supply is involved. 

It appears that the original 4,400 horsepower Coco Compressor Station was 
sufficient for the development of Applicant’s Storage Pools X-52—-A and X-52-B 
and for the initial activation and early development of Storage Pool X-52-C, 
but that said existing 4,400 horsepower is insufficient to inject the volumes of 
gas necessary to meet output requirements and also to bring Pool X-52-C to a 
maximum inventory by the beginning of the winter season of 1960-1961. 

It further appears that installation of the additional 1,110 horsepower com- 
pressor unit for which authorization is sought herein will increase the com- 
pression capacity of the Coco Station from approximately 114,000 Mcf per day 
to 138,400 Mcf per day which will enable Applicant to attain maximum utilization 
of the subject storage pool. 

Temporary authorization to construct and operate the facilities proposed under 
this application was granted to United Fuel Gas Company on May 11, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
June 21, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 

(1) Applicant, United Fuel Gas Company, a West Virginia corporation having 
its principal place of business in Charleston, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of March 1, 1944, in Docket No. G-341 (4 FPC 534). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation in this proceeding, as supplemented, are proposed to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the exer- 
cise of the rights granted thereunder, and that the time within which construction 
of the facilities hereinafter authorized shall be completed and placed in actual 
operation should be fixed at 60 days from the date on which this order issues. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act, and the public convenience and necessity require, that in 
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addition to the information to be supplied the Commission in the semi-annual 
reports prescribed in paragraph (F) of the Commission’s order issued June 19, 
1958, in Docket No. G—12295, Applicant should submit figures showing the maxi- 
mum day input and the maximum day output of Storage Pool X-52-C, as here- 
inafter ordered. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Fuel Gas Company to construct and operate 
the facilities hereinbefore described, all as more fully described in the applica- 
tion as supplemented, in this proceeding, upon the terms and conditions of this 
order. 

(B) The general terms and conditions set forth in paragraphs (b), (ce) (3), 
(c)(4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities shall be completed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act, is hereby fixed at 60 days 
from the date on which this order issues. 

(D) In addition to the information to be supplied the Commission in the 
semi-annual reports prescribed in paragraph (F) of the Commission’s order 
issued June 19, 1958, in Docket No. G—12295, Applicant shall submit figures 
showing the maximum day input and the maximum day output of Storage Pool 
X-52-C. This information may be incorporated in and submitted with the 
semi-annual reports responsive to the aforesaid order issued June 19, 1958, in 
Docket No. G—12295. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 





PLACERVILLE LUMBER COMPANY AND GRAEAGLE 


WATER COMPANY, PROJECT NO. 1302 


LAND AND 














ORDER APPROVING TRANSFER OF LICENSE (MAJOR) 


(Issued July 6, 1960) 











Joint application was filed May 23, 1960 by Placerville Lumber Company, 
licensee for major Project No. 1302, and Graeagle Land and Water Company, 
of Sacramento, California, for approval of transfer of the license for the proj- 
ect from the former to the latter. The project is located on the headwaters 
of Gray Eagle Creek, a tributary of Feather River, in Plumas County, Cali- 
fornia, and affects lands of the United States within Plumas National Forest. 


The Commission finds: 





(1) The proposed transferee of the license is a partnership of citizens of 
the United States, which has submitted satisfactory evidence of compliance 
with the requirements of all applicable State laws insofar as necessary for 


the operation of the project. THE ARMY LIBRARY 
Washington, D.C. »” 
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(2) Approval of the transfer of the license as hereinafter provided will not 
be inconsistent with the public interest. 

(3) The licensee has paid the annual charges under the license through 
December 31, 1959. 


The Commission orders: 


(A) The transfer of the license for major Project No. 1302 from Placerville 
Lumber Company to Graeagle Land and Water Company is approved, effective 
as of the date of conveyance of the project properties under the license, and 
subject to the provisions of Section 9.3 of the Commission’s regulations under 
the Federal Power Act. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Act, 
and failure to file such an application shall constitute acceptance by Graeagle 
Land and Water Company of the license for Project No. 1302. In acknowledg- 
ment of the acceptance of the license, this instrument shall be signed by the 
members of the transferee, and returned to the Commission within 60 days 
from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-6941 
SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE OF SINKING FUND DEBENTURES 


(Issued July 6, 1960) 


By order issued June 22, 1960, 23 FPC 843, in the above-entitled matter, the 
Commission authorized Sierra Pacific Power Company (Applicant) to issue 
and sell through competitive bidding $3,500,000 principal amount of Sinking 
Fund Debentures, due 1985, subject, among others, to the provisions as set forth 
in paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Debentures at competitive bidding 
shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements, and 
Section 34.2(k) (4) of these Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations; 

(ii) The Commission shall have approved the price to be received by Ap- 
plicant for the Debentures and the coupon rate thereof, by a further order. 

Applicant, on July 6, 1960, filed an amendment, pursuant to the requirements 
of the afore-mentioned Commission order, in which it states that it proposes to 
accept, as representing the lowest annual cost of money to it, the bid of Halsey, 
Stuart & Co., Inc. to purchase the proposed issuance of Debentures at the price 
of 100.19% of principal amount, with a coupon rate of 554% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of para- 
graph (B) of the Commission’s order issued June 22, 1960, in the above docket, 
and under the bid it proposes to accept for the Debentures, the price to be re- 
ceived by Applicant therefor and the coupon rate thereof are reasonable. 


’ 
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(2) The proposed issuance and sale of Debentures, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of the Appli- 
cant and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance by the Applicant of service as a public 
utility, and which will not impair its ability to perform that service, and is 
reasonably appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Debentures and 
the coupon rate thereof, under the bid referred to above, are approved as reason- 
able. 

(B) The proposed issuance and sale of Debentures referred to above, upon 
the terms and conditions and for the purposes specified in the application, as 
supplemented by the amendment referred to above, are authorized subject only 
to the provisions of paragraphs (C), (D), and (E) of the Commission’s order 
issued June 22, 1960, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PACIFIC POWER & LIGHT COMPANY, PROJECT NO. 2111 


ORDER ADOPTING AND APPROVING PRESIDING EXAMINER'S REPORT OF PROPOSED 
SETTLEMENT 


(Issued July 7, 1960) 


Pacific Power & Light Company (Licensee) was issued a license to build 
Project No. 2111 on the Lewis River in Skamania County, Washington, on 
October 29, 1956, which contained an Article 35 calling for agreement between 
the Licensee and U. S. Forest Service on providing for an access road around 
the reservoir. Such a road, later referred to as “Pacific’s Road”, was subse- 
quently built by the Licensee. Upon notification by both parties of their fail- 
ure to come to an agreement under Article 35 on conveyance of “Pacific’s Road” 
by the Licensee to U. S. Forest Service, and upon their request a public hear- 
ing was held in November of 1958. Negotiations were resumed after the hear- 
ing, and finally culminated in a joint motion filed by both parties on March 28, 
1960, for permission to reopen the proceedings for the purpose of offering a 
stipulation setting forth, except for the monetary consideration, the respective 
rights and obligations of the parties and other persons in the road when, and 
if, conveyed to U. S. Forest Service. By accompanying memoranda filed with 
the motion the parties stated their views on monetary consideration for con- 
veyance and requested the Commission to determine that single issue. 

By order of May 6, 1960, the Presiding Examiner reopened the proceedings, 
received the stipulation and accompanying memoranda, and vacated the prior 
order for filing of briefs. Thereafter on May 23, 1960, Staff Counsel filed its 
memorandum recommending $1,984,000.00 as a reasonable monetary consid- 
eration for conveyance of “Pacific's Road” on the terms of the stipulation, 
and recommended that tender and aceptance of such conveyance would satisfy 
the Licensee’s obligations with respect to an access road under Articles 35 and 
36 of the license. 

The Presiding Examiner by his Report of Proposed Settlement adopted Staff 
Counsel’s recommendations which were made a part of his report, and further 
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recommended that upon notification by Licensee and U. S. Forest Service that 
settlement with respect to the matters involved had been consummated the issues 
in this proceeding be considered resolved, and the proceeding terminated 
without further order or decision by the Commission. 


The Commission finds: 


A sum of $1,984,000.00 is a reasonable monetary consideration for conveyance 
of “Pacific’s Road” to U.S. Forest Service in accordance with the Presiding Ex- 
aminer’s Report of Proposed Settlement, which should be adopted, and that such 
conveyance by the Licensee to the U.S. Forest Service will constitute reasonable 
compliance with Article 35 of the license. 


The Commission orders: 


The report of the Presiding Examiner issued herein on June 24, 1960, of 
the proposed settlement is hereby adopted and approved. Upon notification by 
the Licensee and U.S. Forest Service to the Commission within 180 days from 
date of the issuance of this order that conveyance of “Pacific’s Road” to U.S. 
Forest Service has been consummated in accordance with the terms of the pro- 
posed settlement set forth in the Presiding Examiner’s report, the Licensee 
shall be considered as having reasonably complied with Article 35, and the issues 
in this proceeding will be considered as resolved; and thereupon the proceeding 
is terminated without further order of the Commission. 






Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PUGET SOUND POWER & LIGHT COMPANY, PROJECTS NOS. 2150 AND 777 


ORDER FURTHER AMENDING LICENSE (MAJOR) AND ACCEPTING SURRENDER OF LICENSE 
(MINOR-PART) 


(Issued July 7, 1960) 


Application was filed March 15, 1960 by Puget Sound Power & Light Company, 
licensee for major Project No. 2150, for further amendment of its license for 
the project to include therein approximately 75.50 acres of lands of the United 
States within Mt. Baker National Forest, Washington. 

It appears that the licensee was authorized to occupy the lands in question 
for operation of the Lower Baker River Development under Commission license 
as minor-part Project No. 777. However, the Lower Baker River Development, 
exclusive of the national forest lands involved, was included in the license for 
major Project No. 2150 by Commission order issued June 4, 1956, 15 FPC 1496. 
Concurrently with its filing of application for amendment of license for Project 
No. 2150, the licensee filed application for surrender of its license for minor- 
part Project No. 777. 

The principal effects of the approval of the amendment sought will be to fix 
and specify in the license for Project No. 2150 the amount of annual charges 
for recompensing the United States for the use of lands of the United States 
for the Lower Baker River Development, and to incorporate in the license for 
Project No. 2150 Supplementary Exhibit K map, revised in accordance with 
Commission letter of March 30, 1960, showing the project area and boundary 
of the Lower Baker River Development reservoir lands. 


The Commission finds: 


(1) Public notice of the filing of the application for amendment has been 
given as required by the Act. No protests have been filed. 
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(2) The proposed inclusion in the license for Project No. 2150 of the lands 
of the United States used by the Lower Baker River Development as herein- 
after ordered is in the public interest. 

(3) The amount of annual charges to be paid under the license for Project 
No. 2150 for the purpose of recompensing the United States for the use, occu- 
pancy, and enjoyment of its lands for the Lower Baker River Development 
(75.5 acres) is reasonable as hereinafter fixed and specified. 

(4) Supplementary Exhibit K—Sheet 5 (FPC No. 2150-49) filed as part of 
the application for amendment of license for Project No. 2150, revised in accord- 
ance with Commission letter of March 30, 1960, conforms to the Commission’s 
rules and regulations and should be approved as part of the license for that 
project as hereinafter provided. 

(5) Acceptance of surrender of the license for minor-part Project No. 777 is 
appropriate, 































The Commission orders: 

(A) The exhibit described in finding (4) above is approved as part of the 
license for major Project No. 2150. 

(B) The license for Project No. 2150 is further amended, effective as of June 
1, 1960, as follows: 

PARAGRAPH I. Subparagraph (a) of paragraph (4) of the license for Proj- 
ect No. 2150 is further amended: to exclude therefrom the parenthetical phrase 
“(except lands of the United States under license for minor-part Project No. 
777)”, and to include therein, following the description of Exhibit K the 
following: 


Exhibit K: Sheet 5 (FPC No. 2150-49) Detail Map for Lower Baker 
(Supplementary ) River Development 








PARAGRAPH II. Subparagraph (ii) of Article 40 of the license for Project 
No. 2150 is amended to read: 

(ii) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, exclusive of its lands used for transmission line 
right-of-way, $151.00 (Lower Baker River Development) ; and an amount to be 











’ hereafter determined for the Upper Baker River Development. 
F (C) Surrender of the license for minor-part Project No. 777 is accepted, 
effective as of June 1, 1960. 
(D) This order shall become final 30 days from the date of its issuance unless 
d application for rehearing shall be filed as provided in Section 313(a) of the 
; Federal Power Act and failure to file such an application shall constitute ac- 
’ ceptance of this amendment of license, it shall be signed for the Licensee and 
P returned to the Commission within 60 days of the date of issuance of this order. 
t 
Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
c and Arthur Kline. 
S WASHINGTON PUBLIC POWER SUPPLY SYSTEM, PROJECT NO. 2244 
S 
: ORDER ISSUING LICENSE (MAJOR) 
(Issued July 7, 1960) 
Application was filed April 20, 1959 by Washington Public Power Supply 
System, of Kennewick, Washington, for a license under the Federal Power Act 
. (hereinafter referred to as the Act) for proposed major Project No. 2244, to be 


located on Lake Creek and Packwood Lake near Packwood in Lewis County, 
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Washington, and affecting lands of the United States within Gifford Pinchot 
National Forest. 

The Assistant Chief of Civil Works, U.S. Corps of Engineers, Department of 
the Army, in reporting on the application, advised that the proposed project 
would not affect the interests of navigation or flood control and that no objec- 
tion is made to granting the license. 

The Assistant Secretary of Agriculture, acting for the Secretary of Agri- 
culture, who has supervision over the Gifford Pinchot National Forest, in 
originally reporting on the application, recommended for inclusion in any license 
issued for the proposed project certain special conditions in the interests of the 
Department of Agriculture, in addition to the conditions usually included in 
licenses for such projects. However, in a supplemental report, the Assistant 
Secretary transmitted to us copies of an agreement between Applicant and the 
Department of Agriculture, Forest Service, executed May 3 and May 10, 1960, 
respectively, embodying all but two of the special conditions, which latter are 
included herein as hereinafter provided. 

An Assistant Secretary of the Interior, in reporting on the application, has 
recommended the inclusion in any license issued for the proposed project of 
certain special conditions in the interests of the Department of the Interior, in 
addition to the conditions usually included in licenses for such purpose—all as 
hereinafter substantially provided. 

The Department of Fisheries and the Department of Game, both of the State 
of Washington were notified of the Commission’s receipt of the application for 
license, but to date have not commented on the application. 


The Commission finds: 


(1) The proposed project will affect lands of the United States. 

(2) The proposed project would consist of : 

(a) All lands constituting the project area and enclosed by the project 
boundary or the limits of which are otherwise defined, and/or interests in such 
lands necessary or appropriate for the purpose of the project, whether such 
lands or interests therein are owned or held by the applicant or by the United 
States; such project area and project boundary being more generally shown and 
described by certain exhibits which formed part of the application for license 
and which are designated and described as follows: 

Evrhibit J: Sheet 1 (FPC No. 2244-3) Location Map; Sheet 2 (FPC No. 2244-4) 
General Project Map; Sheet 3 (FPC No. 2244-5) Vicinity Transmission System. 

Evrhibit K: Sheets 1 through 10 (FPC Nos. 2244-6 through -15) Project To- 
pography; Sheet 11 (FPC No. 2244-16) Packwood Lake; Sheets 12 through 25 
(FPC Nos. 2244-17 through -30) Plan and Profile, Pipe Line; (Sheets 26 
through 28 (FPO Nos. 2244-31, -32 and -33) Penstock Plan and Profile; and 
Sheet 29 (FPC No. 2244-34) Plan and Profile Penstock, Powerhouse Site and 
Tailrace. 

(b) The project would consist of an overflow concrete weir structure with 
two foot flashboards in Lake Creek, at the outlet of Packwood Lake, providing 
a maximum operation pool at elevation 2,858.5 feet and creating usable power 
storage of 3,500 acre-feet; intake structure with trash racks; slide-type head- 
gate; a 75 inch diameter concrete pipeline 23,300 feet in length; surge chamber ; 
5,800 feet of steel penstock 46%4 inches to 41%, inches in diameter; outdoor type 
powerhouse, containing a single impulse turbine rated at 27,600 horsepower 
connected to a generator rated at 22,200 kva at 0.90 pf.; 5,600 feet of tailrace 
channel; semi-automatic control equipment; transmission line; access roads 
and other appurtenant facilities; the location, nature and character of which 
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are more specifically shown and described by the exhibits which also formed 
part of the application for license and which are designated and described 
as follows: 

Evrhibdit L: Sheet 1 (FPC No. 2244-35) General Plan—Intake Area and Weir; 
Sheet 2 (FPC No. 2244-36) Intake, Pipe Line and Weir Details and Sections; 
Sheet 3 (FPC No. 2244-37) Geological Plan and Sections—Intake Area; Sheet 4 
(FPO No. 2244-38) Powerhouse Plan and Elevations; Sheet 5 (FPC No. 2244- 
39) Powerhouse Yard and Tailrace, Plans and Sections; and 

Evhibit M: Two typewritten sheets entitled, “General Description and Gen- 
eral Specifications of Equipment.” 

(c) All other structures, fixtures, equipment or facilities used or useful in the 
maintenance and operation of the project and located on the project area, in- 
cluding such portable property as may be used or useful in connection with the 
project or any part thereof, whether located on or off the project area, if and 
to the extent that the inclusion of such property as a part of the project is 
approved or acquiesced in by the Commission; also, all riparian or other rights, 
the use or possession of which is necessary or appropriate in the maintenance 
and operation of the project. 

(3) The Applicant is a municipal corporation organized under the laws of 
the State of Washington and has submitted satisfactory evidence of compliance 
with the requirements of all applicable State laws insofar as necessary to effect 
the purposes of a license for the project. 

(4) Public notice of the application has been given. Two informal protests 
against the application were received from sportsmen’s organizations. No con- 
flicting application is before the Commission. 

(5) The proposed project does not affect any Government dam, nor will the 
issuance of a license for the project, as hereinafter provided, affect the devel- 
opment of any water resources for public purposes which should be undertaken 
by the United States. 

(6) The project is best adapted to a comprehensive plan for improving or 
developing a waterway or waterways for the use or benefit of interstate or 
foreign commerce, for the improvement and utilization of water-power devel- 
opment, and for other beneficial public uses, including recreational purposes. 

(7) The Applicant has submitted satisfactory evidence of its financial ability 
to construct and operate the proposed project. 

(8) The installed horsepower capacity of the proposed project hereinafter 
authorized for the purpose of computing the capacity component of the adminis- 
trative annual charge is 26,700 horsepower, and the energy generated thereby 
would be distributed to Applicant’s member public utility districts. 

(9) The issuance of a license for the proposed project will not interfere or 
be inconsistent with the purposes for which the Gifford Pinchot National Forest 
was created or acquired. 

(10) The amount of annual charges to be paid under the license for the 
purpose of reimbursing the United States for the costs of administration of 
Part I of the Act and for recompensing it for the use, occupancy, and enjoyment 
of its lands is reasonable as hereinafter fixed and specified. 

(11) The proposed 115 kilovolt transmission line, approximately two miles 
in length, between the Packwood power plant and substation, which was in- 
cluded in the application for license, is part of the project within the meaning 
of Section 3 (11) of the Act, and should be included in the license for the project 
as hereinafter provided. 

(12) It is desirable to reserve for determination at a later date, what addi- 
tional transmission lines, if any, should be included in the license. 
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(18) According to the application, Applicant proposes to commence construc- 
tion of the project within one year after issuance of license and complete the 
project within two years thereafter. 

(14) The exhibits designated and described in finding (2) above conform to 
the Commission’s rules and regulations and should be approved as part of 
the license for the project. 

(15) Exhibits F and K for the transmission line and final design Exhibit L 
drawings of the pipeline—all in accordance with the Commission’s rules and 
regulations—should be filed as hereinafter provided. 


The Commission orders: 


(A) This license is issued to Washington Public Power Supply System, of 
Kennewick, Washington (hereinafter referred to as the Licensee) for a period 
of 50 years, effective as of March 1, 1960, for the construction, operation, and 
maintenance of Project No. 2244 on Lake Creek and Packwood Lake, Washing- 
ton, and affecting lands of the United States within the Gifford Pinchot National 
Forest, subject to the terms and conditions of the Federal Power Act which is 
incorporated by reference as a part of this license, and subject to such rules and 
regulations as the Commission has issued or prescribed under the provisions 
of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-2, December 15, 1953, entitled “Terms and Conditions of License for Un- 
constructed Major Project Affecting Lands of the United States” (17 FPC 
62), which terms and conditions, designated as Articles 1 through 24, are 
attached hereto and made a part thereof, except for Articles 20 and 21 therein; 
and subject to the following special conditions set forth herein as additional 
articles: 

Article 25. The Licensee shall commence construction of the project within 
one year from the effective date of this license, shall thereafter with due dili- 
gence prosecute such construction, and shall complete the project and place it in 
operation within three years of the effective date of the license. 

Article 26. The Licensee shall consult with the Forest Service on the location 
of and shall, within one year after issuance of license, establish and mark on 
the ground the final project boundary. 

Article 27. The Licensee shall construct, maintain, and operate or shall ar- 
range for the construction, maintenance, and operation of such fish protective 
devices, including fish screens and racks, and shall comply with such reasonable 
modifications of project structures and operation in the interest of fish and 
wildlife resources of the project area, provided that such modifications shall 
be reasonably consistent with the primary purpose of the project, as may be 
prescribed hereafter by the Commission upon its own motion or upon recom- 
mendation of the Secretary of the Interior, the Washington Departments of 
Fisheries and Game or the Forest Service, after notice and opportunity for 
hearing and upon a finding based on substantial evidence that such modifications 
are necessary and desirable and consistent with the provisions of the Act 
Provided, however, That no modifications of project structures shall be required 
unless recommendations are made by the Secretary of the Interior, the Wash- 
ington Departments of Fisheries and Game, or the Forest Service prior to October 
31, 1960, or such further time as may be prescribed by the Federal Power Com- 
mission by its order issued prior to October 31, 1960. 

Article 28. The Licensee shall return powerhouse tailrace discharges to Cow- 
litz River as far upstream as possible by extension of excavated channel directly 
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to the river to supply the maximum possible mainstem spawning area with Lake 
Creek water. 

Article 29. The Licensee shall provide a gate on the culvert through the pro- 
posed earthen dam on Hall Creek to control flows and prevent mixing of Hall 
and Lake Creek waters in order to avoid detrimental effects to salmon hatchery 
operations and salmon spawning habitat, provided that control of flows shall 
be subject to the approval of the authorized representative of the Commission 
upon recommendation of the Washington Department of Fisheries. 

Article 30. The Licensee shall in the event the United States develops irriga- 
tion projects in and adjacent to the Cowlitz River Basin diverting water down- 
stream from Project No. 2244, release sufficient water to maintain not less than 
the natural stream flow conditions when requested by the Commission as may 
be required for Federal reclamation development as determined by the Secretary 
of the Interior, without claim against the United States or its successors in 
interest in the irrigation projects. 

Article 31. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, a reasonable annual charge in accordance with 
the provisions of Part II of the Commission’s regulations. The authorized in- 
stalled capacity for such purposes is 26,700 horsepower ; 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands exclusive of those used for transmission-line purposes 
$1,070; and 

(iii) For the purpose of recompensing the United States for the use, occu- 
pancy and enjoyment of its lands for transmission-line purposes only, an amount 
to be hereafter determined by the Commission. 

Article 32. The project shall be coordinated with the U.S. Columbia River 
Power System and/or other entities so as to achieve maximum coordination 
benefits, provided that, there be an equitable sharing of the benefits resulting 
from such coordination. 

Article 33. The Licensee shall submit, in accordance with the Commission’s 
rules and regulations, final design Exhibit L drawings of the pipeline; and the 
Licensee shall not begin construction of the pipeline until the Commission has 
approved such Exhibit L drawings. 

Article 34. The Commission reserves the right to determine at a later date 
what additional transmission lines, if any, should be included in the license. 

Article 35. The Licensee shall within one year from the date of completion 
of the project submit, in accordance with Commission’s rules and regulations, 
Exhibits F and K for the transmission line. 

(C) The exhibits designated and described in finding (2) above are approved 
as part of this license. 

(D) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act, and failure to file such an application shall constitute 
acceptance of this license. In acknowledgment of the acceptance of this license, 
it shall be signed for the Licensee and returned to the Commission within 60 
days from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. G—20509 


ORDER DETERMINING RATE OF RETURN DISALLOWING PROPOSED INCREASED RATES AND 
PERMITTING SUBSTITUTION OF LOWER INTERIM RATES 


(Issued July 8, 1960) * 


This proceeding arises from a filing on November 25, 1959, by Southern 
Natural Gas Company (Southern) under Section 4(d) of the Natural Gas Act 
of proposed increased rates to its jurisdictional customers totaling $7,756,563 
on an annual basis.” By order issued December 24, 1959, the Commission 
suspended Southern’s proposed increased rates until June 1, 1960, and until 
such further time as they may be made effective in the manner prescribed by 
the Act.2, Hearings commenced on January 26, 1960, and continued intermit- 
tently until May 10, 1960. On May 10, 1960, staff counsel moved (1) for an 
interim rate order based upon the sole issue of rate of return, reserving for a 
subsequent phase of the proceeding all other issues, (2) for waiver and omission 
of the intermediate decision procedure, and (3) for an adjournment sine die, 
subject to reconvening upon notice by the Secretary of the Commission. The 
presiding examiner declined to adjourn the proceeding sine die and fixed 
September 14, 1960, for the resumption of hearings on the other phases of the 
proceeding. The remaining motions were referred to the Commission. By 
order issued May 27, 1960, the Commission omitted the intermediate decision 
procedure and fixed June 24, 1960, for oral argument on the two issues presented : 
(1) Is an interim order based solely on the issue of rate of return proper? and 
(2) What is the proper rate of return to be allowed Southern in this proceeding? 
Oral argument by Southern, staff and interveners was heard on June 24, 1960, 
and these issues are now before the Commission for decision. 


INTERIM ORDER PROCEDURE 


Staff proposes the interim order procedure to prevent the full amount of 
Southern’s proposed increased rates from being collected subject to refund 
until final disposition of all the issues in this proceeding. Staff seeks an 
early determination of the fair rate of return to be allowed Southern, and the 
adjustment in accordance therewith of the rates to be collected by Southern 
during the refund period. This, staff contends, will have a stabilizing effect 
on Southern’s rates and will benefit its customers and the ultimate consumers 
of its gas. 

Staff’s computations, based on the allocation methods used by Southern, indi- 
cate that there would be a reduction of approximately $1 million in Southern’s 
jurisdictional cost of service for each 4 percent reduction in its rate of return 
below the proposed rate of 7 percent. Considering the large amounts which 
are represented by the issue of rate of return, and the length of time that must 
necessarily elapse before staff completes its field investigation of Southern and 
the rest of the issues in this proceeding can be finally disposed of, during which 
Southern will be collecting its proposed increased rates subject to refund, the 
desirability of determining Southern’s rate of return at this time is manifest. 


*Rehearing denied by order issued September 6, 1960. 

21FPC Gas Tariff, Sixth Revised Volume No. 1. 

2 Southern on June 1, 1960, in accordance with the provisions of the Act, particularly 
Section 4(e) thereof, filed a motion requesting that its proposed increased rates be made 
effective as of June 1, 1960. 
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We need not dwell at length on the question of the legality of the interim 
order procedure proposed by staff. The Commission has used this procedure 
in the past and it has received the approval of the courts. Only recently, by 
order issued April 29, 1960, in Panhandle Eastern Pipe Line Co., Docket No. 
G-19780, 23 FPC 646, we directed the use of this procedure, citing the court 
cases in support thereof. It is clear that if Southern in this proceeding has 
been accorded a full hearing on the rate of return issue and the issue is severably 
determinable, there is no legal obstacle to the determination of that issue at 
this time through use of the interim order procedure. 

Southern has received a full hearing on the issue of rate of return. It has 
offered all of its evidence on this subject—direct, redirect, and rebuttai. It has 
also had full opportunity to cross-examine all opposition witnesses presented 
by staff and interveners. Southern has been afforded every possible right of 
“due process.” Southern, however, contends that an interim order such as 
proposed by staff would be unlawful and inequitable unless it also makes final 
disposition of the complex issues of cost allocation and rate design, since there 
would be “confiscation” should the Commission decide these issues in such a 
way that Southern would have to make refunds in certain zones where its rates 
are found to be too high but could not recover revenues retroactively in those 
zones where it has charged less than the finally determined cost of service. 

Southern’s argument, however, is speculative, being founded on assumptions 
as to how the Commission will decide the issues in the second phase of this 
proceeding. It is also based on the fallacious assumption that the issue of rate 
of return and the allocation and rate design issues are related, and that the 
former cannot properly be severed as proposed by staff. Even if all the issues in 
this proceeding were decided at one time, the same question of Southern’s 
being made whole during the refund period could still arise. This risk does 
not arise because of the use of the interim order procedure and the prior deter- 
mination of Southern’s rate of return; rather it arises because of the methods 
of cost allocation and rate design used by Southern in its filing, and the possi- 
bility that the Commission may prescribe the use of different methods. Should 
Southern suffer legal injury by reason of the Commission’s final order in the 
second phase of this proceeding, it may seek judicial review. It cannot, how- 
ever, be heard to complain of an order which fixes a proper rate of return and 
looks only to the establishment of interim rate levels based on such proper 
return and which in all other respects are based on the methods and procedures 


employed by Southern in making its rate filing, including its own allocation and 
rate design methods. 


We conclude that the use of the interim order procedure proposed by staff 
in this proceeding is legally sound, and is necessary and appropriate in the 
public interest to carry out the purposes of the Act. 


RATE OF RETURN 


Southern claims in this proceeding a 7 percent rate of return on its jurisdic- 
tional rate base for the test period ended June 30, 1959. Staff, and those in- 
terveners who have taken a position on the rate of return issue, contend that 
this rate of return is not justified and that Southern has not shown the need 
for such a high rate of return. Staff's position is that a fair, just and reason- 
able rate of return is no more than 614 percent, whereas certain of the in- 
terveners take the position that Southern is entitled to no more than 6 or 6% 
percent. Rate of return evidence was presented by witnesses for Southern, 
staff, and intervener General Services Administration (GSA). 

Based on the evidence of record, the parties’ briefs, and the oral argument, 
we are of the opinion that 614 percent is the fair, just and reasonable rate 

676—-807—64——_5 
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of return to be allowed Southern in this proceeding, and is in accord with the 
principles and standards set forth by the Supreme Court of the United States 
in Bluefield Water Works and Improvement Co. v. Public Service Commission 
of West Virginia, 262 U.S. 679, and in 7.P.C. v. Hope Natural Gas Co., 320 U.S. 
591. 

The actual capitalization for Southern on a consolidated basis, as of De- 
cember 31, 1959, is 63.8 percent debt (bonds, debentures, notes) and 36.2 per- 
cent equity (common stock and surplus), as shown by staff. Adjusting these 
ratios to give effect to the issuance in 1960 of $35,000,000 of Ist Mortgage Bonds 
at an assumed cost of 5.25 percent and the issuance of $15,000,000 of debentures 
at an assumed cost of 5.60 percent for the purpose of refinancing 4% and 5 
percent bank notes in the amount of $47,000,000, staff shows Southern’s capitali- 
zation as 64.2 percent debt and 35.8 percent equity. Southern’s witness, giving 
consideration to Southern’s average debt ratio of 62.2 percent for the years 
1950 to 1959 and 58 percent for the years 1956 to 1959, and to Southern’s history 
of conservative financing practices, concluded that a ratio of 63 percent was 
reasonable for use in this case. GSA’s witness recommended 61 percent as a 
reasonable ratio. In the circumstances of this case we may reasonably rely 
on the evidence showing Southern’s actual capitalization and the changes in 
Southern’s capital structure which are imminent under its program for re- 
financing in 1960. Accordingly, we shall use a debt ratio of 64.2 percent, the 
adjusted ratio as computed by staff, for the purpose of determining Southern’s 
overall rate of return. 

Southern and staff are in agreement that the weighted average cost of debt 
capital for Southern as of December 31, 1959, is 4.25 percent, and that as 
adjusted for the refinancing of bank notes in 1960, the cost of debt is 4.45 
percent. GSA’s witness computed Southern’s weighted average cost of debt 
to be 3.946 percent, but this is based on the original amount of debt securities 
issued rather than on the amount of debt securities outstanding at the time of 
the hearing, and understates the cost of debt which Southern will experience 
because of the failure of this method to reflect the fact that earlier, low-cost 
debt has in large part been retired. The pro forma adjustment of the weighted 
average cost of debt as of December 31, 1959, to reflect the retirement of the 
bank notes and the issuance of long-term debt securities to replace them is 
proper in this case where we are determining rates for the future and where 
the funding of such loans in the very near future is reasonably to be expected 
and such funding is consistent with good practice. We therefore find Southern’s 
cost of debt capital to be 4.45 percent, as determined by both Southern and 
staff. 

The main controversy in this case relates to the question of the allowance 
to be provided in the rate of return for Southern’s common equity. This al- 
lowance, often referred to as the cost of equity capital, takes into account the 
return which is required to attract equity capital into Southern’s business. On 
the basis of a weighted average cost of debt capital of 4.45 percent and a debt 
capitalization ratio of 64.2 percent, as determined above, the following allow- 
ances on Southern’s equity capital would be provided by allowing an overall 
rate of return as indicated.’ 

Overall Return Equity Allowance 
6.00 percent 8.78 percent 
6.25 = 9.48 ss 
6.50 “3 10.18 
6.75 - 10.88 
7.00 7 11.58 


8 Staff’s Exhibit No. 24, Table II. 
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The three rate of return witnesses differed in their approach to the determi- 
nation of the proper allowance for common equity. Only Scathern’s witness con- 
cluded that earnings-price ratios, such as the Commission has used in the 
past, could not properly be relied on in this proceeding because of the nature 
of the market since 1950-1951. He relied instead on a computation of what 
he calls the “implicit” cost of equity devoted to jurisdictional business, Staff's 
witness, consistent with Commission practices, presented a study of earnings- 
price ratios for the period from 1940 to January 1960, which staff relied on as 
the best guide to the cost of equity capital. GSA’s witness for his part de- 
termined the cost of equity by using dividend-price ratios, adjusted for market 
pressure and payout ratio. 

The investor’s appraisal of the risks inherent in the enterprise and the return 
which he requires in the light of this appraisal are basic to a determination of 
the allowance for common equity. and the Commission as a matter of practice 
has always looked to earnings-price ratios as an indication of such investor ap- 
praisal. We are of the opinion that the study of earnings-price ratios for 
Southern and comparable pipeline companies over a period of years, put in evi- 
dence in this proceeding by staff, may properly be used with judgment, together 
with other factors, in determining a reascnable allowance for Southern’s equity. 

On the other hand, there is no valid basis for the approach to cost of capital 
taken by Southern’s witness. The “implicit” cost of equity devoted to jurisdic- 
tional business which he develops is based upon an unwarranted assumption of a 
6 percent return to Southern on its jurisdictional business since 1950. Although 
actual return on Southern’s jurisdictional business is not shown, the record 
shows that earnings on total invested capital for 1950 to 1958 averaged 7.51 per- 
cent. Furthermore, the return on common equity which Southern’s witness 
would impute to Southern’s jurisdictional business is no measure of the in- 
vestor’s appraisal of Southern’s stock and is not an equivalent of the cost of at- 
tracting equity capital. Nor are we persuaded that the dividends-price ratios 
employed by GSA’s witness are a better measure of investor requirements than 
the earnings-price ratios heretofore utilized by the Commission. We can find no 
zood reason for departing from the Commission’s practice of using earnings- 
price ratios, with judgment, as an indication of a proper return on common 
equity. 

Southern’s earnings-price ratios for the period 1946-1953, a period which may 
appropriately be used for the purpose of showing investor appraisal, average 
9.4 percent, while the ratio for the natural gas pipeline industry is 7.6 percent. 
The ratios for eight large pipeline companies which as a group are comparable 
to Southern, and for which sufficient data is shown, average 8.14 percent for the 
same period. Although the level of earnings price ratios for more recent years 
may be a less accurate measure of the investor’s appraisal of risk, such recent 
data appear to disclose trends and relative movement of ratios within the mar- 
ket and within the pipeline industry itself. Such data show Southern’s ratios as 
now equal to or lower than those of the industry as a whole, and indicate 
Southern’s improving position in the money market in relation to the rest of the 
industry. 

The record shows that Southern has sustained a high level of earnings in the 
post-war period with its more conservative capitalization. The record also shows 
a substantial increase in market price of Southern’s common stock since 1941, 
indicating a strong demand for this stock among investors. Also Southern’s 
common stock is enhanced by the relatively low risk element in connection with 
recovery of its cost of service by reason of the minimum bill provisions of its 
rate schedules. 
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Whereas the factors considered above are minus factors in the determina- 
tion of allowance for Southern’s common equity, several plus factors must also 
be considered. Southern has maintained a conservative capital structure with- 
out undue thinning of its equity, whereas the industry as a whole has frequently 
resorted to high leverage financing in order to maintain profit levels, and we 
have consistently held the public interest is best served by allowing a return on 
equity which encourages such conservative financial structures. Consideration 
must also be given to the fact that Southern has a high proportion of industrial 
customers and that there is a certain measure of risk in this by reason of the 
increasing cost of gas in the field as compared to the cost of competitive industrial 
fuels. 

Upon consideration of all these factors together with the earnings-price ratio 
data, and giving consideration to the corporate costs of equity financing, we con- 
clude that an allowance on common equity of about 10 percent is fully adequate 
for Southern.‘ As shown in the table above, on the basis of a cost of debt capital 
of 4.45 percent and a debt capitalization ratio of 64.2, an allowance of 10.18 per- 
cent on common equity will be produced by an overall rate of return of 64% 
percent. 

Southern’s rate of return witness, in support of a 7-percent rate of return, 
employed two approaches other than the cost of capital approach discussed 
above—the relative risk approach and the preservation of financial integrity 
approach. Neither approach, as presented by Southern in this proceeding, 
appears to be persuasive or entitled to much weight. 

The witness’ relative risk approach relies upon the earnings of a selected group 
of large, nonregulated, enterprises which he failed to show were a representative 
or reliable indicator of earning power of companies having risks commensurate 
with that of the pipeline industry or of Southern. Thus, his use of earnings of 
such companies does not meet one of the principal tests required by the 
courts.° 

Under the financial integrity approach, the witness examines Southern’s 
fixed charge coverages, computed on an assumed 6-percent rate of return for 
the period 1950-1958, for the purpose of showing the need for a 7-percent rate 
of return if Southern is to maintain its bond ratings. There is no basis for the 
use of an assumed 6-percent rate of return for Southern during the period 
1950-1958. Southern’s actual earnings on total invested capital averaged 7.51 
percent for that period, and to properly evaluate the coverage of fixed charges 
relating to both jurisdictional and non-jurisdictional business, total earnings 
must be used. Moreover, fixed charge coverage may be more meaningful when 
computed “before taxes” rather than “after taxes” as was done by the witness. 

We are of the opinion that the fair, just, and reasonable rate of return to be 
allowed Southern on its pipeline properties is 64% percent. However, in fixing 
an overall rate of return for Southern, consideration must be given to the fact 
that Southern produces approximately 8 percent of its natural gas pipeline 
requirements. Southern seeks an overall rate of return of 7 percent on its net 
investment rate base, including its production properties, plus the full benefits 
of the special income tax deductions available to producers of gas and oil 
for statutory depletion and intangible well drilling costs. Should it not be 











See Manufacturers Light and Heat Co., Docket No. G—12197, et al., decided February 
25, 1960, 23 FPC 446, where we found the fair return on equity for the Columbia Gas 
System, Inc., a company which like Southern has maintained a conservative financial 
structure, to be about 10 percent. 

5 Hope Natural Gas Co. v. F.P.C., 320 U.S. 591, 603; Colorado Interstate Gas Co. v. 
F.P.C., 324 U.S. 581, 605. 
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entitled to both a return on its production properties and the benefits of such 
income tax deductions, Southern argues that it should be allowed a rate of 
return of more than 12 percent on its production properties. 

The Commission has heretofore expressed its opinion as to the desirability 
of encouraging pipeline companies in the development of their own natural gas 
production, and perhaps Southern in this proceeding is entitled to a greater 
return on its production properties than on its pipeline properties. However, 
the evidence of record is not sufficiently complete to permit a finding at this 
time as to the fair, just, and reasonable rate of return to be allowed to Southern 
on its production properties. Since this issue of the rate of return on production 
properties is interrelated with the issue of the tax benefits for statutory deple- 
tion and intangible well drilling costs which is reserved for disposition in the 
second phase of this proceeding, and since the evidence of record is not sufficient 
to support a finding at this point in this proceeding that Southern is entitled toa 
greater rate of return on its production properties than on its pipeline properties 
we shall reserve the question of the fair, just, and reasonable rate of return 
on Southern’s production properties for final disposition in the next phase of the 
proceeding. 

However, for the purpose of this interim order and to determine an overall 
rate of return for Southern to be used in filing substitute lower rates to be 
effective subject to refund for the interim period as hereinafter ordered, we shall 
use the 7% rate of return on production properties contained in Southern’s 
original filing in this proceeding. On the basis of a 7% rate of return on 
production properties, and the herein determined fair, just and reasonable rate 
of return of 614 percent on pipeline properties, and utilizing a total rate base of 
$235,092,228, a production rate base of $10,524,341, and a pipeline rate base of 


$224,567,887,° we find that the return on production properties is $736,704 and 
the return on pipeline properties is $14,596,913, and that the total return of 
$15,333,617, reflected as a percentage of the total rate base, is 6.52 percent—the 
overall rate of return applicable to both production and pipeline properties for 
the purpose of this interim order. 


The Commission finds: 


(1) The interim order procedure proposed by staff for the purpose of sepa- 
rately deciding the rate of return issue in this proceeding is necessary and 
appropriate in the public interest, and staff’s motion for the use thereof and 
for reserving all other issues in this proceeding for further hearings and dis- 
position in a subsequent phase of this proceeding should be granted. 

(2) The fair, just and reasonable rate of return to be allowed Southern with 
respect to its pipeline properties is 64% percent; and the overall rate of return 
to be allowed Southern for the purpose of this interim order, based on said 6% 
percent rate of return on its pipelines properties and the 7 percent rate of 
return on its production properties contained in its filing in this proceeding, is 
6.52 percent; subject, however, to final disposition of the related issues as to 
accumulated deferred taxes and tax benefits for statutory depletion and intangi- 
ble well drilling expenses, and final determination of the fair, just and reason- 
able rate of return to be allowed Southern with respect to its production 
properties. 

(3) The proposed increased rates filed by Southern, contained in its FPC 
Gas Tariff, Sixth Revised Volume No. 1, are excessive and should be disallowed. 


* Staff Exhibit No. 29, Schedule 2. These figures are not adjusted to reflect changes in 
the allowance for working capital which, for the purpose of determining the overall rate 
of return for this interim order, are de minimis, 
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(4) Southern should be permitted to file substitute lower rates satisfactory 
to the Commission, based on the 6.52 percent rate of return herein found for 
the purpose of this interim order, to become effective subject to refund as of 
June 1, 1960, upon acceptance by the Commission and filing by Southern of an 
undertaking to assure refund of excess charges. 


The Commission orders: 


(A) Staff’s motion for an interim rate order separately deciding the rate of 
return issue in this proceeding and for reserving all other issues in this pro- 
ceeding for further hearings and disposition in a subsequent phase of this pro 
ceeding is hereby granted. 

(B) The proposed increased rates filed by Southern, contained in its Original 
Sheets Nos. 5, 9, 12, 16, 19, 23, 27 and 30 to its FPC Gas Tariff, Sixth Revised 
Volume No. 1, are hereby disallowed. 

(C) Southern may file in lieu thereof appropriate substitute tariff sheets to its 
FPC Gas Tariff, Sixth Revised Volume No. 1, containing lower rates satis- 
factory to the Commission, based on the 6.52 percent rate of return herein 
found for the purpose of this interim order. Southern shall accompany its 
substitute filing with supporting cost of service and allocation data, to be com- 
puted and presented in the same form and manner as contained in its Exhibit 
Nos. 2, 3 and 9, as offered by it in this proceeding, revised only to reflect a 
6.52 percent rate of return and Federal income taxes associated therewith. 
Southern shall further furnish with its filing a statement setting forth the 
method of computation of such substitute rates and showing the derivation 
thereof. Southern shall also accompany its substitute tariff sheets and support- 
ing data with a certificate showing service of copies thereof on all purchasers 
under the rate schedules involved, interveners and interested state commissions. 
Comments by such parties shall be submitted to the Commission within 10 days 
after service by Southern as required herein. 

(D) Upon acceptance of such filing of substitute rates as satisfactory to the 
Commission, and upon execution by Southern of the agreement and undertaking 
described in paragraph (F) below and acceptance thereof, evidenced by a letter 
addressed to Southern by the Secretary of the Commission, the rates, charges, 
and classifications set forth in the above substitute tariff sheets to FPC Gas 
Tariff, Sixth Revised Volume No. 1, shall be effective as of June 1, 1960, subject 
to further orders of the Commission in this proceeding. 

(BE) Southern shall refund at such times and in such amounts to persons 
entitled thereto, and in such manner ag may be required by final order of the 
Commission, the portion of the increased rates and charges found by the Com- 
mission in this proceeding not justified, together with interest thereon at 7 
percent per annum from the date of payment to Southern until refunded; shall 
bear all costs of any such refunding; shall keep accurate accounts in detail of all 
amounts received by reason of the increased rates or charges effective as of 
June 1, 1960, for each billing period, specifying by whom and in whose behalf 
such amounts were paid; and shall report (original and four copies), in writing 
and under oath, to the Commission monthly, for each billing period, and for each 
purchaser, the billing determinants of natural gas sales to such customers and 
the revenues resulting therefrom as computed under the rates in effect imme- 
diately prior to June 1, 1960, and under rates and charges allowed by this 
order to become effective, together with the differences in the revenues so 
computed. 

(F) Southern shall in compliance with the terms of paragraph (D) above 
execute and file with the Secretary of this Commission, at the same time it files 
the above-described substitute tariff sheets, its written agreement and under- 
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taking to comply with the terms of paragraph (E) above, signed by a responsi- 
ble officer of the corporation, evidenced by proper authority from the Board of 
Directors, and accompanied by a certificate showing service of copies thereof 
upon all purchasers under the rate schedules involved, as follows: 


Agreement and Undertaking of Southern Natural Gas Company to Comply 
with the Terms and Conditions of paragraph (E) of Federal Power Com- 
mission’s Order Making Effective Proposed Tariff Changes. 

In conformity with the requirements of the order issued , 1960, 
in Docket No. G—20509, Southern Natural Gas Company hereby agrees and 
undertakes to comply with the terms and conditions of paragraph (EB) of 
said order, and has caused this agreement and understanding to be executed 
and sealed in its name by its officers, thereupon duly authorized in ac- 
cordance with the terms of the resolution of its Board of Directors, a certi- 
fied copy of which is appended hereto this day of , 1960. 

SOUTHERN NATURAL GAS COMPANY 
By. ja — -- 
Attest: 


Secretary 


(G) If Southern shall, in conformity with the terms and conditions of para- 
graph (E) of this order, make refunds as may be required by order of the Com- 
mission, the undertaking of Southern shall be discharged, otherwise it shall 
remain in full force and effect. 

(H) This order is without prejudice to further hearings in this proceeding on 
the reserved issues not herein decided and to such further order or orders as the 
Commission may issue in the disposition of the reserved issues and in final dis- 
position of this proceeding. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G—18313, 
G-18314, G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NO. G-18316; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NOS. G-13246 AND G-—16998; ILLINOIS POWER COMPANY, 
DOCKET NO. G-18022; CENTRAL MISSOURI GAS COMPANY, DOCKET 
NO. G-18304 


UPON APPLICATION FILED PURSUANT TO SECTION 7(A) OF THE NATURAL GAS ACT 
(Issued June 9, 1960) * 


Syllabus 


Commission directs Michigan Wisconsin, under Section 7(a) of the Natural 
Gas Act, to establish and maintain physical connection of its transportation 
facilities with those of Central Misssouri and to deliver and sell natural gas 
to Central Missouri. p. 37. 


Richard M. Merriman and Peyton G. Bowman III for Central Missouri Gas 
Company. 

David R. Goller, John A. McGrath, Jerome J. McGrath, James A. Gammon, for 
M. E. Dahl, d/b/a Missouri Midland Gas Company. 


*No exceptions to the initial decision having been filed or review initiated by the Com- 
mission, the decision became effective on July 9, 1960, as the final decision and order of 
the Commission. 
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Charles V. Shannon and Louis Flax for Michigan Wisconsin Pipe Line 
Company. 

Russell D. Roberts for Cities of Kirksville, Lancaster, Queen City, and Green- 
top, Missouri. 

John A. McGrath, Jerome J. McGrath, James A. Gammon for United Mine 
Workers of America; National Coal Association; Fuels Research Council, Inc.; 
Midwest Coal Producers Institute, Inc.; Upper Lake Docks Coal Bureau, Inc. ; 
and Chesapeake and Ohio Railway Company. 

Agnes Mae Wilson for Federal Power Commission. 














DECISION 


Kurtz, Presiding Examiner: This proceeding arises from the application of 
M. E. Dahl, an individual doing business as Missouri Midland Gas Company 
(Midland), for rehearing and setting aside that part of the Commission’s order 
issued October 31, 1959, being a part of Opinion No. 331 (22 FPC 775), in which 
Michigan Wisconsin Pipe Line Company (Michigan Wisconsin), a natural gas 
company under the Natural Gas Act, was directed to establish and maintain a 
physical connection of its transportation facilities with facilities to be con- 
structed by Central Missouri Gas Company (Central Missouri), and to deliver 
and sell natural gas to said company for resale in the towns of Kirksville, 
Queen City, Lancaster, and Greentop, Missouri. 

Central Missouri, on April 13, 1959, in Docket No. G—18304, filed an applica- 
tion pursuant to Section 7(a) of the Natural Gas Act seeking a physical con- 
nection with and a supply of natural gas from the Michigan Wisconsin system; 
and in furtherance of this request, Central Missouri was granted intervention 
in Docket No. G—16998 by order issued June 19, 1959, pursuant to a petition filed 
May 8, 1959. This application was opposed by Midland as it is engaged in the 
distribution of propane in the areas proposed to be served by Central Missouri. 
The Commission, on June 25, 1959, granted Midland’s petition to intervene filed 
June 17, 1959, in Docket No. G—18304. Theretofore, on June 3, 1959, Docket No. 
G-—18304 was consolidated with the application of Michigan Wisconsin in Docket 
Nos. G—13246 and G—16998. In that consolidated proceeding, the Commission 
deferred passing on the application of Central Missouri in its order issued Sep- 
tember 30, 1959 (22 FPC 577). 

Pending the above proceeding, Central Missouri, on July 23, 1959, was granted 
the right to intervene in Docket Nos. G—18318, G-18314, G-18315, and G—18316. 
These dockets involved the applications of Midwestern Gas Transmission Com- 
pany and Michigan Wisconsin Pipe Line Company for certificates of public con- 
venience and necessity. In these proceedings, Central Missouri requested an 
order of the Commission directing Michigan Wisconsin to supply it with natural 
gas for service in the towns previously applied for in Docket No. G—18304. 
This intervention resulted in an allocation of gas to Central Missouri, as set 
forth in the above-mentioned Opinion No. 331. 

Midland filed on November 27, 1959, a petition to intervene and an application 
to set aside Opinion No. 331 insofar as it granted the request of Central Missouri 
for an order directing Michigan Wisconsin to construct facilities and deliver 
natural gas to Central Missouri. On January 20, 1960, 23 FPC 111, the Com- 
mission issued an order in which paragraph (O) of Opinion No. 331, insofar 
as it relates to Central Missouri, was vacated and set aside, and ordered the 
above-entitled proceedings reopened and consolidated for purposes of further 
hearing on Central Missouri’s request; and also, Midland was permitted to 
become an intervenor in the reopened proceedings. The reopened proceedings 
were heard on March 1, 2, 23, and 24, 1960. The evidence adduced at this 
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hearing is relied upon by Central Missouri for an allocation of gas from the 
Michigan Wisconsin System. Central Missouri’s request is supported without 
qualification by the Commission staff, the towns of Kirksville, Queen City, 
Lancaster, and Greentop, Missouri, and opposed by Midland and the coal and rail 
intervenors. Michigan Wisconsin raised no objection at this hearing to Central 
Missouri’s proposal. 

Central Missouri, a Missouri corporation, is organized for the purpose, among 
other things, of engaging in the rendering of natural gas ‘service; and it holds 
franchises to render such service in the aforesaid towns proposed to be served. 
On December 31, 1950, the Public Service Commission of the State of Missouri 
issued, over the objections of Midland, a certificate of convenience and necessity 
to Central Missouri to render natural gas service in the above-named towns, 
adjacent areas, and along the route of the proposed transmission line from the 
Iowa-Missouri State line to Kirksville, Missouri. Upon appeal by Midland, 
the Circuit Court of Cole County, Missouri upheld the Public Service Commis- 
sion’s grant of the certificate to Central Missouri. The rates proposed to be 
charged by Central Missouri will be subject to the jurisdiction of the Missouri 
Commission. 

The principal town to be served is Kirksville, which is the County Seat of 
Adair County and has a population of approximately 13,850. It is located in 
north central Missouri, approximately 210 miles northwest of St. Louis and 
185 miles northeast of Kansas City, and is served by two railroads, bus and 
motor freight lines. Kirksville is a prosperous, growing town, in which is 
located 17 churches, two colleges, three hospitals, three large industrial plants, 
and a nearby military establishment. It is the only town in Missouri of over 
10,000 people without natural gas service; and only three towns in this State 
with a population of 5,000 or more lack natural gas service. The estimated 
population in Greentop is 250, in Queen City 500, and in Lancaster 800. The 
residents and business concerns in these towns, proposed to be served, over- 
whelmingly support the Central Missouri project. Numerous benefits will flow to 
these towns as a result of natural gas service, in addition to lower fuel costs. 
One of the immediate benefits will be the removal of a hazardous condition in the 
congested business district of Kirksville. In this town, numerous large propane 
tanks are located in exposed positions to the vehicular traffic in the public alleys. 
This is a dangerous situation and is so recognized by the Fire Insurance Rating 
Bureau. 

The management of Central Missouri, which is experienced in the operation 
of small utilities, engaged a recognized firm in its field to prepare an engineering 
report. This report was prepared under the supervision of an experienced 
engineer in the gas business, and was made in the usual and accepted manner. It 
discloses that the maximum daily requirements for the first, second, and third 
years of operation are 2,441 Mef, 3,289 Mcf, and 4,010 Mcf, respectively. The 
annual requirements are estimated at 293,933 Mcf for the first year, 370,888 Mcf 
for the second year, and 432,837 Mcf for the third year. This study does not 
take into account the sale of gas on an interruptible basis. 

To make these sales, Central Missouri will initially construct a gas plant at an 
estimated cost of $1,790,625. In the third year, with additions, this plant will 
represent an investment of $2,066,059. The plant will consist of a 65-inch 
transmission pipeline extending from the Iowa-Missouri State line to Kirks- 
ville and distribution systems in the towns of Kirksville, Queen City, Lancaster, 
and Greentop. That portion of the transmission line from the Iowa-Missouri 
State line to the pipeline system of Michigan Wisconsin, a distance of approxi- 
mately 1214 miles, together with other necessary facilities, will be constructed 
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and operated by the latter company. This construction by Michigan Wisconsin 
is within its lateral line policy, and it has raised no objection to this construction 
to serve Central Missouri. 

To meet the necessary cash requirements, Central Missouri proposes to issue 
$1,300,000 of 6% First Mortgage Bonds, $200,000 of 642% Convertible Debentures, 
and $556,450 of Common Stock, a total of $2,056,450. The Common Stock is 
to be offered to the present stockholders; the Debentures, which can be con- 
verted into Common Stock at the option of the company at the end of the fifth 
year, will be placed privately; and it is contemplated that the First Mortgage 
Bonds will be sold through Kidder, Peabody & Co. This company has notified 
Central Missouri that, from its study, the project is entirely feasible and the 
required capital can be raised at competitive costs. 

To render the proposed service, Central Missouri is now requesting an alloca- 
tion from Michigan Wisconsin of 4,010 Mcf, which is the third year maximum 
daily requirements. The pro forma statement of income discloses that Central 
Missouri will earn from its operation a return of 3.32 percent in the first year, 
4.96 percent in the second year, and 6.38 percent in the third year. This state- 
ment takes into account the charge of 46 cents per Mcf under Michigan Wis- 
consin’s small general service rate, which schedule is applicable to this purchase. 

The only brief filed in opposition to the proposal of Central Missouri was by 
Midland, which questions the feasibility of the proposal, particularly the market 
estimates. Midland contends that Central Missouri’s usage figures for natura] 
gas are too high; and also, contends that its experience as a distributor of 
propane should be used to compute the customer’s requirements. Midland’s 
usage figures may be typical of a propane distributor, but this record clearly 
shows that it is not representative of the requirements for natural gas. The 
only evidence in this record on the estimated use of natural gas was that intro- 
duced by Central Missouri, which was based upon the judgment of an experienced 
engineer, supported by the usage figures of natural gas in other communities. 
In Midland’s presentation it has attempted to create the impression that Kirks- 
ville and the surrounding areas are economically depressed, when in fact they 
are growing, prosperous areas as disclosed by the impressive statistics presented 
by the Manager of Kirksville’s Chamber of Commerce. These population and 
economic statistics, together with the numerous letters from business concerns 
desiring natural gas, support the engineering report. 

Midland contends that the length of the transmission pipeline from the Iowa- 
Missouri State line to the Michigan Wisconsin pipeline in Iowa is 14 instead of 
12% miles ; and, under the lateral line construction policy of Michigan Wisconsin, 
based on an assumed 8-inch line, it would only be required to build a lateral 
of 10.35 miles, which would be 3.15 miles short of the Iowa-Missouri State line. 
Central Missouri contends that the distance is 12%4 miles and all that is required 
is a 6-inch pipeline; and, that on the basis of a 6-inch line, Michigan Wisconsin 
could construct 14 miles of transmission line. Under its proposal, Central 
Missouri is to construct that part of the line in Missouri and Michigan Wisconsin 
is to construct that part in Iowa. Michigan Wisconsin, participating in this 
hearing, did not raise any objection to this proposal. Thus, it must be assumed 
that this company concurred in Central Missouri’s proposal, otherwise it would 
have raised an objection to constructing that part of the line in Iowa. 

This record reaffirms the Commission’s prior determination that the pro- 
posal of Central Missouri is necessary and desirable in the public interest, as 


2In Opinion No. 381, the Commission directed Michigan Wisconsin to make available 
4,586 Mcf per day. 





FEDERAL POWER COMMISSION 37 


there is a public need for and benefit to be derived from natural gas service in 
the above-named towns. The evidence adduced discloses that Central Missouri 
has sustained the burden of proof under Section 7(a) of the Natural Gas Act 
and has shown that its project is economically feasible and can be financed. 


Additional Findings and Conclusions 


Upon consideration of the record and the briefs filed, it is found and con- 
cluded, in addition to the findings and conclusions heretofore stated, that: 

(1) Central Missouri Gas Company is a public utility corporation, organized 
and authorized to engage in the local distribution of natural gas in the State 
of Missouri, and holds franchises to render such service in the towns of Kirksville, 
Queen City, Lancaster, and Greentop, Missouri. 

(2) Michigan Wisconsin Pipe Line Company, a Delaware corporation having 
its principal place of business in Detroit, Michigan, is engaged in the trans- 
portation and sale of natural gas in interstate commerce, and is a natural gas 
company within the meaning of the Natural Gas Act, as heretofore found by 
the Commission. 

(3) It is necessary and desirable in the public interest that the Commission 
direct Michigan Wisconsin Pipe Line Company to establish a physical connec- 
tion of its transportation facilities with the proposed transmission pipeline of 
Central Missouri Gas Company, as set forth herein, and to sell and deliver 
natural gas to Central Missouri Gas Company in volumes up to 4,010 Mcf per 
day for distribution in the communities and adjacent areas of Kirksville, Queen 
City, Lancaster, and Greentop, Missouri. 

(4) The ability of Michigan Wisconsin Pipe Line Company to render adequate 
service to its customers will not be impaired, and no undue burden will be placed 
upon it by reason of the requirement herein ordered. 

Wherefore, it is ordered, subject to review by the Commission pursuant to its 
Rules of Practice and Procedure, that: 

(A) Michigan Wisconsin Pipe Line Company is hereby directed to establish 
and maintain a physical connection of its transportation facilities with the 
transportation facilities to be constructed by Central Missouri Gas Company as 
set forth herein, and to deliver and sell to Central Missouri Gas Company through 
such connection its natural gas requirements, not to exceed 4,010 Mcf per day, for 
distribution in the towns and adjacent areas of Kirksville, Queen City, Lancaster, 
and Greentop, Missouri. 

(B) Michigan Wisconsin Pipe Line Company shall report to the Commission in 
writing and under oath the date of commencement of operations and service 
to Central Missouri Gas Company. 

ALvIN A. Kurtz, 
Presiding Draminer. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


IDAHO POWER COMPANY, PROJECT NO. 1971 
ORDER APPROVING REVISED PROJECT EXHIBITS AND ADJUSTING ANNUAL CHARGES 
(Issued July 11, 1960) 


Idaho Power Company, licensee for major Project No. 1971, filed on April 13, 
1959, and supplemented on February 12, 1960, for Commission approval revised 
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Exhibit J&K maps, and Exhibits F and M—N-O for the Oxbow-Pallette Junction- 
Hells Canyon and Pallette Junction-Divide 230 kv transmission lines, pursuant to 
the provisions of Article 46 of the license for the project. 

The afore-mentioned lines were included in the license by our order issued 
March 19, 1959, and inclusion of the lines under the license will increase the 
amount of annual charges for the use, occupancy, and enjoyment by the lines of 
additional lands of the United States involved from $623.47 to $839.72. 

An Assistant Secretary of the Interior has advised that the Department of the 
Interior has no objection to approval of the revised Exhibit J&K maps. 

The Chief, Forest Service, acting for the Secretary of Agriculture, has advised 
that the Forest Service has no objection to Commission approval of the revised 
Exhibit J&K maps. 

The Assistant Chief of Civil Works for Northwestern Divisions, Corps of 
Engineers, Department of the Army, has advised that the plans of the transmis- 
sion line structures are satisfactory insofar as the interests of navigation are 
concerned and insertion in the license of terms and conditions in the interest of 
navigation is not considered necessary. 

The above-mentioned revised Exhibit F, describing the project lands and the 
N-O parts of Exhibit M, require no order approval by the Commission. 


The Commission finds: 





(1) The following described revised exhibits conform to the Commission’s 
rules and regulations and should be approved as part of the license for the 
project : 

Exhibit J&K (FPC Nos. 1971-145 and -146) revised January 1960; 

Exhibit M (rev. 4/2/59) comprising one typewritten page entitled “Oxbow- 
Pallette Junction-Hells Canyon 230 kv Transmission Line, General Description 
and Specifications of Equipment” ; and 

Exhibit M (rev. 4/2/59) comprising two typewritten pages entitled “Pallette 
Junction-Divide 230 kv Transmission Line, General Description and Specifications 
of Equipment.” 

(2) The increased annual charges for recompensing the United States for the 
use of additional lands of the United States by the afore-mentioned transmis- 
sion lines is reasonable as hereinafter fixed and specified. 


The Commission orders: 


(A) The revised exhibits described in finding (1) above are approved as 
part of the license for Project No. 1971. 

(B) Sub-paragraph (b) of Article 44 of the license for the project is further 
amended by changing the annual charge for the use of lands of the United 
States for transmission line purposes only, from $623.47, effective April 17, 1958, 
to $839.72, effective March 1, 1959. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ae- 
ceptance of this order. In acknowledgment of the acceptance of this order, it 
shall be signed for the licensee and returned to the Commission within 60 days 
from the date of its issuance. 

















































FEDERAL POWER COMMISSION 39 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PENNSYLVANIA GAS COMPANY, DOCKET NO. G-20121 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 11, 1960) 


Pennsylvania Gas Company (Applicant), a Pennsylvania corporation with 
its principal place of business in Warren, Pennsylvania, filed an application on 
November 9, 1959, as supplemented on December 9, 1959, and January 25, 1960, 
pursuant. to Section 7 of the Natural Gas Act, for a certificate of public con- 
venience and necessity authorizing it to activate and operate the Summit Gas 
Field in Summit Township, Erie County, Pennsylvania, as an underground gas 
storage field, as hereinafter described and as more fully set forth in the appli- 
cation as supplemented. 

Applicant proposes to recondition 46 wells, plug 10 welis and install a 440 
horsepower compressor during the summer of 1960. 

Applicant was granted temporary authorization to activate and operate the 
Summit Storage Field as proposed in its application on February 26, 1960. 

The estimated cost of activating the Summit Field for underground storage 
is $1,186,288. The project is to be financed from current earnings prior to 
May 31, 1960, and after that date from current earnings and from borrowings 
from National Fuel Gas Company, Applicant’s parent company. 

In order to convert Summit Field to a storage field, Applicant proposes to 
inject 1,900,000 Mcf as base storage or cushion gas with an approximate pres- 
sure of 350 psig and 2,800,000 Mcf as active or top storage gas. The total 
volume of 4,700,000 Mcf to be stored would raise the pressure to its original 
pressure of about 800 psig. All stated inventory volumes are in excess of the 
300,000 Mcf of native gas remaining in the reservoir. The maximum deliver- 
ability is estimated at 60,000 Mcf per day at the maximum inventory condition 
just described. Approximately 2,000,000 Mcf of the 2,800,000 Mcf maximum 
top storage inventory will be turned over annually with average injection and 
withdrawal rates of 20,000 and 25,000 Mcf per day respectively. 

It appears from the evidence of record that the continually expanding 
demand of Applicant’s customers for additional space heating gas makes it 
imperative that new underground storage areas be developed so that firm obli- 
gations can be met through purchases of gas at high load factors. Summit 
Storage Field is advantageously located about three miles southwest of the 
City of Erie which is Applicant’s principal market. 

There appears to be no question concerning Applicant’s available gas supply. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 1, 1960, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 

(1) Applicant, Pennsylvania Gas Company, a Pennsylvania corporation with 
its principal place of business in Warren, Pennsylvania, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act as heretofore found by the 
Commission in Docket No. G-370 (3 FPC, 866). 
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(2) The project hereinbefore described, as more fully described in the appli- 
cation in this proceeding, will be used in the transportation of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission as an integral 
part of the Applicant’s existing pipeline system and the construction and opera- 
tion thereof by Applicant are subject to the requirements of Subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the project by Applicant are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter issued to 
Applicant and to the exercise of the rights granted thereunder, and that the 
project authorized by this order should be placed in actual operation on or before 
November 1, 1961. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission, is granted, pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant to construct and operate the natural gas facilities 
hereinbefore described, all as more fully described in the application and 
exhibits, as supplemented, in this proceeding, upon the terms and conditions of 
this order. 

(B) Semi-annual reports shall be submitted by Applicant, coinciding with the 
termination of the input and withdrawal cycles, showing the total volumes of 
natural gas injected and withdrawn from the Summit Storage Field; the shut-in 
pressure of each well corresponding to the volume of gas in storage; the average 
of such pressure; together with a statement of the maximum daily injection and 
withdrawal rates experienced. There shall be included with each report a map 
showing the shut-in pressures in all storage wells and in all other wells in the 
area immediately adjacent to the Storage Field. Reports shall be filed until 
Applicant has completed two injection and withdrawal cycles when the shut-in 
pressure, after the injection cycle has reached or has closely approximated the 
original pressure of 800 psig. 

(C) The maximum average storage pressure of 800 psig shall not be exceeded 
without further authorization by this Commission. 

(D) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above, and to the exercise of the rights granted thereunder. 

(E) The facilities and the project hereby authorized shall be constructed and 
placed in actual operation on or before November 1, 1961. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THXAS GAS TRANSMISSION CORPORATION, ET AL., DOCKET 
NO. CP60-76 ET AL. 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY* 
(Issued July 11, 1960) 


The above Applicants have filed applications pursuant to Section 7 of the 
Natural Gas Act, for certificates of public convenience and necessity authorizing 
the sale of natural gas and the construction and operation of facilities for 
receiving and transporting natural gas in interstate commerce as hereinafter 
described subject to the jurisdiction of the Commission, all as more fully repre- 
sented in the respective applications. 

Texas Gas Transmission Corporation (Texas Gas) filed an application, on 
March 29, 1960, as amended April 11, 1960, for a certificate of public convenience 
and necessity authorizing the construction and operation of approximately 17 
miles of 10%-inch O. D. pipeline extending from a point on the eastern terminus 
of its existing 20-inch pipeline near Thibodaux, Louisiana, to a proposed meter 
station in Bayou Chevreuil Field, Lafourche, St. James and St. John the Baptist 
Parishes, Louisiana. The proposed facilities will enable Texas Gas to purchase 
and receive natural gas produced in said Bayou Chevreuil Field by Hope Natural 
Gas Company (Hope) and J. C. Trahan, Drilling Contractor, Inc. (Trahan), 
Operator. The estimated initial total cost of the proposed facilities is $965,200, 
which cost will be financed from cash on hand. 

* * * - > © ” 
Each Applicant has received temporary authority in its respective docket. 
The Public Service Commission of the State of New York filed a notice of in- 

tervention in these proceedings, on June 13, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
June 30, 1960, respecting the matters involved in and the issues presented by 
the applications. The Public Service Commission of the State of New York 
failed to appear at the hearing held herein and no protest or objection having 
been entered upon the record, Staff Counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and the Commission render a decision 
pursuant to Section 1.30(c) (1) of its Rules of Practice and Procedure. 

The Commission finds: 

(1) Each Applicant herein is or will be a “natural-gas company” within the 
meaning of the Natural Gas Act upon commencement of the services and opera- 
tions hereinafter authorized. 

(2) The facilities to be constructed and operated by Texas Gas will be used 
for the transportation of natural gas in interstate commerce and the construc- 
tion and operation thereof are subject to the requirements of subsections (c) and 
(e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities by Texas Gas as 
herein described, and as more fully described in the application in Docket No. 
CP60-76 are required by the public convenience and necessity and certificate 
therefor should be issued as hereinafter ordered. 


+ * * * + Lo os 


*Omitted portions of this order relate to the issuance of independent producer 
certificates. 
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(6) Eaeh Applicant herein is able and willing properly to do the acts and to 
perform the service proposed, and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations of the Commission there- 
under. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), ¢c(3), c(4), and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant in Docket No. CP60-76 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of facilities authorized by this order shall be completed and 
in actual operation should be fixed at six months from the date on which this 
order issues. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and not having 
been denied by the Commission is granted pursuant to Section 1.30(c) (1) of said 
Rules. 


The Commission orders: 





(A) A certificate of public convenience and necessity is hereby issued authoriz- 
ing Texas Gas to construct and operate the facilities described, all as more fully 
described in the applications in Docket No. CP60-76 in this proceeding. 

* * * * * * 































* 





(C) The certificates issued herein are not transferable and shall be effective 
only so long as the respective Applicants continue the acts or operations hereby 
authorized, in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations and orders of the Commission. 

(D) The general terms and conditions set forth in paragraph (b), c(3), ¢e(4), 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph 
(A) hereof and to the exercise of the rights granted thereunder. 

(E) The time within which the facilities hereby authorized in Docket No. 
CP60-76, shall be constructed and placed in actual operation as provided by para- 
graph (b) of said Section 157.20 of the Commission’s Regulations under the Nat- 
ural Gas Act is hereby fixed at 6 months from the date on which this order 
issues. 
vs 





ce 





* * *” 





* 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP60-59 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued July 11, 1960) 





On March 14, 1960, as supplemented on April 26, 1960, United Gas Pipe Line 
Company (Applicant) filed in Docket No. CP60-59 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of certain natural gas fa- 
cilities to provide an additional source of supply to assure continued reliable 
service to Applicant’s so-called Rayville-Winnsboro System, all as more fully 
set forth in the application, as supplemented. 
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The proposed facilities consist of approximately 7.81 miles of 8-inch pipeline, 
and appurtenances, from a point near Milepost 26.33 on Applicant’s 18-inch 
Sterlington-Jackson pipeline extending southwesterly to a point near Milepost 
5.74 on Applicant’s 4-inch Rayville-Winnsboro pipeline, all in Richland Parish, 
Louisiana. 

Under this proposal existing service to Applicant’s customer, Louisiana Gas 
Service Company, for resale in the Towns of Rayville, Archibald, Mangham, 
Baskon and Winnsboro, and directly to the Town of Rayville for use in its 
electric generating plant, all formerly rendered by Applicant from intrastate 
facilities, would become interstate in character. The purpose of the application 
is to provide for expected future load growth in this area. 

At present Applicant receives gas for the subject areas from a pipeline of 
Olin Gas Transmission Corporation which transports gas for Applicant’s ac- 
count from the Monroe Field in Louisiana to the Rayville-Winnsboro area. 
This gas is received by United at two points of connection with Olin on United’s 
Rayville-Winnsboro pipeline. 

Applicant’s requirements in this area are expected to grow to the point that 
its Rayville-Winnsboro pipeline will not have the capacity to meet the future 
load with the existing pressures available from Olin. Accordingly, United 
proposes to cancel the transportation arrangement with Olin and feed the area 
from its own high pressure 18-inch Sterlington-Jackson line through the pro- 
posed connecting facilities. Such facilities, together with the existing facilities 
would give United a maximum capability of delivering 7,364 Mcf per day to the 
area, which is adequate to meet the estimated 1964-65 peak day demand of the 
area. Olin has indicated it has no objection to the cancellation of the transpor- 
tation arrangement. 

Applicant’s estimated requirements under this application for the first three 
years are: 

Mef at 14.73 psia 
1st year 2nd year 8rd year 


ee ee ee 546, 700 569, 700 593, 700 
Anpeal. intersuptibie...........-adéascuan 155, 000 155, 000 155, 000 
PUR Gir, Wi Rcncctnducciiewianciniscns 5, 317 5, 565 5, 822 
Peak day, interruptible._.__....-------- 1, 000 1, 000 1, 000 


The increased deliveries would have no appreciable impact on Applicant’s 
over-all system gas supply. 

The total estimated cost of the proposed facilities is $186,836, which will be 
paid from current working funds. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
June 28, 1960, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of November 10, 1942, in Docket No. G-232 (3 FPC 8638). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation and exhibits, as supplemented, in this proceeding, are proposed to be used 
in the transportation and sale of natura] gas in interstate commerce, subject to 
676—807—_641——_-6 
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the jurisdiction of the Commission, as integral parts of Applicant’s existing 
pipeline system and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 6 months from the date on which this 
order issues. 

(6) The volume of natural gas which Applicant may deliver to the Town of 
Rayville for use in its electric generating plant should be limited to 1,000 Mcf 
per day, as proposed in its application. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Gas Pipe Line Company to construct and operate the 
facilities hereinbefore described, as more fully described in the application and 
exhibits, as supplemented, in this proceeding, for the transportation and sale of 
natural gas as therein set forth, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(D) The volume of natural gas which Applicant may deliver to the Town of 
Rayville for use in its electric generating plant is hereby limited to 1,000 Mcf 
per day, as proposed in its application. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ROCKLAND ELECTRIC COMPANY, DOCKET NO. B-6945 
ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 


{Issued July 14, 1960) 


Rockland Electric Company (Applicant), a corporation organized under the 
laws of the State of New Jersey and doing business and domesticated in the 
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State of New Jersey, with its principal business office at Nyack, New York, filed 
an application on June 8, 1960, for authority pursuant to Section 204 of the Fed- 
eral Power Act to issue short-term unsecured Promissory Notes not to exceed 
$2,700,000, aggregate principal amount outstanding at any one time. 

The proposed Notes will be issued to commercial banks or similar institutions 
to evidence loans therefrom and will bear interest at a maximum rate of not 
over 14 of 1% in excess of the prime rate at the time and place of borrowing. 
The proposed Notes are to be issued from time to time and are to mature not 
later than one year from the respective dates of issue thereof and in no event 
later than December 31, 1961. 

The above-mentioned maximum aggregate principal amount of $2,700,000 
to be outstanding at any one time will include any principal amounts of any 
presently outstanding new Notes or renewal Notes issued under Section 204(e) 
of the Federal Power Act prior to the time of the Commission’s authorization 
contained herein. As of the date of the application Applicant had outstanding 
one such prior issued Note in the principal amount of $250,000. 

The application states that none of the Notes proposed to be issued will be 
resold to the general public and that no finder’s fee or other negotiation fee, 
commission or remuneration will be paid in connection therewith to any third 
person. 

The proceeds from the Notes will be used to finance the greater part of Appli- 
cant’s proposed 1960-1961 construction program, estimated to require expendi- 
tures of $1,521,950 for electric transmission and substation projects and $1,578,- 
050 for electric distribution projects, or a total of $3,100,000. The principal item 
in this program, estimated to cost $1,529,550, consists of poles, towers, fixtures, 
services, transformers, meters, and installations relating to proposed distribution 
projects. Two other major items are additional 34.5 kv and 69 kv line and rights- 
of-way estimated to cost $681,400 and $423,000, respectively. 

Written notice of the application has been given to the Public Service Com- 
mission of New York and the New Jersey Board of Public Utility Commission 
and to the Governors of those States. Notice has also been given by publication 
in the Federal Register on June 18, 1960 (25 FR 5553), stating that any person 
desiring to be heard or to make any protest with reference to the application 
should file a petition or protest on or before July 5, 1960, with the Federal Power 
Commission, Washington 25, D.C. No protest, petition, or request to be heard 
in opposition to the granting of the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued August 13, 
1958, entitled Orange and Rockland Utilities, Inc. and Rockland Electric Com- 
panty’, Docket No. E-6827, 20 FPO 205. 

(2) The proposed issuance of Promissory Notes not exceeding $2,700,000 in 
aggregate principal amount, all as described above, will constitute an issuance 
of securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes not exceeding $2,700,000 in 
aggregate principal amount, all as described above, will be in excess of 5% 
of the par value of the other securities of Applicant, and, therefore, will not 
be exempt by virtue of Section 204(e) from the requirements of Section 204(a) 
of the Act. 

(4) Applicant is not organized and operating in a State, under the laws of 
which the security issue here involved is regulated by a State Commission 
within the meaning of Section 204(f) of the Act, and the proposed issuance is, 
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therefore, not exempt by virtue of that Section from the requirements of Section 
204 of the Act. 

(5) The proposed issuance of Promissory Notes is exempt from the competi- 
tive bidding requirements of Section 34.1a of the Commission’s Regulations under 
the Federal Power Act by reason of Paragraph 34.1a(a) (2) thereof. 

(6). The proposed issuance of Promissory Notes, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility, and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The proposed issuance by Applicant of Promissory Notes not exceeding 
$2,700,000 in aggregate principal amount outstanding at any one time, upon 
the terms and conditions and for the purposes set forth in the application, all 
as described above, is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant hereto being not later than December 31, 1961. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuation, estimates or determinations of cost or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to 
which this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HARRELL DRILLING COMPANY, DOCKET NOS. G-16964 AND G-19745 


ORDER PERMITTING WITHDRAWAL OF RATE FILING, ACCEPTING OFFER OF SETTLEMENT, 
AND TERMINATING PROCEEDINGS 


(Issued July 15, 1960) 


On October 24, 1958, Harrell Drilling Company (Harrell) filed Supplement 
No. 2 to its FPC Gas Rate Schedule No. 4, proposing an increased rate of 14.6¢ 
per Mcf for the jurisdictional sale of gas to Texas Eastern Transmission Cor- 
poration (Texas Eastern) from Hidalgo Field, Hidalgo County, Texas. By 
order issued in the proceeding in Docket No. G-16964 on November 21, 1958, 
the Commission suspended Supplement No. 2. On September 29, 1959, Harrell 
filed Supplement No. 3, to its FPC Gas Rate Schedule No. 4, proposing an in- 
creased rate of 14.8¢ per Mcf. By order issued in the proceeding in Docket No. 
G-19745 on October 23, 1959, the Commission suspended Supplement No. 3. 
Neither Supplement No. 2 nor Supplement No. 3 has been made effective. 

On June 20, 1960, an Offer of Settlement was submitted in the above-desig- 
nated proceedings proposing that the Commission accept the 14.6¢-rate and 
terminate the proceedings in consideration of which Harrell would withdraw 
its proposed 14.8¢ rate and would amend its above-designated rate schedule to 
eliminate favored-nation provisions and to provide for a revised schedule of 
periodic rate increases of 1¢ on November 1, 1963, 1968, and 1973. 


1The Offer of Settlement was submitted by John K. Harrell, et al., successors in 
interest to the partnership Harrell Drilling Company. 
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In support of its Offer of Settlement, Harrell states that the favored-nation 
clauses of the contract were important elements of consideration, providing 
for protection against inflation during the long term of the contract. Harrell 
also states that the settlement rate is below the prices in contracts recently nego- 
tiated in the area. 

Texas Eastern has concurred in the Offer of Settlement and has agreed in 
the event the offer is accepted by the Commission to make the necessary con- 
tract changes or amendments provided for in the offer. None of Texas East- 
ern’s customers has petitioned to intervene in this proceeding or indicates to 
the Commission any opposition to the Offer of Settlement. 

In our judgment, settlement of this case in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act. Harrell is proposing to eliminate the 
favored-nation clauses in its contract with Texas Eastern, to waive all future 
rights and benefits thereunder, and to substitute a revised schedule of periodic 
1.0¢ per Mcf escalations. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned by relieving the Commission, the producer and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of a formal hearing in such a rate case as 
might otherwise arise under these clauses. The resulting stability in gas costs 
would be welcome to all segments of the natural gas industry. Furthermore, 
freeing the Commission from the need of considering such proposed increases 
would enable it to concentrate its efforts on other rate cases and other matters 
having possibly more serious consequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Harrell under the periodic escalation provisions or otherwise. 


The Commission finds: 


(1) Permission should be granted for the withdrawal of Supplement No. 3 to 
Harrell’s FPC Gas Rate Schedule No. 4. 

(2) The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Harrell with 
the Commission on June 20, 1960, and in the Appendix* to this order is in the 
public interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be accepted by the Commission and made effective as hereinafter 
ordered. 


The Commission orders: 


(A) Permission is granted for the withdrawal of Supplement No. 3 to Har- 
rell’s FPC Gas Rate Schedule No. 4. 

(B) The Offer of Settlement filed by Harrell on June 20, 1960, is accepted in 
accordance with the provisions of this order. 

(C) In accordance with the Offer of Settlement and the Appendix attached 
hereto, Harrell shall, within thirty days of the date of this order, execute with 
Texas Eastern and file with the Commission an amendment to their Gas Pur- 
chase Contract, Harrell’s FPC Gas Rate Schedule No. 4. 

(D) The proposed increased rate and charge of 14.6¢ per Mecf contained in 
Supplement No. 2 to Harrell’s FPC Gas Rate Schedule No. 4 is permitted to 
become effective as of the date of issuance of this order and the proceedings in 
Docket Nos. G—16964 and G-19745 are terminated: Provided, however, that Har- 
rell makes a satisfactory filing in accordance with paragraph (C) above. 


*Omitted in printing. 








48 FEDERAL POWER COMMISSION 





(E) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings now pending or hereinafter 
instituted by or against Harrell. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


IOWA POWER & LIGHT COMPANY, DOCKET NO. E-6841 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE ISSUANCE OF 
PROMISSORY NOTES 


(Issued July 15, 1960) 





By order issued October 9, 1958 (20 FPC 473), in the above-entitled matter, 
the Commission, pursuant to Section 204 of the Federal Power Act, authorized 
Iowa Power and Light Company (Applicant) to issue not to exceed $10,000,000, 
aggregate principal amount of Promissory Notes, outstanding at any one time, 
upon the terms and conditions set forth in that order, which included among 
others, the requirement in Paragraph (B) that the final maturity dates of all 
Notes to be issued pursuant thereto be not later than June 30, 1959. By supple- 
mental orders issued June 5, 1959 (21 FPC 825) and February 17, 1960 (28 FPC 
347), the Commission extended the final maturity date of the Notes to Septem- 
ber 30, 1960. Subsequent to these supplemental orders, Applicant has issued 
new and renewal Notes from time to time, and its latest report on the issuance 
of securities indicates that it has Notes in the aggregate principal amount of 
$6,400,000 presently outstanding. 

On July 5, 1960, Applicant filed a request that the date on which all Notes must 
reach final maturity be further extended for an additional six months. Thus, 
all Notes would have a final maturity of not later than March 31. 1961. 

Applicant states that a continuance of its current authorization to conclude 
short-term borrowings in the above-stated maximum principal amount for a pe- 
riod of.six months subsequent to September 30, 1960, will insure flexibility in 
choosing the appropriate time for taking the initial steps in its permanent financ- 
ing program. 

By its amendment, Applicant seeks no other change in the authorization issued 
in this matter. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the pur- 
poses of the Federal Power Act that Paragraphs (A) and (B) of the Commis- 
sion’s order issued October 9, 1958 (20 FPC 473), be modified as hereinafter 
provided. 





The Commission orders: 


(A) Paragraphs (A) and (B) of the Commission’s order issued October 9, 
1958, in the above docket are hereby amended to read as follows: 

(A) The proposed issuance of Promissory Notes by Appplicant, in an 
aggregate principal amount of not to exceed $10,000,000 at any one time 
outstanding, upon the terms and conditions, and for the purposes set forth 
in its application as originally filed September 5, 1958, and as amended 
April 18, 1959, and January 11 and July 5, 1960, is hereby authorized, 
subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity 
of all Notes to be issued pursuant hereto, being not later than March 31, 

1961. 
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(B) All other terms and conditions, as set forth in Paragraph (C) and (D) of 
the aforesaid Commission order issued October 9, 1958, will remain in full force 
and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


NORTHERN STATES POWER COMPANY (WISCONSIN), DOCKET NO. 
E-6946 
ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 
(Issued July 15, 1960) 


Northern States Power Company (Applicant), a corporation organized under 
the laws of the State of Wisconsin and authorized to do business as a foreign 
corporation in the State of Minnesota, having its principal business office at Eau 
Claire, Wisconsin, filed an aplication on June 9, 1960, for authority, pursuant 
to Section 204 of the Federal Power Act, to issue short-term Promissory Notes in 
the aggregate principal amount of $9,000,000 outstanding at any one time. 

The proposed Notes will be issued to commercial banks from time to time on 
or before December 31, 1960. They are to be issued for various periods of time 
but no Note will mature more than twelve months after date of issue and no 
Note will mature after December 31, 1961. Each Note will bear interest at the 
particular prime rate at the time and place of making. 

According to the application, no finder’s fee or other commission will be paid 
in connection with the proposed issuance of Notes, and the proposed Notes will 
not be acquired by the lending banks for resale to the public. Applicant will not 
pay any commitment fees in connection with the contemplated issuance of Notes. 

The funds received from the issuance of the aforesaid Notes will be used by 
Applicant to renew or refund outstanding Notes presently aggregating $3,400,- 
000,* principal amount, and to furnish funds for Applicant’s 1960 construction 
program which has an estimated cost of $9,202,000. The principal projects in 
this program are as follows: 


Increased facilities at Eau Claire and Pine Lake for interconnection 
with Dairyland Co-op 

Transmission line and distribution connections to Zumbro Falls Sub- 
station 

Transmission line, substation and distribution connections to supply 
Whitehall area 

Increase capacity in La Crosse area, build 69 Kv line between La 
Crosse and Coulee Avenue substations and added facilities at each 
location 

Switched capacitor installations at Eau Claire 

Natural gas conversion projects at Hudson, North Hudson, Menom- 
onie, Chippewa Falls, Eau Claire and La Crosse 

Other additions and improvements to electric productions, transmis- 
sion and distribution system properties, including facilities to serve 
new customers : 

Additions and improvements to general plant 

Other construction 


*These notes were issued by Applicant from time to time pursuant to Section 204(e) 
of the Act. Applicant’s request herein to issue Notes in the maximum amount of 


$9,000,000 will include any outstanding Notes issued under Section 204(e) and any 
renewals thereof. 
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Written notice of the application has been given to the Minnesota Railroad 
and Warehouse Commission, and the Wisconsin Public Service Commission, and 
to the Governor of each of those States. Notice of the application was also given 
by publication in the Federal Register on June 18, 1960 (25 F.R. 5553), stating 
that any person desiring to be heard or to make any protest with reference to 
the application should file a petition or protest on or before July 5, 1960, with 
the Federal Power Commission, Washington 25, D.C. No protest or petition 
or request to be heard in opposition to the granting of the application has been 
received. 


The Commission finds: 





(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 201 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued October 
25, 1957, Northern States Power Company (Minnesota) et al., Docket No. E-6774 
(18 FPC 532). 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the 
Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $9,000,000, as described above, will be in excess of 5% 
of the par value of the other securities of Applicant, and, therefore, will not 
be exempt from the requirements of Section 204(a) of the Act by virtue of 
Section 204(e) thereof. 

(4) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.la of the Com- 
mission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a (a) (2) thereof. 

(5) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State Commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance is, 
therefore, not exempt by virtue of that Subsection from the requirements of 
Section 204 of the Act. 

(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not 
impair its ability to perform that service, and is reasonably appropriate for 
such purposes. 


The Commission orders: 





(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $9,000,000 outstanding at any one time, upon the terms 
and conditions and for the purposes set forth in the application, all as described 
above, is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity 
of all Notes issued pursuant hereto, being prior to January 1, 1962. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-19780 
ORDER ON APPEAL FROM RULINGS OF PRESIDING EXAMINER 


(Issued July 18, 1960) * 


On June 27, 1960, staff counsel filed its appeal from certain rulings of the 
Presiding Examiner made in the above-designated proceeding on June 8, 1960. 
Staff’s appeal relates to the reception in evidence of testimony which was in- 
troduced by Michigan Gas Storage Company (Storage Company) and which 
pertained to the issues of rate design for Panhandle Eastern Pipe Line Com- 
pany (Panhandle) and Storage Company’s own cost of service. 

Answers and objections to staff's appeal were filed by Storage Company 
and Panhandle. Answers supporting in principle staff's appeal were filed by 
East Ohio Gas Company, Illinois Power Company, Central Illinois Public 
Service Company, Central Indiana Gas Company, Citizens Gas & Coke Utility, 
Indiana Gas & Water Company, Inc., Kokomo Gas & Fuel Company, Northern 
Indiana Public Service Company, Central Illinois Electric & Gas Company, 
Central Illinois Light Company, and Citizens Gas Fuel Company of Adrian. 

Staff contends that the reception in evidence in the initial phase of this 
proceeding of matters relating to the issue of rate design constitutes a con- 
travention of the Commission’s order of April 29, 1960, 23 FPC 646, which 
specified the issues to be tried in the first phase of this proceeding. Staff points 
out that although rate design was one of the issues requested by staff in its 
motion of February 5, 1960, for disposition in the first phase of this proceeding, 
the Commission’s order of April 29, 1960, granting staff’s motion excluded 
the issue of rate design from consideration in the first phase. Ordering clause 
(B) of the Commission’s order of April 29, 1960 provides that: 


(B) Upon resumption of the hearing as hereinafter ordered, evidence 
of the following issues set forth in staff’s motion of February 5, 1960, shall 
be presented and those issues shall be disposed of: Rate of return and 
related income tax allowances, working capital allowance, field price of 
produced gas as against the actual cost of production of company produced 
gas and a cost of service utilizing the allocation principles relied upon 
by the Commission in Opinion No. 269, as modified in City of Detroit v. 
F.P.C., 230 F. 2d 810, certiorari denied, 352 U.S. 829, 77 S. Ct. 24, I.L. Ed. 
2d 48. 

The allocation issue above-designated and specified for consideration in the 
first phase of this proceeding refers to the method of classification of Panhandle’s 
overall system cost of service and the method of allocating such classified 
eosts for the entire Panhandle system as between jurisdictional and non- 
jurisdictional sales. The further process applied to determine rates for various 
zones and rates for various classes of customers does not pertain to the alloca- 
tion issue, but rather refers to the issue of rate design which, as maintained 
by staff, was not one of the issues ordered for consideration in the first phase 
of this proceeding. The submission of evidence relating to rate design and the 


disposition of the rate design issue is reserved for the second phase of this 
proceeding, ordered to be held on or before January 24, 1961, by Commission 
order issued April 29, 1960. 


*Rehearing denied by order issued September 16, 1960. 
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Also admitted in evidence by the Presiding Examiner was testimony relating 
to Storage Company’s own cost of service. Objections were made to the introduc- 
tion of such evidence by counsels for Panhandle, Michigan Gas Utilities Com- 
pany, Commission Staff, and Illinois Power Company. It appears that such 
evidence was introduced to attempt to show that Panhandle’s proposed rates 
to Storage Company would result in excessive costs to Storage Company. How- 
ever, evidence relating to Storage Company’s own cost of service may be ir- 
relevant to the determination of just and reasonable rates and charges for 
Panhandle’s jurisdictional sales of natural gas. The reasonableness of Pan- 
handle’s proposed increased rates and charges is determined by its total cost 
of service. The costs of service of its customers may not be relevant nor mate- 
rial to the issue of what are just and reasonable rates for Panhandle. 

All evidence introduced by Storage Company in the proceeding including 
the exhibits and items by reference marked for identification, relates to either 
rate design or Storage Company’s own cost of service, or constitutes background 
material for the above matters. As such evidence relates to issues not set for 
consideration in the first phase of this proceeding, the Presiding Examiner 
should exclude it from consideration including, of course, any cross examina- 
tion upon such evidence, in the first phase. However, parts of Storage Com- 
pany’s evidence may be relevant material, and competent with respect to the 
issues remaining for disposition in the second phase of the proceeding. Rather 
than strike this evidence at this time from the record, we shall permit it to 
remain in the record for consideration in the second phase. At the hearing 
upon the second phase issues, all parties shall have the right to object to the 
relevancy, materiality and competence of this evidence. 


The Commission finds: 


For the reasons heretofore stated it is necessary in the public interest that all 
testimony, proposed exhibits and items by reference heretofore introduced into 
the record in this proceeding or identified as proposed evidence by Michigan Gas 
Storage Company not be considered in the first phase of this proceeding by the 
Presiding Examiner or the parties to this proceeding. Such evidence shall re- 
main in the record for consideration in the second phase of this proceeding. 
Any party hereto shall have the right to object or to renew objections to the 
relevancy, materiality, or competency of such evidence when the second phase of 
this proceeding is held. 


The Commission orders: 


All testimony, proposed exhibits and items by reference heretofore intro- 
duced into the record in this proceeding or identified as proposed evidence by 
Michigan Gas Storage Company shall not be considered in the first phase of 
this proceeding by the Presiding Examiner or the parties to this proceeding. 
Such evidence shall remain in the record for consideration in the second phase 
of this proceeding. Any party hereto shali have the right to object or to renew 
objections to the relevancy, materiality, or competency of such evidence when 
the second phase of this proceeding is held. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


IDAHO POWER COMPANY, PROJECT NO. 1975 
ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued July 19, 1960) 


Application was filed August 17, 1956 and subsequently supplemented on 
May 7, October 17, and November 6, 1958, respectively, by Idaho Power Com- 
pany, licensee for major Project No. 1975, for further amendment of the license 
for the project situated on the Snake River in Elmore, Twin Falls and Good- 
ing Counties, and affecting lands of the United States in the latter two counties. 

The application, as supplemented and as affected by Amendment No. 1 of 
the license, now seeks to include in the project a 138-kilovolt transmission line 
extending from the Bliss plant to the King substation in section 11, T. 7 S., RB. 
13 E., Boise meridian, and to convert for 230-kilovolt operation two 138-kilo- 
volt transmission lines from the Bliss plant to substations near American Falls 
and Boise, Idaho. 

An Assistant Chief of Engineers for Civil Works, Office of the Chief of 
Engineers, Department of the Army, in reporting on the application, approved 
the exhibit map showing the proposed transmission line insofar as the inter- 
est of navigation is concerned and advised that additional license terms and 
conditions in the interest of navigation are not considered necessary. 

An Assistant Secretary of the Interior, in reporting on the application, 


advised that negotiations with the licensee respecting certain transmission 
lines have been satisfactorily concluded by the execution on August 24, 1959 


of a coordination and integration contract between the licensee and the United 
States. 


The proposed amendment would increase the annual charges under the license 
for occupancy of lands of the United States for transmission line purposes from 
$819.60 to $922.32. 

Pursuant to request therefor, by letter dated September 11, 1956 the Com- 
mission advised the licensee that it would interpose no objection to the licensee 
proceeding with construction of the afore-mentioned Bliss-King substation line 
subject to the requirements of the agency or agencies having jurisdiction over 
the Government lands involved. Pursuant to request therefor, by letter dated 
July 17, 1956 the Commission advised the licensee that it would interpose 
no objection to the licensee proceeding with the conversion prior to filing appli- 
cation for amendment for that purpose. 

According to our records, actual construction of the afore-mentioned Bliss- 
King substation line commenced in October 1956, stopped in February 1957, 
but was resumed in November 1957 and completed in January 1958, and con- 
version of the two Bliss and American Falls lines for 230-kv operation was 
prosecuted during 1956. 


The Commission finds: 


(1) The license, further amended as hereinafter provided, will not inter- 
fere or be inconsistent with the purposes of any withdrawal of public lands 
or reservations of the United States, and as hereinafter ordered is in the public 
interest. 
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(2) The afore-mentioned Bliss-King substation 138-kv transmission line is 
part of the project within the meaning of Section 3 (11) of the Federal Power 
Act, and should be included in the license for the project. 

(3) The increased amount of annual charges to be paid under the license as 
further amended for the purposes of recompensing the United States for the 
use, occupancy, and enjoyment of its lands for transmission line purposes 
only is reasonable as hereinafter fixed and specified. 

(4) The following described exhibits filed as part of the application for 
amendment, revised by the licensee in October 1958 to correct certain land 
status deficiencies and revised by Commission staff to show the width of trans- 
mission line right-of-way in accordance with licensee’s letter of November 4, 
1958, conform to the Commission’s rules and regulations and should be approved 
as part of the license for the project as hereinafter provided. 

Exhibit J-2 and K-2: (FPC No. 1975-37) Sheet 1 of 1 (revised 10/58) 
Bliss Hydroelectric Development Transmission Line; and 

Exhibit M: A statement in one sheet—General Description & Specifications 
of Equipment, Bliss-King 138-kv Transmission Line, received in the office of 
the Commission on August 17, 1956. 


The Commission orders: 


(A) The exhibits described in finding (4) above are approved as part of 
the license for the project. 

(B) The license issued to Idaho Power Company for Project No. 1975 is 
further amended, effective as of September 1, 1956 as follows: 


Paragraph I. Paragraph A of Article 2 of the license is further amended by 
adding thereto the following exhibit : 


Exhibit J-2 and K-2: (FPC No. 1975-37) Sheet 1 of 1 (revised 10/58) Bliss 


Hydroelectric Development Transmission Line. 

Paragraph II. Paragraph B of Article 2 of the license is further amended by 
changing ‘138-kilovolts” to “230-kilovolts” before the words “transmission lines,” 
by adding the words “a 138-kilovolt transmission line extending from the Bliss 
Plant to the King Substation ;” before the words “and appurtenant works;”, 
and by adding thereto the following exhibit: 

Exhibit M: A statement in one sheet—General Description & Specifications of 
Equipment, Bliss-King 138-KV Transmission Line, received in the office of the 
Commission on August 17, 1956. 

Paragraph III. Paragraph C. of Article 30 of the license is further amended 
to read: 

©. For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands for transmission line right-of-way only, at the rate 
of $820.24 for the period January 1, 1956, through September 10, 1956; at the 
rate of $922.96 for the period September 11, 1956 through December 31, 1956; 
and $922.32 for each calendar year thereafter. 

Paragraph IV. This amendment in the manner set out above shall not operate 
to alter or amend the license in any other respect and shall not in any way 
constitute a waiver of any other part, provision or condition of the license. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgement of the acceptance 
of this amendment of license, it shall be signed for the licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


BLACK HILLS POWER AND LIGHT COMPANY, DOCKET NO. E-6949 


ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 
(Issued July 20, 1960) 


Black Hills Power and Light Company (Applicant), a corporation organized 
under the laws of the State of South Dakota and doing business in that State 
and the State of Wyoming, with its principal business office at Rapid City, South 
Dakota, filed an application on June 20, 1960, for authority, pursuant to Section 
204 of the Federal Power Act, to issue short-term Promissory Notes in the ag- 
gregate principal amount of up to $1,200,000, outstanding at any one time. 

Applicant states that it has a firm commitment from the First National Bank 
of the Black Hills, Rapid City, South Dakota, for short-term loans up to $1,200,- 
000, at an interest rate of 1/4th of 1% above the prime rate in either New York 
or Minneapolis at the time of borrowing of such funds. According to the ap- 
plication that rate is currently 5%. The Notes will mature in less than one year 
and not later than July 1, 1961. The application indicates that no underwriter’s 
or finder’s fee will be paid in connection with the proposed issuance of Notes 
and that none of the proposed Notes will be resold by the First National Bank 
of the Black Hills to the general public. The amount of $1,200,000, will include 
the renewal of any Notes outstanding which have been issued pursuant to Sec- 
tion 204(e) of the Act. 

The proceeds to be obtained from the proposed issuance of Notes will be used 
to carry forward Applicant’s construction program, which is expected to cost 
approximately $5,077,600, for its fiscal year ending October 31, 1960. The con- 
struction expenditures for 1960 are summarized, as follows: Production Plant, 
Ben French Station, $3,450,000; Production Plant, Other, $32,500; Transmission 
Plant, $476,100; Distribution Plant, $983,400; General Plant, $135,600. Appli- 
cant estimates that, in addition to available funds on hand and cash which will 
become available through operations, approximately $2,000,000, of new funds 
will be needed before October 31, 1960, to enable Applicant to complete its 1960 
construction program and to maintain an adequate working capital position. 

Applicant states that outstanding Notes issued pursuant to authorization 
granted under the present application will be discharged from proceeds received 
through a permanent financing program to be completed prior to July 1, 1961, 
and that it may be required to issue Notes in the principal amount of up to 
$1,200,000 prior to receipt of proceeds from Series K Bonds which it proposes 
to issue in August, 1960. Applicant anticipates that additional Notes will be 
issued from time to time, and proposes that upon payment of Notes outstand- 
ing the full amount of such payment be immediately restored to the aggregate 
principal amount of Notes authorized under the present application. In addi- 
tion to the present application, Applicant has filed two other applications: (1) 
an application, filed June 22, 1960, for the sale and issuance of $1,000,000, prin- 
cipal amount of First Mortgage Bonds, Series K, 5%%, due 1990 (Docket No. 
E-6951), which application is being passed on by the Commission concurrently 
herewith, and (2) an application, filed June 24, 1960, for the issuance of Com- 
mon Stock to its stockholders in an amount to produce proceeds of approxi- 
mately $1,000,000 (Docket No. E-6952). 
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Written notice of the application has been given to the Public Utilities Com- 
mission of South Dakota, the Public Service Commission of Wyoming, and to 
the Governor of each of those States. Notice of the application was also pub- 
lished in the Federal Register on July 2, 1960 (25 F.R. 6309), stating that any 
person desiring to be heard or to make any protest with reference to the 
application should file a petition or protest on or before July 19, 1960. No 
protest or request to be heard in opposition to the granting of the application 
has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued Janu- 
ary 21, 1959, In the Matter of Black Hills Power and Light Company, Docket 
No. E-6857. 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the Act. 

(8) The proposed issuance of Promisory Notes in the aggregate principal 
amount of not to exceed $1,200,000, outstanding at any one time, as described 
above, will be in excess of 5% of the par value of other securities of Applicant, 
and, therefore, will not be exempt by virtue of Section 204 (e) of the Act from 
the requirements of Section 204 (a) of the Act. 

(4) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.la of the 
Commission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a (a) (2) thereof. 

(5) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by the State Commission 
within the meaning of Section 204 (f) of the Act; and the proposed issuance is, 
therefore, not exempt by virtue of that Section from the requirements of Section 
204 of the Act. 

(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not 
impair its ability to perform that service, and is reasonably appropriate for 
such purposes. 

The Commission orders: 

(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $1,200,000, outstanding at any one time, upon the 
terms and conditions and for the purposes set forth in the application, all as 
described above, are authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes issued pursuant hereto, being prior to July 1, 1961. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


BLACK HILLS POWER AND LIGHT COMPANY, DOCKET NO. E-6951 


ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued July 20, 1960) 


Black Hills Power and Light Company (Applicant), incorporated under the 
laws of the State of South Dakota and doing business in the States of South 
Dakota and Wyoming, with its principal place of business at Rapid City, South 
Dakota, filed an application on June 22, 1960, for an order, pursuant to Section 
204 of the Federal Power Act, authorizing it to issue and sell $1,000,000, prin- 
cipal amount of First Mortgage Bonds, Series K, to be dated August 1, 1960, 
and to mature August 1, 1990. 

The Bonds will be issued under Applicant’s Indenture of Mortgage and Deed 
of Trust, dated September 1, 1941, to The Hanover Bank, Trustee, as heretofore 
supplemented and as to be further supplemented by a new Supplemental In- 
denture dated August 1, 1960. 

Applicant proposes to sell the Bonds to Equitable Life Insurance Company of 
Iowa and Kansas City Life Insurance Company in the principal amount of 
$750,000, and $250,000, respectively, for the price of 98.17% of their principal 
amount plus accrued interest thereon from August 1, 1960 to the closing date. 
The Bonds will bear an interest rate of 534%, and, accordingly, the cost of money 
(excluding issuance expenses) to be obtained therefrom will be 544% per annum. 
The Bonds will not be underwritten, but for its services as Applicant’s agent 
in the negotiation and sale of the proposed Bonds, Dillon, Read & Co., Inc., will 
receive a placement fee of $5,000. The proposed issuance will have the benefit of 
a .5% per annum sinking fund. 

Applicant states that it plans to utilize the net proceeds from the contem- 
plated issuance of Bonds, estimated in the amount of about $965,700, for addi- 
tions and betterments to its properties, and toward discharge of short-term 
Promissory Notes issued under the authorization granted by this Commission 
in Docket No. E-6949. Construction expenditures for the fiscal year ending 
October 31, 1960 are expected to aggregate approximately $5,077,600. The chief 
item included in that amount is an expenditure of approximately $3,450,000 for 
completion of the new 22,000 kw Ben French steam-electric generating station at 
Rapid City, South Dakota. 

In addition to the present application, the Applicant has filed two other appli- 
cations: (1) an application, filed on June 20, 1960, for authorization to issue 
short-term Promissory Notes in the aggregate principal amount of $1,200,000, 
outstanding at any one time, (Docket No. E-6949), and (2) an application, filed 
on June 24, 1960, for the issuance of Common Stock to its stockholders in an 
amount to produce proceeds of approximately $1,000,000, (Docket No. E-6952). 

Written notice of the application has been given to the Public Utilities Com- 
mission of South Dakota, the Public Service Commission of Wyoming, and to 
the Governor of each of those States. Notice of the application was also pub- 
lished in the Federal Register on July 1, 1960 (25 F.R. 6225), stating that any 
person desiring to be heard or to make any protest with reference to the applica- 
tion should file a petition or protest on or before July 19, 1960. No protest or 
request to be heard in opposition to the granting of the application has been 
received. 
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The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued January 
21, 1959, In the Matter of Black Hills Power and Light Company, Docket No. 
E-6857. 

(2) The proposed issuance and sale of Bonds, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204 (f) of the Act; and the proposed issuance of Bonds, 
is, therefore, not exempt by virtue of that Section from the requirements of 
Section 204 of the Act. 

(4) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant and 
Dillon, Read & Co., Inc. The fees to be paid were fixed by arm’s-length bar- 
gaining and do not appear to be unreasonable. 

(5) Inasmuch as the proceeds to Applicant will be less than $1,000,000, the 
proposed issuance and sale of Bonds is exempt from the competitive bidding 
requirements of Section 34.1a of the Commission’s Regulations under the Fed- 
eral Power Act by reason of Section 34.1a (a) (3) thereof. 

(6) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, as described above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented, are hereby authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transaction hereby authorized 
is consummated within 60 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE CINCINNATI GAS & ELECTRIC COMPANY, DOCKET NO. E-6609 


SUPPLEMENTAL ORDER EXTENDING PRIOR AUTHORIZATION FOR THE ACQUISITION OF 
CAPITAL STOCK 


(Issued July 20, 1960) 


By order issued April 6, 1955, in the above-entitled matter (14 FPC 639), the 
Commission, pursuant to Section 203 of the Federal Power Act, authorized 
The Cincinnati Gas & Electric Company (Applicant) to acquire, for a consid- 
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eration of $45 for each full share and 48¢ for each 1/94 of a share, 2,645-80/94 
shares of the issued and outstanding Capital Stock of its subsidiary, The Union 
Light, Heat & Power Company (Union).* The authorization granted by that 
order expired July 5, 1955. 

By supplemental orders issued February 10, 1956 and March 8, 1957 (17 FPC 
393), the Commission extended the time within which Applicant was authorized 
to acquire the additional shares of Union’s Capital Stock. The second supple- 
mental order further extended the time period for acquisition of the shares to 
six months from March 8, 1957. Pursuant to these authorizations, Applicant 
purchased 2,088-88/94 of the 2,645-80/94 shares of Union’s Capital Stock then 
outstanding from sixty non-associated stockholders. 

By order dated April 22, 1957, the Public Service Commission of Kentucky 
authorized Union to increase its capital structure by the issuance of 104,000 
additional shares of Capital Stock. Subsequently, Applicant, pursuant to its 
pre-emptive rights and authorization by this Commission,’ purchased an addi- 
tional 103,8067%4 shares of Union’s Capital Stock. The eleven remaining 
non-associated stockholders of Union purchased an additional 193°, shares 
under thier pre-emptive rights. 

As a result of the above transactions, Applicant now holds 415,119%5$4 shares 
of Union’s 416,000 shares of outstanding Capital Stock, and the aforesaid eleven 
non-associated stockholders hold the residue of 8807%,4 shares. 

On June 16, 1960, Applicant filed a request for the issuance of another sup- 
plemental order authorizing it to purchase from time to time the above-men- 
tioned 880°%,4 remaining shares of Union’s outstanding Capital Stock at a price 
not in excess of $45.00 per share, or, in the case of fractional interests, 48¢ for 
each 144 of a share. 

The application states that the administrator of a deceased stockholder of 


Union has offered to sell to Applicant 4744 shares of Union’s Capital Stock, 
and that Applicant proposes to buy these shares and such other shares as may 
be offered to it from time to time. 


The Commission finds: 


Applicant has shown good cause and it is necessary and appropriate for the 
purposes of the Federal Power Act that the authority to acquire additional 
shares of Union’s presently issued and outstanding Capital Stock set forth 
in its order of April 6, 1955, be extended as hereinafter provided. 


The Commission orders: 


(A) Applicant is hereby authorized to acquire such additional shares of 
Union’s presently issued and outstanding Capital Stock as may be offered for 
sale to it from time to time; such acquisition to be upon the terms and condi- 
tions as set forth above. 

(B) On or before January 15 of each year, commencing with the year 1961, 
Applicant shall file with this Commission a report showing the number of shares 
of Union’s outstanding Capital Stock purchased by it during the preceding year 
and the price paid therefor. 


21 At the time of the Commission’s initial order herein, these shares were held by 
seventy-one non-associated stockholders and represented approximately 1% of the total 
of Union’s currently outstanding shares of Capital Stock. 

2 By order issued May 14, 1957, The Cincinnati Gas ¢€ Electric Company, Docket No. 
E-6743 (17 FPC 669), the Commission authorized Applicant to acquire up to 104,000 
shares of Union’s Capital Stock. 
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Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck 
and Arthur Kline. 


OAKDALE IRRIGATION DISTRICT AND SOUTH SAN JOAQUIN IRRIGA- 
TION DISTRICT, PROJECT NO. 2005 


ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued July 20, 1960) 


Joint application was filed May 27, 1960 by Oakdale Irrigation District and 
South San Joaquin Irrigation District, joint licensees for major Project No. 
2005, for further amendment of Article 29 of their license for the project (the 
provision setting forth the annual charge) so as to make the new administrative 
annual charge formula set forth in the Commission’s Order No. 205 issued June 
6, 1958 in Docket No. R-129, 19 FPC 907, pertaining to State and municipal 
licensees, apply to Project No. 2005. The licensees request that the amendment 
be made retroactively effective to January 1, 1958. The commencement date of 
commercial operation of the project was in May, 1957. 

Our order No. 205, which become effective as of January 1, 1957, provided 
that acceptance of a new charge formula prescribed thereby for State and 
municipal licensees was to be filed within 60 days from June 6, 1958, or there- 
after by filing an application for amendment of license to accomplish the same 
purpose. The tendering of our statement of the 1957 charges was delayed until 
March 27, 1959 following completion of our action in the Docket No. R-129 pro- 
ceeding which culminated in the issuance of our Order No. 205. 

The licensees contend that at the time of issuance of Order No. 205, they had 
not received a billing for the charges owing for 1958 and did not realize the sav- 
ings accruing under the new formula until after their comparison of our 
March 27, 1959 statement of the 1958 charges based upon the old charge formula, 
with the new formula prescribed in our Order No. 205. 

Annual charges for Project No. 2005 for the years 1958 ($11,436.25) and 1959 
($6,777.75) have been paid and total $18,214. If the charges for those years 
had been computed under Order No. 205, they would have amounted only to 
$4,898. (1958—$1,927, and 1959—$2,966). Thus, the licensees have remitted 
$13,321 more in charges for the two-year period involved than would have been 
required under Order No. 205, and credit therefor will be allowed on subsequent 
statements of annual charges owing. 


The Commission finds: 
The license, further amended, as hereinafter provided, is in the public interest. 


The Commission orders: 


(A) The license, further amended, as hereinafter provided, is in the public 
interest. January 1, 1958, so as to change subparagraph A of Article 29 of the 
license to read: 

A. For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, a reasonable annual charge in accordance with the 
provisions of Part 11 of the Commission’s regulations. The authorized installed 
capacity is 88,500 horsepower. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute a 
waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgement of the acceptance 
of this amendment of license, it shall be signed for the joint licensees and 
returned to the Commission within 60 days from the date of issuance of this 
order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


OAKDALE IRRIGATION DISTRICT AND SOUTH SAN JOAQUIN IRRIGA- 
TION DISTRICT, PROJECT NO. 2067 


ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued July 20, 1960) 






Joint application was filed May 27, 1960, by Oakdale Irrigation District and 
South San Joaquin Irrigation District, joint licensees for major Project No. 2067, 
for further amendment of Article 35 of their license for the project, (the pro- 
vision setting forth the annual charge) so as to make the new administrative 
annual charge formula set forth in the Commission’s Order No. 205 issued June 
6, 1958 in Docket No. R-129, 19 FPC 907, pertaining to State and municipal 
licensees, apply to Project No. 2067. 

The licensees request that the amendment be made retroactively effective to 
January 1, 1958, the commencement date of commercial operation of the project. 

Our Order No. 205, which became effective as of January 1, 1957, provided 
that acceptance of the new charge formula prescribed thereby for State and 
municipal licensees was to be filed within 60 days from June 6, 1958, or there- 
after by filing an application for amendment of license to accomplish the same 
purpose. The tendering of our statement of the 1958 charges was delayed until 
March 27, 1959 following completion of our action in the Docket No. R-129 pro- 
ceeding which culminated in the issuance of our Order No. 205. 

The licensees contend that at the time of issuance of Order No. 205, they had 
not received a billing for the charges owing for 1958 and did not realize the sig- 
nificance of coming under the new formula until after their comparison of our 
March 27, 1959 statement based upon the old charge formula, with the new 
formula prescribed in our Order No. 205. 

Annual charges for Project No. 2067 for the years 1958 ($2,724.75) and 1959 
($1,642.00) have been paid and total $4,366.75. If the charges for those years 
had been computed under Order No. 205, they would have amounted only to 
$1,260 (1958—$496.00 and 1959—$764.00). Thus, the licensees have remitted 
$3,106.75 more in charges for the two-year period involved than would have been 
required under Order No. 205, and credit therefor will be allowed on subsequent 
statements of annual charges owing. 











The Commission finds: 
The license, further amended as hereinafter provided, is in the public interest. 








The Commission orders: 


(A) The license for Project No. 2067 is further amended, effective as of Jan- 
uary 1, 1958, so as to change subparagraph (i) of Article 35 of the license to 
read : 

(i) For the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act, a reasonable annual charge in accordance 
with the provisions of Part II of the Commission’s regulations. The authorized 
installed capacity for such purpose is 22,800 horsepower. 
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(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313 (a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgement of the acceptance 
of this amendment of license, it shall be signed for the joint licensees and re- 
turned to the Commission within 60 days from the date of issuance of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


K. D. OWEN, DOCKET NO. G—20557 


ORDER ACCEPTING OFFER OF SETTLEMENT AND CONDITIONALLY TERMINATING 
PROCEEDING 


(Issued July 20, 1960) 


On June 13, 1960, K. D. Owen tendered for filing an Offer of Settlement as 
corrected by his letter filed June 16, 1960, pursuant to Section 1.18 (e) of the 
Commission’s Rules of Practice and Procedure, involving his jurisdictional 
sales of natural gas to Tennessee Gas Transmission Company (Tennessee) from 
his partial interest in certain leases in the Placedo Field, Victoria County, 
Texas. 

The suspended favored-nation increased rate proposal, which is the subject 
of the offer of settlement, is Supplement No. 7 to K. D. Owen’s FPC Gas Rate 
Schedule No. 1. Such supplement, containing a proposed increase in rate from 
11,02818¢ to 15.33333¢ per Mcf, was suspended and the use thereof deferred until 
June 7, 1960 by the Commission’s order issued December 31, 1959, in Docket No. 
G-20557. As K. D. Owen has not filed a motion to place such rate in effect, 
Supplement No. 7 remains in a suspended status. 

In his Offer of Settlement, K. D. Owen proposed that the suspended rate be 
replaced by a settlement rate of 15.0¢ per Mcf and that such rate be allowed to 
become effective without suspension, as of the date of the Commission’s ac- 
ceptance order, and continue in effect for the remaining term of the contract, 
which expires on January 1, 1969. In return, K. D. Owen would agree to elimi- 
nate the price redetermination and favored-nation clauses from his contract, 
and file a contract amendment as set forth in the Appendix hereto. 

In support of his Offer of Settlement, K. D. Owen states that the favored- 
nation and price redetermination provisions were an important element of con- 
sideration in committing his gas; that he would eliminate such provisions, in- 
cluding the elimination of all further fixed escalations provided for in the con- 
tract; that the proposed settlement rate of 15.0¢ per Mcf is fair and reasonable 
and is below recently negotiated contract prices for gas produced in the area; 
and that, if the offer is accepted, there will be no further price increases, ex- 
cept whatever tax reimbursement is appropriate for the remaining life of the 
contract. 

Tennessee has concurred in the offer and has agreed, in the event the offer 
is accepted by the Commission, to make the contract changes or amendment pro- 
vided for in the offer. No party has intervened in this proceeding or expressed 
on the record any opposition to the Offer of Settlement. 

In our judgment, settlement of this proceeding in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate in carrying 
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out the provisions of the Natural Gas Act. K. D. Owen is proposing to eliminate 
the favored-nation, price-redetermination and fixed escalation clauses in his 
contract herein involved with Tennessee, and to waive all future rights and 
benefits thereunder. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, Tennes- 
see, as well as customer companies, of the time and expense which might be 
necessary to the conduct of formal hearings in such rate cases as might otherwise 
arise under such provisions. The resulting stability in gas costs would be wel- 
come to all segments of the natural gas industry. Furthermore, freeing the 
Commission and its staff from the need of considering such proposed increases 
would enable us to concentrate our efforts on other matters having possibly 
more serious consequences for the public and the consumer. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by K. D. Owen 
with the Commission on June 13, 1960, and in Appendix A* to this order, is in 
the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be accepted by the Commission and made effective as here- 
inafter ordered. 
The Commission orders: 


(A) The Offer of Settlement filed with the Commission by K. D. Owen on 
June 13, 1960, is hereby approved in accordance with the provisions of this order. 

(B) K. D. Owen shall execute with Tennessee an amendment to his gas pur- 
chase contract, as amended, filed with the Commission as K. D. Owen’s FPC Gas 
Rate Schedule No. 1 in accordance with Appendix A attached hereto. 

(C) K. D. Owen shall, within 30 days from the date of issuance of this order, 
file with the Commission the executed agreement Tennessee required by para- 
graph (B) above together with a notice of change in rate, pursuant to Section 
154.94 of the Commission’s Regulations, from 11.02818¢ to 15.0¢ per Mcf as 
provided in such executed agreement. 

(D) Upon satisfactory compliance with paragraph (C) above, K. D. Owen’s 
rate proposed in his Offer of Settlement is herewith permitted to be effective 
on the date of this order and the proceeding in Docket No. G—20557 is hereby 
terminated. 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereafter instituted by or against K. D. Owen. 








Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA-TENNESSEE NATURAL GAS COMPANY, DOCKET NO. CP60-78 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 21, 1960) 


Alabama-Tennessee Natural Gas Company (Applicant), a Delaware corpora- 
tion, with its principal place of business in Florence, Alabama, filed an applica- 
tion on April 5, 1960, as supplemented on April 29, 1960, for a certificate of 
public convenience and necessity pursuant to Section 7 of the Natural Gas Act 
authorizing the construction and operation of sales metering facilities on its 
65, inch pipeline near the Tennessee River Pulp and Paper Company’s (Ten- 









*Omitted in printing. 
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nessee Company) plant in order to deliver an estimated 105 Mcf of gas per 
day to Hardin County Gas Company (Hardin), a proposed new customer for 
resale in the community of Counce, Tennessee, as hereinafter described, and as 
more fully set forth in the application as supplemented. 

The 6% inch pipeline is now under construction pursuant to the authorization 
granted in Docket No. G-19974. This pipeline will be utilized to deliver up to 
7,500 Mcf per day on an interruptible basis directly to the Tennessee Company’s 
plant at Counce, Tennessee. 

Hardin will construct and operate a connecting pipeline and a distribution 
system in the town which will cost approximately $16,000. Hardin is a sub- 
sidiary of Muscle Shoals Natural Gas Company (Muscle Shoals), a customer of 
Applicant, which serves a number of towns in Alabama. 

Applicant estimates the total cost of its proposed construction at $840 to be 
defrayed from cash on hand. 

Based on Muscle Shoal’s experience in nearby communities, the gas require- 
ments for service in the community of Counce, Tennessee, for the first three 
years of operation are estimated as follows: 


Volumes in Mcf 
Year Peak Day Annual 
4, 300 
6, 500 
8, 800 


Hardin will finance its project by the sale of 11,000 shares of its common stock 
to Muscle Shoals and from funds borrowed from Muscle Shoals as needed. The 
application indicates Muscle Shoals could provide the $16,000 required by 
Hardin. 

The proposed deliveries will have no adverse effect upon Applicant’s system 
gas supplies. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 14, 1960, respecting the matters involved in and the issues presented by the 
application herein. No petition to intervene or protest to the granting of the 
application has been filed. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Alabama-Tennessee Natural Gas Company, a Delaware cor- 
poration, having its principal place of business in Florence, Alabama, is a 
“natural-gas company” within the meaning of the Natural Gas Act as hereto- 
fore found by the Commission in Docket No. G—585 (11 FPC, 75). 

(2) The facilities hereinbefore described, as more fully described in the 
application as supplemented, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system and the 
construction and operation thereof by Applicant are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 
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(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at six months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record and, not 
having been denied by the Commission, is granted, pursuant to Section 1.30(c) 
(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Alabama-Tennessee Natural Gas Company to con- 
struct and operate the facilities hereinbefore described, all as more fully de- 
scribed in the application as supplemented in this proceeding and the exhibits 
appended thereto, for the transportation and sale of natural gas as therein set 
forth, subject to the jurisdiction of the Commission, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(3), (ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be completed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
six months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CENTRAL PENNSYLVANIA GAS COMPANY, DOCKET NO. G-15710 


OBDER AMENDING ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE 
AND DELIVERY OF NATURAL GAS 


(Issued July 22, 1960) 


Central Pennsylvania Gas Company (Applicant) filed on May 4, 1960, a peti- 
tion to amend the order of this Commission issued herein on October 8, 1958, 
20 FPC 471, so as to remove the limitation of 1804 Mcf per day applicable to 
the volumes of natural gas which The Manufacturers Light and Heat Company 
(Manufacturers) is obligated to sell and deliver to Applicant. 

Applicant shows that its peak day requirements already exceed 1804 Mcf 
per day and that its requirements on a peak day and annual basis for the next 
five years are as follows: 


Annual Peak Day 
2, 500 
2, 600 
2, 600 
2, 600 
2, 600 
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Applicant states that it believes that Manufacturers has adequate capacity 
and a sufficient supply of natural gas available to deliver such additional volumes 
to Applicant and that it has been assured by Manufacturers that it is able and 
willing to make such deliveries. 

Applicant further states that it believes that with certain minor exceptions 
there are no specific limitations upon the volumes of natural gas which Manu- 
facturers or any of the other Columbia Gas System subsidiary companies may 
deliver to their wholesale customers. 

On May 19, 1960, Manufacturers filed herein an answer and response to Ap- 
plicant’s request for amendment of said order, stating that it has both a suf- 
ficient gas supply and sufficient facilities in the area in which deliveries are 
made to Applicant to enable it to deliver the additional amounts which Applicant 
desires to have delivered in the immediate future. Manufacturers also states 
that it is not only able but entirely willing to make such deliveries and render 
service to Applicant on a basis similar to other wholesale customers of 
Manufacturers. 


The Commission finds: 


It is necessary and appropriate in carrying out the provisions of the Natural 
Gas Act and it is necessary and desirable in the public interest that the order of 
the Commission issued herein on October 8, 1958, be amended so as to remove 
the limitation upon the deliveries which The Manufacturers Light and Heat 
Company is required to deliver to Applicant as hereinafter ordered. 


The Commission orders: 


The order of the Commission issued herein on October 8, 1958, be and the 
same is hereby amended by deleting from the fourth line of paragraph (A) of 
said order the words “up to 1,804 Mcf of” and from the fifth line of said para- 
graph (A) the words, “per day”. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


CHANGES IN RATES REFLECTING CONTINUANCE OF LOUISIANA GAS 
SEVERANCE TAX, DOCKET NO. R-190 


ORDER NO. 222 


ORDER PROVIDING FOR THE ACCEPTANCE OF CHANGES IN RATES REFLECTING THE 
CONTINUANCE OF THE LOUISIANA GAS SEVERANCE TAX * 


(Issued July 22, 1960) * 

In accordance with the effect of recently enacted Louisiana Legislation,? which 
continues the current Louisiana gas-severance tax in effect until June 30, 1964, 
the Commission deems it expedient and in the public interest to facilitate the 
filing of changes in rate schedules which reflect the continuation of such tax for 
independent producers’ jurisdictional sales of natural gas to United Gas Pipe 


*Published in Federal Register, July 28, 1960 (25 F.R. 7171). 

1This order does not provide for the consolidation for hearing or disposition of the 
several matters covered herein, nor should it be so construed. 

2 House Bill No. 466, as approved on June 2, 1960, which amends and re-enacts Sub- 
section 9 of Section 633 of Title 47 of the Louisiana Revised Statutes of 1950, as amended 
by Act 2 of the Extraordinary Session of 1958, relative to the rate of tax on gas severed 
from the soil or water in the State of Louisiana. 
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Line Company (United) and do not otherwise change the presently effective 
rate. 

A number of the independent producer Louisiana suppliers of United have 
letter agreements with United, regarding the Louisiana gas-severance tax reim- 
bursements, which expire on July 31, 1960. To encourage early filings and to 
provide for an effective date of August 1, 1960 for such changes, the Commission 
considers it appropriate and in the public interest to waive the 30-day notice 
requirements under Section 154.98 of the Commission’s Regulations and to 
allow such an effective date for those changes received by the Commission prior 
to September 1, 1960. 

Any such change accepted for filing shall be subject to all orders issued in 
suspension proceedings, including those listed in Appendix A hereto without ex- 
cluding any other applicable suspension proceedings, involving the particular 
rate schedule and supplements thereto; and the acceptance for filing shall not 
change, modify, or amend such proceedings in any manner. Each of the inde 
pendent producers submitting filings will be notified, by a letter from the Secre- 
tary, of the Commission’s acceptance of such changes as hereinafter provided. 


The Commission finds: 


(1) It is necessary and proper in the public interest and to aid in the enforce- 
ment of the provisions of the Natural Gas Act that the Commission should: (a) 
Provide for the form of filing of the aforementioned changes and waive the 30- 
day notice requirements; (b) allow such changes to take effect as of August 1, 
1960, provided such changes are received by the Commission prior to September 
1, 1960; (c) notify of the acceptance of the filing by notice from the Secretary ; 
and (d) provide that the acceptance of such filings shall be subject to all orders 
issued in suspension proceedings involving the particular rate schedule and 
supplements thereto and shall not change, modify, or amend such proceeding in 
any manner. 

(2) As such changes in rate schedule will not otherwise affect the current rate 
level, it will only be necessary for independent producers to submit a single 
page statement attached to the executed letter agreement with United Gas 
Pipe Line Company setting forth the following data in lieu of the requirements 
of Section 154.94(e) of the Commission’s Regulations: (a) Name of independent 
producer seller and rate schedule designation; (b) the present total effective 
price in cents per Mcf at the measured pressure base (psia) with the base rate 
and the provisions for tax reimbursement, gathering charge, dehydration charge 
and other components thereof shown separately together with a statement that 
such rate will continue without change under the attached agreement. In addi- 
tion to this information, any deductions from the total rate should also be noted. 


The Commission orders: 


Changes in rate schedules that reflect the continuation of the Louisiana gas- 
severance tax and do not otherwise change the presently effective rate may be 
filed in accordance with the findings of this order. 


Appenpix A 


List of rate suspension proceedings of independent producers selling 
to United Gas Pipe Line in Louisiana involving possible continuance 
of Louisiana Severance Tax filings: 


G-9932, Tidewater Oil Co. #34 
G-10357, John W. Mecom, d.b.a. Mecom Petroleum #1 
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G-12037, G-13465, The Ohio Oil Co. #15 
G-13180, Placid Oil Co., et al. #7 
RI60-435, G—-13811, Union Producing Co. #215 

RI60-435, G-18811, Union Producing Co. #216 

G-14114, Union Producing Co. (Operator), et al. #218 
G—17589, Union Producing Co. #228, #229 

G-14813, The California Co. #3 

G-14421, Amerada Petroleum Corp. #65 

G-15410, Socony Mobil Oil Co., Inc. (Operator), et al. #24 
G—15411, Socony Mobil Oil Co., Inc. #69 

G-16330, F. A. Callery, Inc., et al. #7 

G-17822, Francis A. Callery (Operator), et al. #16 

G-15056, Texas Gulf Producing Co. #30 

G-17884, Texas Gulf Producing Co. #31, #32 

G-8977, 9575, 12231, 13610, R. H. Goodrich #1 

G-8978, 9570, 18611, W. H. Cocke #1 

G-9065, 9568, 11124, 13468, Hunt Oil Company #5 

G-9136, 9569, C. N. Johnston, et al. #1 

G-8921, 9571, 11289, 13467, Arkansas Fuel Oil Corp. #138 
G~—10036, Arkansas Fuel Oil Corp. (Operator), et al. #44 
G-—12997, Arkansas Fuel Oil Corporation #2 

G-—8925, 9574, 13609, 15180, Humble Oil & Refining Co. #35 
RI60-187, Humble Oil & Refining Co. #235 

G-8969, 9576, 11333, 13466, Texaco, Inc. #102 

G-19475, Robert B. Prentice (Operator), et al. #8 

G-19476, General American Oil Company of Texas #37 
G-19930, W. H. Hunt #3 

G-—20352, Phillips Petroleum Company (Operator), et al. #216 
RI60-163, Charles B. Wrightsman #1 

RI60-165, Continental Oil Co. (Operator), et al. #80, #98 
RI60—450, Union Oil Co. of California #49 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-19510 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY AND APPROVING ABANDONMENT OF FACILITIES 


(Issued July 22, 1960) 


On September 21, 1959, Texas Gas Transmission Corporation (Applicant), 
filed an application and supplements thereto on January 29, 1960, March 30, 
1960 and April 26, 1960, for a certificate of public convenience and necessity, 
pursuant to Section 7 of the Natural Gas Act, authorizing the acquisition and 
development of the West Greenville Field in Muhlenberg County, Kentucky, 
as an underground gas storage field, and the abandonment by sale of its existing 
Hickory School and Grandview Storage Fields in Daviess County, Kentucky, 
all as more fully set forth in the application and supplements. 

Applicant has entered into a contract with Western Kentucky Gas Company 
(Western Kentucky), dated August 31, 1959, whereby Applicant has agreed 
to purchase all of the rights and interests of Western Kentucky in the West 
Greenville Gas Field. Applicant proposes to ultimately develop and operate 
the field as a gas storage reservoir with an estimated peak-day deliverability 
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of 85,000 Mcf. In connection with the initial development to a capacity of 
21,500 Mcf per day Applicant requests the following authority: 

(1) To construct and operate one 1,760 horsepower compressor station, one 
dehydration plant and one meter station in the West Greenville Field and ap 
proximately 29.5 miles of 12-inch pipeline connecting the West Greenville Field 
to the main line facilities of Applicant near Slaughters, Kentucky. 

(2) To exchange gas with Western Kentucky during the initial development 
period of the Field; and 

(3) Upon development of the West Greenville Field to a peak-day withdrawal 
capacity of 21,500 Mcf, to abandon by sale to Western Kentucky, in accordance 
with the aforementioned agreement, all rights and interests of Applicant in the 
Hickory School and Grandview Storage Fields, having a combined peak-day 
withdrawal capacity of 21,500 Mcf, together with all pipelines and equipment 
presently owned by Applicant connecting such fields to Western Kentucky’s 
distribution system in and near Owensboro, Daviess County, Kentucky. 

The facilities for which authority is requested are estimated to cost $2,506,000 
and will be financed from funds on hand or short-term bank loans. Other 
costs involved in the acquisition of the West Greenville storage to be paid 
when a capacity of 21,500 Mcf per day is accomplished amount to a net of 
$1,055,527 resulting in a total cost for the project of $3,561,527. A portion of 
such costs represents a payment by Applicant to Western Kentucky of $350,000 
in consideration for Western Kentucky’s agreement to sell its rights and inter- 
ests in the West Greenville Field to Applicant. By its supplement of April 
26, 1960, Applicant has indicated its willingness, if the Commission so pre 
scribes, to charge the payment of $350,000, when made to Account 100.5, Gas 
Plant Acquisition Adjustments, of the Commission’s Uniform System of Ac- 
counts and to amortize said payment, through Account 537, Miscellaneous 
Amortization, over a period of five (5) years, provided that Applicant is not 
prejudiced thereby in claiming said payment as a proper item of cost for in- 
clusion in the determination of its cost of service in any proceeding involving 
the rates of Applicant. This order shall so provide. 

Although Applicant anticipates an ultimate capacity of 85,000 Mcf per day, 
no increase in the presently certificated sales of Applicant is proposed at this 
time. 

Pursuant to due notice, a public hearing was held in Washington, D. C., on 
July 18, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corpora- 
tion, having its principal place of business in Owensboro, Kentucky, is a “nat- 
ural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued March 30, 1949, in Docket No. 
G-859 (8 FPC, 228). 

(2) The facilities to be constructed and operated, and service to be performed, 
as hereinbefore described, as more fully described in the application and supple- 
ments herein, are subject to the jurisdiction of the Commission, and the con- 
struction and operation of such facilities and the rendition of such service by 
Applicant are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 
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(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities and the rendition of 
the service hereinbefore described, are required by the public convenience and 
necessity and a certificate therefor should be issued, as hereinafter ordered 
and conditioned. 

(5) The authorization granted hereinafter should be conditioned to provide 
that Applicant shall charge the payment of $350,000 to Western Kentucky 
Gas Company, when made, to Account 100.5, Gas Plant Acquisition Adjust- 
ments, under the Commission’s Uniform System of Accounts and to amortize 
said payment, through Account 537, Miscellaneous Amortization, over a period 
of five (5) years. This treatment is for accounting purposes only and shall 
not prejudice Applicant from claiming said payment as a proper item of cost 
for rate purposes. 

(6) The facilities to be abandoned, as hereinbefore described and as more 
fully described in the application and supplements herein, are subject to the 
jurisdiction of the Commission and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(7) Such abandonment by Applicant is permitted by the public convenience 
and necessity and an order authorizing and approving same shall be issued 
as hereinafter ordered and conditioned. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record, and, not having been denied by the Commission, is granted pursuant 
to Section 1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Texas Gas Transmission Corporation to construct 
and operate the facilities and to render the service hereinbefore described, all 
as more fully described in the application and supplements in this proceeding 
upon the terms and conditions of this order. 

(B) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application 
and supplements in this proceeding, be and the same hereby is granted upon 
the condition that Applicant shall first develop the West Greenville Field to a 
maximum day capacity of 21,500 Mcf. 

(C) Texas Gas Transmission Corporation shall submit semi-annual reports 
coinciding with the termination of the input and withdrawal cycles, showing 
the total volumes of natural gas injected and withdrawn from the West Green- 
ville Storage Field ; the total gas in the storage, the shut-in pressure of each well 
and the average of such pressures; together with a statement of the maximum 
daily injection and withdrawal rates experienced. There shall be included with 
each report a map showing the shut-in pressures in all storage wells and in all 
other wells in the area immediately adjacent to the storage field. Reports shall 
be filed until Applicant has completed two injection and withdrawal cycles or 
until the shut-in storage pressure, after the injection cycle has reached or 
has closely approximated the original shut-in well head pressure of 718 psig. 

(D) The average well head pressure of 718 psig shall not be exceeded without 
further authorization by this Commission. 

(E) As a condition to the authorization granted in paragraph (A), Texas Gas 
Transmission Corporation shall charge the payment of $350,000 to Western 
Kentucky Gas Company, when made, to Account 100.5, Gas Plant Acquisition 
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Adjustments, under the Commission’s Uniform System of Accounts and to 
amortize said payment through Account 537, Miscellaneous Amortization, over a 
period of five (5) years. This treatment is for accounting purposes only and 
shall not prejudice Applicant from claiming said payment as a proper item of 
cost for rate purposes. 

(EF) The general terms and conditions of paragraphs (a), (c) (1), (c) (3), 
(c) (4) and (e) Section 157.20 of the Commission’s Regulations under the Nat- 
ural Gas Act shall apply to the certificate granted in Paragraph (A) above. 

(G) Applicant shall report the date of abandonment of the facilities approved 
in Paragraph (B) above, within thirty (30) days from the date thereof. 

(H) The facilities and the project hereby authorized shall be constructed and 
placed in actual operation on or before November 1, 1961. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NOS. G—18877, 
G-19042, G-16843, G-15826, G-1921, G-1922; PENNSYLVANIA & SOUTHERN 
GAS COMPANY, DOCKET NO. G-18140; TENNESSEE NATURAL GAS 
LINES, INC. DOCKET NO. G-19302; ALABAMA-TENNESSEE NATURAL 
GAS COMPANY, DOCKET NO. G-19132; HONESDALE GAS COMPANY, 
DOCKET NO. G-19021; MONSON GAS COMPANY, DOCKET NO. G-17756 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued July 25, 1960) * 
Syllabus 


. Commission denies application for certificate of public convenience and ne- 
cessity under Section 7 of Natural Gas Act for Temporary Winter Service, 
since customers and volumes are not known. P. 74. 

. Proposed TWS rate meets requirements of public convenience and necessity 
for purposes of a certificate proceeding since it has been shown that it ex- 
ceeds incremental additional cost of rendering service and will contribute 
toward offsetting fixed costs of existing facilities. P. 74. 

. Section 154.22 of Regulations Under the Natural Gas Act waived, and TGT 
permitted to file rate schedule and form of service agreements covering 
TWS service, to eliminate delay in event TWS service is later approved. 
P. 74. 

. Commission modifies prior export authorization to permit emergency inter- 
connection between TGT and Trans-Canada. P. 80. 

. Commission authorizes TGT to abandon transportation service to Niagara 
Gas Transmission, under Section 7(b) of the Natural Gas Act. P. 80, 88. 

. Commission directs TGT to establish physical connection of its transmission 
facilities with those of applicants and to deliver and sell natural gas to 
applicants, under Section 7(a) of the Natural Gas Act. P. 89. 

. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicants. P. 88, 89. 

Commissioner Sweeney not participating. 


Jack Werner, John Lane, Harold Talisman, William W. Witmer, A. T. Beck- 
strand, Harry S. Littman for Tennessee Gas Transmission Company. 

William W. Devore and William W. Prager for Pennsylvania & Southern Gas 
Company. 

Thomas W. Goodloe, James L. Bomar, T. Cecil Wray for Tennessee Natural 
Gas Lines, Inc. 


* Initial decision apears on p. 75. 
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M. D. Prouty, Jr., and Albert J. Feigen for Alabama-Tennessee Natural Gas 
Company. 

Morris Birnbaum for Honesdale Gas Corporation. 

James M. Patten for Monson Gas Company. 

Tilford A. Jones, Edward B. Calland, Brooks E. Smith, William Anderson, 
W. F. Laird, R. K. Talbott, John P. Randolph for The Manufacturers Light and 
Heat Company, Ohio Fuel Gas Company and United Fuel Gas Company. 

John W. Glendening, Jr., John S. Schmid, J. T. Kelley for Berkshire Gas 
Company, et al. 

V. V. McCaffery and Francis R. Foley for Blackstone Valley Gas & Electric 
Company. 

Ronald A. Malony and N. K. Parsells for Bridgeport Gas Company and Cen- 
tral Massachusetts Gas Company. 

Edric H. Dustin, Jr.. and Charles H. Toll, Jr. for Concord Natural Gas Cor- 
poration. 

S. R. Knapp for The Connecticut Gas Company. 

Vernon M. F. Tallman and William R. Cook for Fitchburg Gas & Electric 
Light Company. 

Charles R. Prichard for Gas Service, Inc. 

David T. Gilbert and Frank J. Coyle for The Greenwich Gas Company. 

John J. Dowling and H. Bissell Carey, Jr. for The Hartford Electric Light 
Company. 

J. J. Fahey for Haverhill Gas Company. 

F. H. King for City of Holyoke, Massachusetts, Gas & Electric Department. 

John F. Moriarty for Lawrence Gas Company. 

Harold R. Bacon and Harold E. Drew for The Housatonic Public Service 
Company. 

Harry J. Patterson and Edmund L. Twomey for Lowell Gas Company. 

Harold E. Ayer and Henry R. Mayo for Lynn Gas & Electric Company. 

F. F. McCallister and Charles H. Toll, Jr. for Manchester Gas Company. 

W. King Murray for Mystic Valley Gas Company. 

D. G. Allen for New England Power Service Company. 

E. G. Rhodes for The New Britain Gas Light Company, North Shore Gas 
Company and Northampton Gas (Light) Company. 

William R. Cook for Springfield Gas Light Company. 

R. J. Rutherford for Worcester Gas Light Company. 

Hall M. Henry and William A. Hill for Wachusett Gas Company. 

Harold K. Davison for New Hampshire Public Utilities Commission. 

G. T. Tankersley, Christopher T. Boland, and Thomas F. Brosnan for Western 
Kentucky Gas Company. 

Charles L. Hulswit, E. B. Thomas, Cameron F. MacRae, Halcyon G. Skinner, 
John A. Lodge for Orange & Rockland Utilities, Inc. 

R. F. Brower, James O'Malley, Jr., John A. Lodge for Consolidated Edison 
Company of New York, Inc. 

Vernon W. Woods for United Gas Pipe Line Company. 

George C. Williams, G. Kirby Herrington, James B. Sayers, John H. Byrnside, 
Norman A. Flaningam, C. William Cooper, Roger A. Byron, Merrell 8. Lockhart, 
Theodore J. Carlson for The East Ohio Gas Company, Lake Shore Pipe Line 
Company, New York State Natural Gas Corporation, The Peoples Natural Gas 
Company and Hope Natural Gas Company. 

James L. Bomar, Jr. and Paul McGregor for the City of Clarksville, Tennessee. 

Francis X. Lang for Massachusetts Department of Public Utilities. 

Ernest R. Acker, Theodore J. Carlson, Morell 8. Lockhart for Central Hudson 
Gas & Blectric Corporation. 
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Troy OC. Murray for Public Utilities Commission of Massachusetts. 

John W. Glendening, John S. Schmid, Hugh Flynn for City of Westville, 
Massachusetts. 

Jacob Goldberg for North Penn Gas Company. 

Howard F. Huber for New York State Electric & Gas Corporation. 

George B. Mickum and Richard P. Taylor for Granite State Gas Transmission, 
Inc. 

Roger A. Byron for Delta Natural Gas Company, Inc. 

Robert L. Russell and George P. Lewnes for the Staff of the Federal Power 
Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


On June 6, 1960, the presiding examiner issued an initial decision in these 
proceedings by which, as more fully set forth in his decision, he would grant 
the certificate and other authorizations requested herein under Section 7 of 
the Natural Gas Act (Act), with the sole exception of a request by Tennessee 
Gas Transmission Company (Tennessee) in Docket No. G—19042 for certificate 
authority to render a Temporary Winter Service (TWS service) to its cus- 
tomers at or west of storage under a proposed TWS rate schedule. 

This TWS service would involve the sale by Tennessee of storage gas made 
available by the failure of contract demand customers to take all the gas to 
which they would be contractually entitled, or by the failure of general service 
customers to take their total estimated requirements. The gas would be made 
available to other customers when in Tennessee’s judgment its storage balances 
are adequate to provide such service in addition to the anticipated normal re- 
quirements of the system for the winter period. No additional facilities would 
be required for such storage. When excess storage balances were available, 
Tennessee would enter into firm agreements with eligible customers to deliver 
a specified total volume of gas at a maximum daily delivery obligation not in 
excess of 2 percent of such total volume. Under the above conditions, the 
service would be available from November 1 through April 30 of each year. 
Tennessee would render the service at an initial rate of 57 cents per Mcf, which 
would be increased to 61 cents per Mcf under a rate increase proposed by 
Tennessee. 

The presiding examiner would deny the proposed TWS service for basically 
two reasons. First, the examiner held that no specific market had been shown 
for the service in that both the volume of gas to be sold under the service and 
the customers who would purchase it were unspecified. Second, he concluded 
that the present record did not support “an exact just and reasonable initial 
rate” for the service. The examiner found, however, that “the proposed service 
may be in the public interest,” but stated that the market for the TWS gas and 
the proper rate for the sale were left for future determination on applications 
under Section 7 of the Act. 

Tennessee, the only party which filed exceptions to the examiner’s decision, 
objects to the examiner’s denial of the TWS service. Tennessee argues that 
definite market commitments are not necessary to support this authorization, 
citing our order issued December 16, 1959, 22 FPC 1054, and that it is not 
feasible to secure them in this case. In addition, it contends that the rate 
for this service has been adequately supported on the record. Likewise, the 
company argues that it has previously sought authority for such service but 
States that the administrative delay in processing its application made it neces- 
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sary to abandon the effort. Accordingly, says Tennessee, a permanent certifi- 
cate for this service should issue now. 

Alternatively, Tennessee argues that the Commission should at the least 
modify the examiner’s decision by finding that the proposed initial TWS rate 
schedule meets the requirements of public convenience and necessity and should 
be accepted for filing. In this connection, Tennessee points out that the Com- 
mission’s staff took the position that it would not oppose waiver of Section 154.22 
of the Commission’s Regulations under the Act, which precludes the filing of a 
rate schedule until a certificate has been obtained, provided that Tennessee would 
file a certificate application when it could render the TWS service, could indi- 
eate which customers then desired the service, and could show that the service 
was required by the public convenience and necessity. 

We conclude that the presiding examiner’s decision should be affirmed except 
as to the issue of the TWS service; on this issue, the decision should be modified 
in regard to certain of the examiner’s findings respecting markets and rates, 
and affirmed as modified. As to the matter of markets, although we stated in 
the order cited above that we have authority to issue a certificate authorizing 
service even though the particular persons who would receive the service are 
not specifically designated, such a case would be the exception, not the rule. 
In this case, it is desirable that the customers and the volumes of gas they will 
purchase be definitely known, in order to permit an evaluation of the effects of 
the service on the company’s existing operations and to assure that the service 
is rendered on a non-discriminatory basis, among other reasons. 

As to rates, Tennessee adduced evidence which sufficiently establishes for 
the purpose of a certificate proceeding that the rate it proposes for the TWS 
service meets the requirements of public convenience and necessity. Of course, 
it is not always possible or necessary in a certificate proceeding to establish 
the justness and reasonableness of a rate with the exactness that can be achieved 
in a rate case. The company submitted a cost allocation study and related 
testimony which takes into consideration the allocated cost of delivering the 
gas to the storage area and the cost related to the storage of such gas. The 
evidence demonstrates, among other things, that the initial rate proposed for 
the TWS service exceeds the incremental additional cost of rendering the TWS 
service and can, therefore, be expected to contribute toward offsetting fixed 
costs of existing facilities which would otherwise have to be recovered from 
rates for general services. 

Accordingly, it is reasonable and appropriate that, consistent with staff's 
position, the provisions of Section 154.22 of the Commission’s Regulations under 
the Act be waived and Tennessee be permitted to file with the Commission a 
rate schedule and form of service agreement satisfactory to the Commission 
covering its proposed TWS service so that in the event Tennessee subsequently 
files an application to render service thereunder, the delay which would attend 
filing and acceptance of such rate schedule will be eliminated in the interest 
of expediting such service, if it is found otherwise sustainable under the Act. 
Such rate schedule shall contain the amendment to “Applicability and Character 
of Service” proposed by Tennessee in its reply brief and as stated and approved 
by the presiding examiner at page 16 of his initial decision. The service to be 
rendered under the rate schedule thus will be of lower priority in event of cur- 
tailment or interruption of service than the existing firm services but in such 
event will have priority over all gas delivered under interruptible, temporary or 
emergency service rate schedules. 
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The Commission further finds: 


As modified by the foregoing, the presiding examiner’s decision herein should 
be adopted by the Commission as its decision in this case. 


The Commission orders: 


The initial decision of the presiding examiner issued on June 6, 1960, in the 
above-entitled proceedings, is hereby modified as set forth above, and as so 
modified is adopted by the Commission as its decision in this case as of the date 
of issuance of this order. 

Commissioner Sweeney not participating. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY UNDER 
SECTION 7(C) OF THE NATURAL GAS ACT 


(Issued June 6, 1960) 


WoopDALL, Presiding Examiner: This proceeding involves several applications 
filed under Section 7 of the Natural Gas Act which were consolidated for hearing 
by the Commission’s order issued October 7, 1959. By orders issued October 26, 
1959, and November 12, 1959, 42 parties were permitted to intervene. Hear- 
ings commenced on October 26, 1959, and were held intermittently thereafter 
until concluded on April 29, 1960. The actual presentation of evidence and cross- 
examination was accomplished on eight hearing days and was completed on 
February 29, 1960, but the hearing was held open until April 18, 1960, to permit 
a further conference which was held at 2:00 p.m. on April 29, 1960, pursuant to 
the Presiding Examiner’s notice of extension of time for filing reply briefs and 
fixing date of conference issued on April 15, 1960. 

Four of the applications involved herein were filed by Tennessee Gas Trans- 
mission Company (Tennessee). Tennessee, a natural-gas company subject to the 
Commission’s jurisdiction, owns and operates a pipeline system extending in a 
northeasterly direction from its sources of supply in Texas and Louisiana through 
the States of Texas, Louisiana, Arkansas, Mississippi, Alabama, Tennessee, Ken- 
tucky, West Virginia, Ohio, Pennsylvania, New York, New Jersey, Massachusetts, 
New Hampshire, Rhode Island and Connecticut. 


Tennessee's Applications in Docket Nos. G—18877 and G—15826 


By its application in Docket No. G-—18877, as amended, Tennessee seeks au- 
thority to supply increased maximum-day requirements of 53,424 Mcf of natural 
gas per day for existing general service and contract demand customers. Tennes- 
see states that it can meet these increased requirements with authorized facilities 
through October 31, 1961, and therefore Tennessee does not request authority 
to construct and operate additional facilities in the instant application, as 
amended. Tennessee further states that it will shortly file an application to in- 
crease its capacity and will include in such application facilities adequate to meet 
the above increased requirements on a long-term basis. (Tr. 1299-1302) Tennes- 
see commenced rendering the above increased service during the 1959-1960 
winter season pursuant to temporary authorization issued by the Commission 
on November 2, 1959, as modified by orders issued December 16 and December 
18, 1959. 
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The original application in Docket No. G—18877 was filed on July 1, 1959. Such 
application was amended by formal filings on October 20, 1959, and November 
28, 1959, and a final amendment was made on the record on February 29, 1959. 
(Tr. 1299-1302).*. The major amendment involved was the elimination of 
Tennessee's request to provide a proposed storage service for its New England 
customers and the elimination of its request to construct and operate facilities 
which would have increased Tennessee’s average design-day capacity by ap- 
proximately 56,000 Mcf. Since these were the only two contested issues in 
Docket No. G—-18877, these amendments have eliminated all controversy in that 
docket. 

On August 5, 1958, Tennessee filed its application in Docket No. G—15826, as 
supplemented on August 27, 1958, requesting authority to provide increased maxi- 
mum-day requirements of 31,191 Mcf per day for its general service and contract 
demand customers for a period of one year during 1958-1959. Tennessee limited 
its request to a one-year authority because of the uncertainties at that time 
stemming from the decision of the Court of Appeals in the Memphis case.’ 
Tennessee also requested authority to provide a peaking service of up to 58,053 
Mef per day for its New England general service customers for the 1958-1959 
winter season, to terminate on April 30, 1959. On November 7, 1958, the Commis- 
sion issued temporary authority to provide the peaking service, subject to cer- 
tain tariff conditions.2 On November 14, 1958, the Commission issued temporary 
authorization to Tennessee to provide the increased general service and contract 
demand service, conditioned upon Tennessee entering into long-term service 
agreements for such service. Tennessee accepted the conditioned temporary 
certificates in its response of November 24, 1958, to the Commission. 

As noted above, Tennessee’s applications in Docket Nos. G—18877 and G—15826 
are now limited to requests for permanent authorization of the service which 
Tennessee is presently rendering pursuant to temporary authority.‘ The in- 
creased contract quantities for each customer for which Tennessee seeks per- 
manent authority herein are set forth in Appendices A and B to this decision. 

In support of the increased quantities of gas proposed to be served in Docket 
Nos. G—15826 and G—18877, Tennessee’s general service and contract demand 
customers presented evidence supported by detailed market data clearly showing 


1An amendment filed January 18, 1960, was rejected by Commission letter dated January 
28, 1960. Application for reconsideration of such rejection was denied by Commission 
order issued February 26, 1960. The details as to the proposed amendment and reasons 
for rejection are set forth in the Commission’s order of January 28, 1960. 

2 Memphis Light, Gas ¢ Water Division v. Federal Power Commission, 250 F. 2d 402 
(CADC, 1957) ; reversed, 358 U.S. 103, 79 S. Ct. 194 (1959). 

*The service was authorized at a 90 cent per Mcf rate “subject to refund of such 
portion as is in excess of the just and reasonable rate as it may hereafter be determined by 
the Commission: Provided that the refund with respect to the service during the period 
until such determination is made shall not be in excess of the difference between the 
amount actually collected under the aforesaid PS—G Rate Schedule and the amount com- 
puted at a rate of 70 cents per Mcf; and provided further that the 70 cent per Mef 
minimum rate permitted to apply during the interim period shall not be construed as a 
limit to the ultimate rate that the Commission may determine to be the proper charge.” 
On May 8, 1959, Tennessee filed a motion in Docket No. G-11107, wherein it requested, 
inter alia, the Commission to approve a settlement agreement between Tennessee and the 
New England purchasers of Peak Service providing that there shall be no refunds for 
Peak Service rendered by Tennessee pursuant to the authorizations issued in Docket Nos. 
G—11107 and G—15826. Such motion is pending with the Commission. 

*The peak service rendered by Tennessee pursuant to temporary authorization in 
Docket No. G—15826, terminated on April 30, 1959. (Tr. 89) Tennessee does not seek any 
further authority to render peak service. (Tr. 89) 
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their need for the additional quantities of gas involved in both dockets.® (Exhs. 
48-61, 64, 65, 68, 69, 71-74, 76-78, 80, 82, 83, 85, 86, 88-91, 93, 95, 98-100) 
Except for Alabama-Tennessee Natural Gas Company, gas sales contracts cover- 
ing the increased contract quantities of firm service temporarily authorized at 
Docket Nos. G—15826 and G—18877 have been executed and filed by Tennessee 
with the Commission. (Tr. 90, 1305-6) 

In its original application in Docket No. G—18877, Tennessee sought facilities 
which would have provided additional average-day pipeline capacity of approxi- 
mately 56,000 Mcf per day. (Tr. 1300) Of that additional capacity, 3,000 Mcf 
was reserved for future sales, and therefore was in excess of Tennessee’s needs. 
(Tr. 1300; Exh. 35) Subsequent to the filing of the original application, Ten- 
nessee was advised by East Tennessee Natural Gas Company that, as a result 
of the final renegotiation of its gas sales contract with the Atomic Energy Com- 
mission, East Tennessee’s average-day requirements under its contract with Ten- 
nessee would be reduced by 30,000 Mcf per day. (Tr. 1300) Additionally, in 
connection with the deletion of the proposed storage service for New England, 
and the Commission’s authorization of an interim service for New England, in 
Docket No. G—20096, for 1959-1960, the average-day requirements of Tennessee’s 
New England customers were reduced by 7,000 Mcf per day. (Tr. 1300-1) The 
remaining 16,000 Mcf of average-day capacity is required to strike a balance 
between maximum authorized service obligations, on the one hand, and author- 
ized pipeline capacity on the other. (Tr. 1301) However, since Tennessee’s 
authorized service obligations will not reach their maximum until after the 
1960-1961 winter, such balancing pipeline capacity will not be required until 
then. (Tr. 13802) However, Tennessee does not seek authority in any of the 
instant applications, as amended, to construct any additional facilities. 

Additionally, in the summer of 1959, Tennessee experienced cut-backs from 
certain contract demand customers for whom Tennessee provides pipeline ca- 
pacity in an amount equal to Tennessee’s daily contract obligations to such 
customers. (Tr. 1301) As a result of these cut-backs, Tennessee had a surplus 
of 12,000,000 Mcf in underground storage at the beginning of the 1959-1960 win- 
ter which is equal to 33,000 Mcf per day of average-day pipeline capacity on a 
temporary basis. (Tr. 1301-3) Based on advice received recently from Tennes- 
see’s contract demand customers, Tennessee expects a similar experience to 
occur in the summer of 1960, thus providing surplus gas in storage sufficient to 
offset, on a temporary basis, the need for the above-mentioned 16,000 Mcf of 
additional average-day pipeline capacity. (Tr. 1302) 

Tennessee’s presently authorized pipeline system is, therefore, adequate to 
meet its delivery obligations, including those involved herein, through the 
period ending October 31, 1961. (Tr. 1301) Tennessee has_ repre- 
sented that it will shortly file an application for authority to construct addi- 
tional facilities adequate to meet the increased requirements involved herein 
on a long-term basis as well as additional natural gas service required by 
existing customers commencing with the 1960-1961 winter. (Tr. 1302) By 
such application, Tennessee expects to achieve again the necessary balance 
between authorized pipeline capacity on the one hand and maximum authorized 
natural gas service obligations on the other. (Tr. 1302) 

In support of its gas supply position, Tennessee submitted new gas purchase 
contracts which provide an additional 364,463 Mcf of gas reserves for the Ten- 


5 Tennessee’s market witness presented evidence for a few small customers who are 
not equipped to present such data. (Tr. 82; Exh. 45) 
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nessee system. (Exhs. 38, 42, p. 13; Tr. 184-6, 164) The evidence shows that 
the gas reserves available to Tennessee under the above-mentioned new gas 
purchase contracts are capable of meeting the net additional gas requirements 
involved herein. 

The amendment of Tennessee’s application deleting its request for facilities 
eliminates the usual issues as to economic feasibility and financing. Tennessee 
has fully demonstrated that it is able and willing to perform the additional 
service involved in Docket No. G—18877, as amended, and Docket No. G—15826, 
as supplemented, and that such service is required by the public convenience 
and necessity. 

The Abandonment of Transportation Service to Niagara—Docket No. G-16843 

Tennessee’s application in Docket No. G—16843, filed on October 31, 1958, 
and supplemented on November 12, 1958, involves three requests. First, 
Tennessee requests permission to abandon the transportation service to Niagara 
Gas Transmission, Ltd. of Canada authorized by the Commission in Docket 
No. G—-1969 (Opinion No. 261; 12 FPC 311). Secondly, Tennessee requests that 
the Commission modify the export authorization issued in Docket No. G—1921 
(12 FPC 311) so that Tennessee will be authorized to import or export gas 
in the event of emergencies on the systems of Trans-Canada Pipe Lines Limited 
(Trans-Canada) or Tennessee. Finally, Tennessee requests that the Commis- 
sion modify the Presidential Permit issued September 11, 1953, at Docket No. 
G-—1922 so as to authorize Tennessee to maintain and utilize the submerged 
pipeline crossing under the Niagara River for such emergency export or import 
purposes. 

In Opinion No. 261, Tennessee was authorized to construct and operate 
facilities and to transport up to 115,000 Mcf of gas per day purchased by 
Niagara in the Gulf Coast area. The gas was transported by Tennessee and 
delivered to Niagara at the International Boundary near Niagara Falls, New 
York. Niagara, in turn, transported the gas to the vicinity of the city of 
Toronto for The Consumers Gas Company (Consumers). In addition to main- 
line and gathering facilities, Tennessee was authorized to construct and operate 
approximately 45 miles of 20-inch O.D. pipeline, known as the Niagara Spur, 
extending from Tennessee’s main transmission line near Buffalo, New York, 
to a point on the United States-Canadian International Boundary near Niagara 
Falls, New York. A Presidential Permit was issued to Tennessee authorizing 
it to construct, operate and maintain a dual submerged 20-inch pipeline crossing 
the Niagara River for exportation of the natural gas to Canada (Docket No. 
G-—1922, Order issued September 11, 1953). 

Niagara’s need for the transportation service was eliminated when Trans- 
Canada commenced rendering complete natural-gas service to Consumers. An 
agreement, dated April 2, 1954, between Tennessee, Niagara, Consumers and 
Trans-Canada provided, inter alia, that when Trans-Canada was in a position 
to render complete natural gas service to Consumers, Tennessee would consent 
to termination of the transportation agreement between Tennessee and Niagara. 
(Exh. 26; Tr. 91-2) 

By telegram dated October 29, 1958, Niagara advised Tennessee that partial 
service by Trans-Canada to Consumers had begun and that complete natural 
gas service would commence on November 5, 1958. (Exh. 30; Tr. 93) On Oc- 
tober 31, 1958, Tennessee filed the instant abandonment application advising 
the Commission of the above facts. On November 12, 1958, Tennessee supple- 
mented its application to advise the Commission that complete service from 
Trans-Canada to Consumers did commence on November 5, 1958, and, accord- 
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ingly, the transportation service had been terminated pursuant to agreement. 
(Exh. 39) 

By related agreements, Tennessee succeeded to Niagara’s Gulf Coast area 
gas purchase contracts, and producer applications to make such sales to Ten- 
nessee are pending before the Commission. (Exhs. 26, 28, 39; Tr. 91-3, 
137-8) ° 

Tennessee has filed no application to abandon facilities since it is utilizing 
the capacity formerly required for the Niagara service. As the evidence in 
Docket No. G—18877 shows, the gathering facilities are being utilized to gather 
gas formerly dedicated to Niagara and now assigned to Tennessee. The 61,914 
Mcf of Tennessee’s system design-day capacity available from the supply area 
to storage and previously allocated to Niagara has now been allocated to serve 
other existing customers of Tennessee. Similarly, peak-day capacity made avail- 
able east of storage is being utilized to serve requirements of present customers 
east of storage. (Tr. 116-117) The Niagara Spur is presently being utilized to 
meet Tennessee’s obligations to New York State Electric and Gas Company and 
Iroquois Gas Company. Deliveries to Iroquois are presently being made at a 
delivery point at the end of the Spur, and Iroquois has advised Tennessee that 
it requires a second delivery point on the Spur for additional deliveries to com- 
mence in the fall of 1960. (Tr. 93-4, 1187) Deliveries to New York State Elec- 
tric and Gas are made at a point 82 miles up the Spur. (Tr. 98-4,1181) Ad- 
ditionally, the Niagara Spur and the submerged river crossings are proposed to 
be utilized for the importation and exportation of gas during emergencies, men- 
tioned above. (Tr. 116-17) 

With regard to the emergency interconnection with Trans-Canada, Tennes- 
see made emergency deliveries to Trans-Canada during last winter when me- 
chanical difficulties were encountered by Trans-Canada. (Tr. 139) The seri- 
ousness of that emergency is indicated by the fact that for a period of some 
nine days Tennessee made emergency deliveries to Trans-Canada ranging 
from 60,000Mcf to 85,000 Mcf of natural gas per day. (Tr. 1215) Were it not 
for such deliveries the City of Toronto might have been virtually without gas 
at the peak of the winter. (Tr. 1215)’ 

Moreover, as pointed out by Mr. Witmer, Senior Vice President of Tennes- 
see, the connection of the facilities of Tennessee and Trans-Canada at the 
Niagara River lends assistance to peace-time trade and could be of incalculable 
value to the national defense of both countries. 

The Columbia Gas System interveners (Columbia)* contend that Tennessee 
has not made an adequate showing as to the future usefulness of the Niagara 
Spur and the submerged Niagara River crossing. Columbia states that a con- 
dition should be attached to the abandonment authorization requiring Tennes- 
see to reflect on its books “the use or non-use of these facilities” until such time 
as Tennessee can make a showing as to the usefulness of the facilities. (Tr. 
1273-74) 

As mentioned above, the Niagara Spur is currently being used to render serv- 
ice to New York State Electric and Gas Company and Iroquois Gas Company. 


*The producer applications for certificates to sell such gas to Tennessee are pending 
before the Commission in Docket Nos. G—16611, G—16612, G—16618, G-16719 and G—16679. 
(Tr. 187-8) 

™The emergency deliveries to Trans-Canada were made pursuant to the terms of Ten- 
nessee’s Hmergency Rate Schedule. (Tr. 1212). Presumably, emergency deliveries by 
Trans-Canada would be made pursuant to a similar rate schedule filed by Trans-Canada 
with the Canadian Royal Energy Board. 

® The Columbia Gas System interveners are The Manufacturers Light and Heat Company, 
The Ohio Fuel Gas Company and United Fuel Gas Company. 
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(Tr. 116-17) The submerged river crossing is available as a continuing emerg- 
ency interconnection with Trans-Canada. (Tr. 139-40). These facilities are an 
integral part of Tennessee’s over-all pipeline system and Tennessee’s application 
is limited solely to the abandonment of service to Niagara, which is now an ac- 
complished fact, and to the modification of the Commission’s related authoriza- 
tions in the manner described above. The issues, therefore, as prescribed by 
the Natural Gas Act, are whether the public convenience and necessity permits 
the abandonment of the service and whether the proposed modifications there- 
in are consistent with the public interest. The record fully supports Tennessee’s 
application, and none of the parties, including Columbia, has indicated any 
opposition to the proposed abandonment of service. Nor do they contend that 
it is not in the public interest to maintain the emergency interconnection with 
Trans-Canada. The issue of full use of the facilities, which Columbia seeks to 
raise, cannot be brought to issue or determined in this certificate proceeding. 

The extent of the usefulness of the above facilities is relevant only to the 
question of whether the cost of such facilities should be included in Tennessee’s 
rate base for rate-making purposes. Columbia concedes that rate base questions 
should be raised in a rate proceeding rather than in the instant proceeding. 
(Tr. 1273) Columbia does not contend that it will not have ample opportunity 
to raise that issue in a rate proceeding, if it should desire to do so. For the 
foregoing reasons, Columbia’s proposed condition is denied. 

Tennessee has fully demonstrated that the public convenience and necessity 
permits the abandonment of transportation service to Niagara and that the 
proposed modifications of the Commission’s authorizations in Docket Nos. G—-1921 
and G—1922 are in the public interest. 


Temporary Winter Service Docket No. G—19042 


By its application at Docket No. G—19042, Tennessee seeks authority to render 
a Temporary Winter Service (TWS) to its customers at or west of storage under 
its proposed TWS rate schedule. (Tr. 217) In certain past years, due to 
weather conditions or for other reasons, substantial volumes of gas have become 
available to Tennessee for injection into underground storage because of the fail- 
ure of contract demand customers to take all of the gas to which they are con- 
tractually entitled, or because general service customers have failed to take as 
much gas as they had estimated they would require. (Tr. 218) The proposed 
TWS is designed to make available for sale such excess storage balances, when 
in Tennessee’s judgment the storage balances are adequate to provide such 
service in addition to the anticipated normal requirements of the system for 
the winter period. (Tr. 94-5, 217-18) No additional facilities would be required 
to render such service, since the service would be rendered only at points at 
or west of storage by displacement. (Tr. 219) 

When excess storage balances are available, Tennessee would enter into a 
firm agreement with the eligible customer to deliver a specified total volume of 
gas at a maximum daily delivery obligation not in excess of 2 percent of such 
total volume. (Tr. 218; Exh. 47, Section 3) Under the above conditions, the 
service would be available from November 1 through April 30 of each year. 
(Exh. 47, Section 3) 

Tennessee proposes to render the service at an initial rate of 57 cents per 
Mcf. (Tr. 220) In support of such rate, Mr. Davis, Vice President of Tennes- 
see in charge of Rates, submitted a cost allocation study which takes into 
consideration the cost of delivering the gas to the storage area and the cost 
related to the storage of such gas. (Exh. 47, Section 1; Tr. 219-21) 

In this study, the cost of gas at the storage area is considered to be equivalent 
to the 100 percent load factor rate in the rate zone in which the storage field 
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is located.’ This would be the rate at which the gas would be sold if delivered 
from the pipeline on a 100 percent load factor basis without injection into 
storage. (Tr. 219-20) Since the storage fields are located in different rate 
zones, a weighted 100 percent load factor rate was used, based on the portion 
of the top storage capacity of the storage fields in each zone. (Tr. 220) The 
eost of gas at the storage area, so developed, is 40.69 cents. (Exh. 47, Section 1) 
To this Mr. Davis added the storage cost of 15.82 cents per Mcf. (Tr. 220; 
Exh. 47, Section 1) The storage cost is based on the total cost of service re- 
lated to storage ($5,512,804) divided by the top storage capacity of 34,840 MMcf, 
at 15.025 psia. (Tr. 220; Exh. 47, Section 1) Thus, the total allocated cost 
of the TWS is 56.51 cents. (Exh. 47, Section 1) However, Tennessee’s Reply 
Brief concedes that higher rates in Docket No. G—19983 have gone into effect 
since the conclusion of hearings herein, which raises the proposed rate for 
TWS by approximately 4 cents per Mcf. 

Tennessee’s experience suggests that there may be a market for this service. 
In 1956, Tennessee rendered a similar TWS to Equitable Gas Company at a rate 
of 50 cents per Mcf.” (Tr. 95, 220) A similar service was again proposed in 
1959 to be rendered to Equitable Gas Company, The East Ohio Gas Company and 
New York State Natural Gas Corporation under agreements which were part of 
Tennessee’s applications at Docket No. G—-17653 and Docket No. G-17767. How- 
ever, due to the delay involved in obtaining certificates, it became necessary for 
the parties to cancel the agreements. (Tr. 220) If Tennessee had had a TWS 
Rate Schedule on file in 1959 and had been authorized to render this service, the 
record indicates that it would have received $2,000,000 in revenue, which would 
have fallen within the test period in Tennessee’s rate proceeding pending at 
Docket No. G-19983. (Tr. 1216) 

Tennessee states that its experience in 1959 clearly indicates it is wholly im- 
practicable and self-defeating to require Tennessee to file applications for each 
proposed Temporary Winter sale because of the inevitable delays which occur in 
processing such applications, and that such delays frustrate the very purpose of 
the application by preventing the service being rendered during the particular 
winter season in which surplus storage gas is available. For this reason, Ten- 
nessee seeks continuing authority to render this service and to file a permanent 
rate schedule therefor. (Tr. 95) In this way, Tennessee contends it will be 
enabled, when such gas is available, to make the sales and utilize its storage 
facilities for the benefit of all of its existing customers. (Tr. 95) Columbia 
contends that the maximum winter withdrawal by Tennessee from storage was 
11,331 MMcf during the 1957-1958 winter out of 34,840 MMcf, which shows un- 
used, available storage capacity. Properly priced such TWS would return benefit 
to all customers by increasing Tennessee’s revenues. The Commission has rec- 
ognized such benefits heretofore (21 FPC 70, 77) : 


That service is being rendered by existing facilities and the volumes of gas 
in storage on Tennessee’s system, which volumes were in excess of the needs 
for the winter. Thus, if these sales were not made, unused capacity would 
exist on the system, and gas would be kept in storage which could and should 
be sold for use by customers. 


® The rates used are those being collected subject to refund in Tennessee’s pending rate 
proceeding in Docket No. G—17166. 

2 Since 1956, Tennessee has filed two rate increases which have become effective, one 
at Docket No. G—-11980 which averaged some 3.8 cents per Mef of gas sales and another at 
Docket No. G—17166 which is a flat increase of 3.2 cents per Mcf on gas sales. If these 
two increases are added to the 50 cent per Mcf price to Equitable in 1956, the result is 
57 cents per Mcf, which is equal to the rate proposed in this proceeding. (Tr. 220) 
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The Staff submitted a motion to dismiss the TWS application. (Tr. 1253-55) 
Although the Staff opposes the issuance of the requested certificate herein it 
voiced no objection to the filing of such rate schedule as a part of Tennessee’s 
permanent FPC Gas Tariff. (Tr. 1260) In this regard, the Staff would not 
oppose the waiver of Section 154.22 of the Commission’s Regulations which 
provides that a certificate must be issued prior to the filing of a rate schedule. 
(Tr. 1260) 

In its Reply Brief Tennessee proposes amending the proposed “Applicability 
and Character of Service” provision of the TWS schedule to read as follows: 


Natural gas delivered by Seller to Buyer under this Rate Schedule shall 
have priority over all gas delivered under other rate schedules on an inter- 
ruptible, temporary or emergency basis and deliveries hereunder up to the 
Temporary Daily Quantity on any day until the Temporary Winter Quan- 
tity has been delivered shall not be subject to curtailment or interruption or 
discontinuance, except at such times when the rendering of this service 
would impair Seller’s ability to fulfill its obligations to render its firm 
services and when caused by force majeure. Subject to the above conditions, 
the gas sales contract for service hereunder shall obligate Seller to sell and 
be ready at all times to deliver to Buyer the Temporary Daily Quantity of 
natural gas stated in said contract until the Temporary Winter Quantity 
has been delivered, and shall obligate Buyer to take, or to pay for whether 
taken or not, the Temporary Winter Quantity of natural gas. 


Such change would remove the obligation to render TWS when to do so 
would render Tennessee unable to fulfill its firm delivery obligations. This 
would assure avoidance of impairment of Tennessee’s ability to perform its 
long-term contractual commitments. 

The firm contract customers certainly cannot complain that TWS would en- 
danger their contract rights to deliveries of gas. The schedule herein approved 
will contain such provision. 

Columbia’s opposition to the proposed rate and the method of calculating 
the cost of TWS requires consideration. Columbia concedes “for purposes of 
this decision only” that the cost of the TWS gas at the storage area is prop- 
erly calculated at 44.69 cents per Mcf. (Witness Davis’ Exh. 47, Section 1 
at 40.69 cents plus 4 cents increased rates in Docket No. G-19983) Tennessee 
has charged the full demand and commodity charges at which the gas would 
be sold if delivered from the pipeline on a 100 percent load factor basis with- 
out injection into storage. (Tr. 219-20) 

Columbia contends that in determining the cost of service of the storage 
element Tennessee must present a system-wide allocation study of all zones 
and rates schedules to justify the single proposed initial rate for TWS service. 
The Commission and the Courts have, however, approved a proper incremental 
allocation of costs of a specialized single service such as TWS when, as here 
determined, it is reasonable and feasible to separate out the specific facilities 
which are necessary to render the service. It is, therefore, found that the total 
underground storage cost of $5,512,804 is properly determined. It is further 
found that 34,840 MMcf is the undisputed volume of top storage capacity, and 
that 11,331 MMcf is the undisputed largest shown volume of withdrawal from 
storage within any winter period (1957-1958). Tennessee used the full top 
storage capacity as the divisor to derive 15.82 cents per Mcf incremental storage 
cost to be added to the 44.69 cents stipulated herein as cost at storage, to obtain 


11 The italicized portion of the above provision represents the changes from the provi- 
sion as originally proposed by Tennessee. 
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an initial rate of 61 cents (60.51) per Mcf. Columbia argues for the use of the 
figure of 11,331 MMcf to obtain 48.65 cents per Mcf incremental cost of storage 
to be added to the 44.69 cent cost at storage to obtain an initial rate of 93.45 
cents per Mcf. 

The state of the record does not provide substantial evidence to support an 
exact just and reasonable initial rate for TWS. There is no evidence that TWS 
will utilize the full top storage capacity or any fixed percentage thereof in any 
winter season. The proper incremental cost of TWS rightly would share storage 
costs in some proper relation to the percentage of use of such storage capacity 
used or dedicated by contract, which is an unknown factor on this record. 

The Staff’s motion to dismiss is grounded on the proposition that there is no 
substantial evidence to support a finding that the present or future public 
convenience and necessity requires the TWS at the present time or during any 
winter period. As the Staff’s Brief summarizes the situation: “Consequently, 
the cumulative result of the evidence and testimony in this docket (G—19042) is 
an offering of a firm service by Tennessee at a given rate, to no specified customer 
or customers, at some undetermined future date upon the occurrence of a 
condition precedent.” It might be added that the volume of service is also 
unspecified. 

On this record it cannot be found that public convenience and necessity re- 
quires the proposed sales of gas at the proposed rate. 

It is, however, determined and concluded that the proposed service schedule 
may be in the public interest and should be made available for sales when and 
if certificated under future applications. The determinations herein affecting 
the TWS schedule leave for future determination under appropriate applications 
pursuant to Section 7 of the Natural Gas Act: 

1. the specific market for a specified volume of TWS gas for the next winter 
period thereafter, and 

2. the initial rate at which such TWS sales would be required by such market 
by the public convenience and necessity including the appropriate share of the 
total incremental cost of storage over and above the systemwide cost of service 
of gas to the point of storage. 


Pennsylvania & Southern Gas Company’s Application in Docket No. G—18140 


Pennsylvania & Southern Gas Company (Pennsylvania & Southern) is en- 
gaged in the distribution and sale of natural gas in North Carolina, Maryland 
and Pennsylvania. By its application filed on March 23, 1959, and supple- 
mented on April 15, 1959, Pennsylvania & Southern seeks authority to operate 
existing facilities which will enable it to transport gas from Sayre, Pennsyl- 
vania to Waverly, New York. On December 11, 1959, the Commission issued 
teniporary authority to Pennsylvania & Southern to operate such facilities. 

Pennsylvania & Southern presently distributes gas in several towns in Penn- 
sylvania, including the Town of Sayre, Pennsylvania. All of its gas for dis- 
tribution in Pennsylvania is purchased from Tennessee. Pennsylvania & South- 
ern has a contract to acquire control of the utility system serving Waverly, 
New York and such acquisition has been approved by the New York Public 
Service Commission and has been declared to be in the public interest. The 
Town of Waverly, New York is contiguous and directly north of Sayre, Penn- 
sylvania and there presently exists a pipeline connection between those two 
towns which was constructed years ago when the utility systems of both towns 
were under a common ownership and management. 

The only issue involved, therefore, is whether Pennsylvania & Southern 
should be issued a certificate to operate the above-mentioned facilities so that 
it can distribute natural gas in the Town of Waverly, New York. In Docket 
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No. G—18877, Tennessee proposes to provide increased maximum-day require- 
ments of up to 2,055 Mcf for Pennsylvania & Southern. (Exh. 1-A) Of this 
amount, 292 Mcf per day is intended to meet the first year peak-day requirements 
of Waverly and the remainder will be used to meet Pennsylvania & Southern’s 
other requirements. (Tr. 788) 

In support of its application, Pennsylvania & Southern submitted, inter alia, 
detailed market data showing a need for the gas involved. (Tr. 770, et seq.; 
Exhs. 98-99) Waverly is presently being served with propane air gas. (Tr. 
784) No issue has been raised with regard to the application and on the basis 
of the evidence submitted, Pennsylvania & Southern has demonstrated that a 
certificate is required by the public convenience and necessity. 


Application of Tennessee Natural Gas Lines, Inc., in Docket No. G—19302 


Tennessee Natural Gas Lines, Inc. (Tennessee Natural) owns and operates 
a natural gas transmission system located in the State of Tennessee. It pur- 
chases its entire requirements from Tennessee Gas Transmission Company and 
delivers and sells such gas to Nashville Gas Company for resale in Nashville, 
Tennessee, and several nearby communities. Tennessee Natural also sells gas 
to three non-jurisdictional customers for their own use. 

By its application in Docket No. G—19302, Tennessee Natural seeks authority 
to provide the Ford Motor Company with firm natural gas service of up to 3,000 
Mcf per day for processing purposes in lieu of interruptible service presently 
being rendered to Ford. Additionally, it seeks authority to provide DuPont 
Company, a present interruptible customer, with firm service in an amount up 
to 900 Mcf per day. No additional facilities are required to make such sales, 
except for a small amount of plant or yard piping for the proposed service to 
DuPont. 

Tennessee Natural has contracts for the proposed sales with Ford and DuPont. 
In support of its application, Tennessee Natural presented a witness who testi- 
tied as to the need for the proposed service and Tennessee Natural’s ability to 
render such service. For its gas supply, Tennessee Natural relies on the appli- 
cation of Tennessee at Docket No. G—18877, as well as existing authorizations 
of Tennessee. 

No issue has been raised as to Tennessee Natural’s application, and on the 
basis of the evidence submitted, a certificate will be issued herein. 


Application of Alabama-Tennessee Natural Gas Company in Docket No. G—19132 


Alabama-Tennessee Natural Gas Company (Alabama-Tennessee) owns and 
operates a natural gas transmission system, subject to the Commission’s juris- 
diction, serving customers located in Mississippi, Alabama and Tennessee. On 
August 5, 1959, it filed the instant application seeking authority to construct 
and operate 2.30 miles of 10%-inch O.D. mainline and appurtenant facilities 
paralleling its existing 6%-inch O.D. mainline in Madison County, Alabama. 
Such additional facilities are required to provide the capacity needed to enable 
Alabama-Tennessee to deliver the additional supplies of natural gas commencing 
with the 1959-1960 winter season. Temporary authority to construct and 
operate such facilities was granted on November 2, 1959. 

Alabama-Tennessee purchases its entire natural gas requirements from Ten- 
nessee, and in Docket No. G-—18877 Tennessee proposes to provide increased 
maximum-day requirements for Alabama-Tennessee of 6,061 Mcf (at 14.73 
psia).” In support of its application, Alabama-Tennessee submitted detailed 


12 Reduced from the original estimate of 9,546 Mcf. 
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market data and evidence as to system design and capabilities showing a need 
for the additional facilities here involved. (Exhs. 101-102) The estimated 
cost of the facilities is $105,000 and the funds needed for such facilities will 
be obtained from internal sources and from proceeds of a $100,000 bank loan. 
The detailed cost and financial data submitted by the company clearly show 
its ability to finance this relatively minor expansion program. (Exhs. 105-111, 
Tr. 857-862). In view of the foregoing, and on the basis of the evidence sub- 
mitted, Alabama-Tennessee has clearly shown that these additional facilities 
are required by the public convenience and necessity and, accordingly, a cer- 
tificate will be issued herein. 


Application of Honesdale Gas Company in Docket No. G—19021 


Honesdale Gas Company (Honesdale) filed an application on July 22, 1959, 
as amended September 1, 1959, pursuant to Section 7(a) of the Act, for an 
order directing Tennessee to establish a physical connection of its facilities 
with those to be constructed by Honesdale, and to sell Honesdale volumes of 
natural gas for resale and distribution in and around the borough and township 
of Milford, Pike County, Pennsylvania. Honesdale presently provides service 
to the community of Honesdale, Pennsylvania, with gas purchased from Ten- 
nessee. The proposed service to Milford would be separate and distinct from 
Applicant’s existing Honesdale system. Service to Milford would be from 
Tennessee’s Hebron-Greenwich line east of Tennessee’s storage fields. 

Honesdale proposed to construct and operate approximately 2.24 miles of 
4-inch transmission pipeline extending from a connection with Tennessee’s 
Hebron-Greenwich line at the point where such line crosses Pennsylvania Route 
8 in Pike County, Pennsylvania, to the community of Milford. Honesdale also 
proposed to construct the facilities to serve Milford. 

For reasons stated in its order of December 18, 1959, the Commission partially 
severed the instant docket from the consolidated proceeding for the limited 
purpose of directing Tennessee to commence deliveries of up to 396 Mcf per day 
of natural gas to meet Honesdale’s requirements for Milford for the 1959-1960 
Winter season. Tennessee commenced such deliveries on December 30, 1959. 
(Tr. 1306) 

Honesdale still seeks an order directing Tennessee to provide up to 625 Mcf 
of natural gas per day which is Milford’s third year peak-day requirements. 
Tennessee states that as a practical matter it can serve the requirements of 
Honesdale through October 31, 1961, with its presently authorized facilities 
and, therefore, does not oppose an order directing Tennessee to serve such re- 
quirements. Tennessee further states that if such an order is issued, it will 
include in the application it intends to file shortly, the facilities necessary 
to meet those requirements beyond October 31, 1961. (Tr. 1303-4) 

In view of the foregoing and on the basis of the evidence submitted by Hones- 
dale, Tennessee will be directed herein to provide Honesdale’s estimated re- 
quirements for service to the Milford area of up to 625 Mcf per day. (Item 
C) Tennessee has stated its willingness to provide facilities for long-term gas 
service to Honesdale. 

Honesdale’s project has received all of the necessary local and State author- 
izations. The Pennsylvania Public Utility Commission has restricted the supply 
of natural gas to customers in the Milford area to 396 Mcf per day, which is 
the peak-day requirements previously authorized. The authorization issued 
herein shall be subject to Honesdale’s receiving authorization from the Pennsyl- 
vania Public Utility Commission to terminate such restriction. 
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Application of Monson Gas Company In Docket No. G-17756 


On January 30, 1959, Monson Gas Company (Monson) filed an application, as 
supplemented on February 18 and July 17, 1959, for an order directing Ten- 
nessee to establish a physical connection of its facilities with those to be con- 
structed by Monson, and to sell Monson volumes of natural gas for resale and 
distribution by Monson in the community of Monson, Massachusetts. Monson 
seeks to have Tennessee provide up to its estimated third year peak-day re- 
quirements of 3,774 Mcf. 

In addition to serving the residents of Monson, Massachusetts, Monson pro- 
poses to provide firm service to two industrial customers, namely, Wickwire 
Spencer Company and the Diamond-Gardner Corporation, both of Palmer 
Massachusetts. In order to serve those two companies, the gas will be trans- 
ported through the 11 miles of 6-inch pipeline facilities to be constructed by 
Products Transport, Inc., from the interconnection with Tennessee at or near 
Monson, Massachusetts to those respective companies. The 6-inch line will cost 
about $300,000 financed in part by funds contributed in part by the two industrial 
customers. The balance will be financed by loans, including $200,000 from the 
Mortgage Service Company of Springfield, Massachusetts. The Commission 
received on December 14, 1959, a letter from the Department of Public Utilities 
for the Commonwealth of Massachusetts stating that the proposed operations 
of Products Transport, Inc. would be subject to the jurisdiction of that Depart- 
ment. 

In support of its application, Mcnson submitted market, cost and financial 
data. (Exh. 87) The estimated initial cost of the distribution facilities for 
Monson is $50,000. Such cost will be financed by the sale of common and pre- 
ferred stock which will be purchased by the President of the company. Mon- 
son’s President testified that he had sufficient cash in the bank and could sell 
certain securities in order to purchase such stock. Monson’s estimated net 
earnings on equity in the third year is 9.8 percent. 

Monson has the necessary state and local authorizations for its project. No 
issue has been raised with regard to the data submitted by Monson in support 
of its application. As is the case with Honesdale, Tennessee states that it can 
meet Monson’s requirements with existing authorized facilities through October 
31, 1961, and, if directed to provide service to Monson, it will include in its next 
application, adequate facilities to meet Monson’s requirements on a long-term 
basis. 


In view of the foregoing, Monson’s application will be granted. 


Further Findings and Conclusions 


(1) Tennessee Gas Transmission, a Delaware corporation, with its principal 
place of business in Houston, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission. 

(2) Tennessee’s proposed service and sales of natural gas in Docket Nos. 
G—15826, G—18877 and G—19042, hereinabove referred to, and more fully described 
in its applications, will be made in interstate commerce for resale for ultimate 
public consumption, subject to the jurisdiction of the Commission, and such 
sales are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Subject to the requirements of the order and the conditions of the certif- 
icate herein issued, Tennessee is able and willing properly to do the acts and 
to perform the sales and services proposed in Docket Nos. G—15826, G—18877 and 
G-—19042, and to conform to the provisions of the Natural Gas Act and the re- 
quirements, rules and regulations of the Commission thereunder. 
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(4) The sales of natural gas and services proposed by Tennessee in Docket 
Nos. G-15826 and G—18877 are required by the public convenience and necessity, 
and certificates should be issued to Tennessee as hereinafter ordered and con- 
ditioned. 

(5) Tennessee’s application in Docket No. G—16843 to abandon transportation 
service to Niagara and its request for modification of the authorizations issued 
to Tennessee in Docket Nos. G-1921 and G—1922, in the manner hereinabove 
described, are subject to the jurisdiction of the Commission and the require- 
ments of Section 3 and subsection (b) of Section 7 of the Natural Gas Act and 
Executive Order 10485. 

(6) For reasons fully described above, and in Tennessee’s application in 
Docket No. G—16843, the public convenience and necessity permits the abandon- 
ment of transportation service to Niagara authorized in Docket Nos. G—1969 
et al., and the proposed modifications of the authorizations issued in Docket 
Nos. G—1921 and G-—1922 are consistent with the public interest and are 
authorized. 

(7) Pennsylvania & Southern Gas Company’s present and proposed operation 
of facilities for transportation of natural gas in interstate commerce between 
Sayre, Pennsylvania and Waverly, New York, hereinabove referred to, and more 
fully described in its application is and will be subject to the jurisdiction of the 
Commission and to the requirements of subsections (c) and (e) of Section 7 of 
the Natural Gas Act. 

(8) Pennsylvania & Southern Gas Company is able and willing properly to do 
the acts proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(9) The operation of facilities as described in Pennsylvania & Southern Gas 
Company’s application is required by the public convenience and necessity and 
a certificate should be issued to such Applicant. 

(10) Alabama-Tennessee Natural Gas Company, a Delaware corporation, 
having its principal place of business in Florence, Alabama, and Tennessee 
Natural Gas Lines, Inc., a Tennessee corporation, having its principal place of 
business in Nashville, Tennessee, are natural-gas companies within the meaning 
of the Natural Gas Act as heretofore found by the Commission. 

(11) As more fully described above and in their respective applications, 
Alabama-Tennessee Natural Gas Company and Tennessee Natural Gas Lines, 
Ine. propose to construct and operate facilities for the transportation and sale 
of natural gas in interstate commerce, subject to the Commission’s jurisdiction 
and to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(12) Alabama-Tennessee Natural Gas Company and Tennessee Natural Gas 
Lines, Inc. are able and willing properly to do the acts and to perform the sales 
and services proposed in their respective applications and to conform to the 
provisions of the Natural Gas Act and the requirements, rules and regulations 
of the Commission thereunder. 

(13) The construction and operation of facilities and sales and services pro- 
posed by Alabama-Tennessee Natural Gas Company and Tennessee Natural Gas 
Lines, Inc. are required by the public convenience and necessity and certificates 
should be issued to such Applicants. 

(14) Honesdale Gas Company is legally authorized to engage in the local 
distribution of natural gas to the public in and around the borough and town- 
ship of Milford, Pike County, Pennsylvania and, accordingly, is a qualified 
applicant under Section 7(a) of the Natural Gas Act. 

(15) Monson Gas Company, a Massachusetts corporation, having its principal 
place of business in the town of Monson, Massachusetts, is legally authorized to 
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engage in the local distribution of natural gas to the public in the town of 
Monson, Massachusetts and, accordingly, is a qualified applicant under Section 
7(a) of the Natural Gas Act. 

(16) It is necessary and desirable in the public interest to direct Tennessee 
Gas Transmission Company to establish physical connection of its transmission 
facilities with the facilities of Monson Gas Company and to sell and deliver to 
Monson Gas Company and Honesdale Gas Company, under Tennessee Gas Trans- 
mission Company’s applicable rate schedule, a daily quantity of natural gas not 
to exceed 3,774 Mcf at 14.73 psia and 625 Mcf at 14.73 psia, respectively, under 
a service agreement to be executed by Tennessee Gas Transmission Company 
with each of the Applicants. 

(17) The requirement that Tennessee serve Monson Gas Company and Hones- 
dale Gas Company, as hereinafter ordered, will not place an undue burden upon 
Tennessee Gas Transmission Company nor impair its ability to render adequate 
service to its customers. 

(18) Monson should file with the Commission within 60 days of the issuance 
of any order herein, acceptable, executed contracts between Monson and the two 
proposed industrial customers, Diamond-Gardner Corporation and Wickwire 
Spencer Company. 

(19) Monson should file with the Commission within 60 days of the issuance 
of any order herein, an executed gas transportation agreement with Products 
Transport, Inc. 

(20) Products Transport, Inc., will receive interstate gas from Tennessee at 
the proposed Tennessee-Monson town border station located in Massachusetts 
and will transport same, for the Monson Gas Company, approximately 11 miles 
to a point of final consumption within Massachusetts. 

(21) The Massachusetts Department of Public Utilities has certified to the 
Federal Power Commission that it has and will exercise regulatory jurisdiction 
and control of the service and facilities proposed herein by Products. 

(22) Products Transport, Inc., falls within the exemption proviso of Section 
1(c) of the Natural Gas Act. 


Order 


Wherefore, it is ordered, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Prac- 
tice and Procedure, that: 

(A) Certificates of public convenience and necessity are hereby issued to 
Tennessee Gas Transmission Company in Docket Nos. G—15826 and G-—18877 
for the sales of natural gas proposed. 

(B) A certificate of public convenience and necessity is hereby denied to 
Tennessee Gas Transmission to render Temporary Winter Service as proposed in 
Docket No. G—19042. 

(C) Tennessee Gas Transmission Company is hereby permitted to abandon 
the transportation service authorized for Niagara in Docket Nos. G—1969 et al. 

(D) Docket Nos. G-1921 and G—1922 are consolidated herewith for purposes 
of modifying the authorizations issued in those dockets in the manner set forth 
below. 

(E) The export authorization issued to Tennessee Gas Transmission Com- 
pany in Docket No. G—1921 is hereby modified to authorize Tennessee to export 
natural gas from the United States to the Dominion of Canada and to import 
natural gas from the Dominion of Canada to the United States for periods of 
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emergency on the pipeline systems of Tennessee Gas Transmission Company or 
Trans-Canada Pipe Lines, Limited. 

(F) The Presidential Permit issued to Tennessee Gas Transmission Company 
in Docket No. G—1922 is hereby modified to authorize Tennessee to maintain the 
facilities authorized by such Presidential Permit for emergency export or im- 
port purposes described in paragraph (E) above. 

(G) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the 
Commission’s Regulations under the Natural Gas Act, requiring the filing of 
rate schedules for the service herein authorized; and is without prejudice to 
any findings or orders which have been or may hereafter be made by the Com- 
mission in any proceeding now pending or hereafter instituted against Tennessee 
Gas Transmission Company. 

(H) The motion of the Commission’s Staff to dismiss the application in 
Docket No. G—19042 is hereby granted. 

(I) Certificates of public convenience and necessity are hereby issued to Ala- 
bama-Tennessee Natural Gas Company in Docket No. G—19132 and Tennessee 
Natural Gas Lines, Inc., in Docket No. G—19302 for the construction and opera- 
tion of facilities and sales and services proposed in their respective applications. 

(J) Alabama-Tennessee Natural Gas Company and Tennessee Natural Gas 
Lines, Inc. shall report to the Commission in writing and under oath, the date 
of the completion of the facilities hereinbefore described, together with the date 
of the commencement of the service proposed. 

(K) The time within which the facilities hereby authorized shall be completed 
and placed in actual operation is hereby fixed at nine months from the date of 
issuance of this order. 

(L) The certificates issued herein shall be subject, as applicable, to the gen- 
eral conditions set forth in Section 157.20 of the Commission’s Regulations. 

(M) Tennessee Gas Transmission Company be and is hereby directed to estab- 
lish physical connection of its transmission facilities and to deliver and sell up 
to 3,774 Mcf at 14.73 psia per day of natural gas to Monson Gas Company for 
resale and distribution in and about the town of Monson, Massachusetts, as 
hereinbefore described, said sale to be made under Tennessee’s appropriate 
rate schedule on file with the Commission, Provided, however, that Monson Gas 
Company is ready to receive such delivery within one year from the date of 
issuance of this order, and Provided Further, that Monson complies with all 
conditions pertinent hereto hereinafter ordered. 

(N) Tennessee Gas Transmission Company shall report to the Commission, 
in writing and under oath, the date of commencement of service to Monson Gas 
Company within 10 days after service has begun. 

(O) Tennessee be and is hereby directed to sell up to 625 Mcf at 14.73 psia 
per day of natural gas to Honesdale Gas Company for resale and distribution in 
and around the borough and township of Milford, Pike County, Pennsylvania, 
as hereinbefore described, said sale to be made under Tennessee’s appropriate 
rate schedule on file with the Commission. 

(P) Prior to the receipt of the additional service by Honesdale Gas Company 
authorized in Docket No. G-19021, Honesdale shall report in writing and under 
oath to the Commission that the Pennsylvania Public Utility Commission has 
terminated the present restriction of service to the Milford area of 396 Mcf per 
day. 
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(Q) Monson shall submit to the Commission, within 60 days of the issuance 
of this order, acceptable, executed contracts between Monson and the two indus- 
trial customers proposed for service, namely, Diamond-Gardner Corporation and 
Wickwire Spencer Company. 

(R) Monson shall submit, within 60 days of the issuance of this order, an 
executed gas transportation agreement with Products Transport, Inc. 

(S) Products Transport, Inc. is exempt from the provisions of the Natural 
Gas Act, and the orders, rules and regulations of the Commission issued there- 
under. 

EMery J. WoopaLh 
Presiding Examiner. 


AppENDIX A 


TABULATION OF CONTRACT QUANTITIES SOUGHT IN DOCKET 
NO. G-18877 (Mcf at 14.73 psia) 


Maximum,} Contract, | Quantity, 
Customer prior to increase total 
G-18877 | in G-18877 


Contracted demand: 
North Penn Gas Company 16, 320 
Orange and Rockland Utilities, Inc 13, 000 
Pennsylvania Gas Company 32, 640 





Total, contracted demand 


General service: 
Alabama-Tennessee Natural Gas Company 
Batesville, Miss. (town of) 
Berkshire Gas Company: 
North Adams 
Pittsfield 
Blackstone Valley Gas & Electric Co 
Bolivar, Tenn. (town of) 
Booneville and Baldwyn, Miss. (towns of) 
Central Massachusetts Gas Company, Spencer. 
Clarksville, Tenn. (city of)... 
Concord Natural Gas Corp 
Delta Natural Gas Co.: 





Salt Lick 
Dickson, Tenn. (town of). 
Gas Service, Inc 
Greenwich Gas Co 
Haverhill Gas Co 
Holly Springs, Miss. (city of) 
Holyoke, Mass. Gas & Electric Dept_- 
Honesdale Gas Co 
Housatonic Public Service Co.: 
Derby-Shelton 
Wallingford 
Lynn Gas & Electric Co. 


New Britain Gas Light Co . 
New Y ork Ste ate bee i & Cas Corp 3, 896 


,101 2,055 
Portland, Tenn. (city of) , 086 74 
Ripley, Miss. (city of) 2, 327 226 
Tennessee Natural Gas Lines, Inc., Nashville ‘ 108,013 3, 351 
United Gas Pipe Line Co 13, 579 os4 
Western Kentucky Gas Co 24, 502 1,383 
Westfield, Mass. Gas & Electric Light Dept. (city of) 3, 570 510 
Worcester Gas Light Co 21, 365 3,135 





Total, general service 351, 114 | 33, 124 
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APPENDIX B 


TABULATION OF CONTRACT QUANTITIES SOUGHT IN DOCKET 
NO. G—15826 (Mcf at 14.73 psia) 
















: 
M sximum,| Contract, | Quantity, 
Customer | priorto | imerease | total 
G-15826 | in G-15826 



















Contracted demand: 
Central Hudson Gas & Electric Co... --........---.-- Sula 6, 500 , 530 | 8,030 
Pennsylvania Gas Co-__.-- pecsenseusdcsenen aoceseud 22, 440 | 10, 200 | 32, 640 








Total, contracted demand __-_-.---_-- nes wee ere 40, 670 








General service: } 
Alabama-Tennessee Natural Gas Co_............-.-.--.-...-.-- 72,008 | 1, 366 73, 374 
Ashland, Miss. (village of)_.-- nice aphiaede count ceipieninenenl 163 41 | 204 
Berkshire Gas Co.: | 
North Adams__........- spallinahislihen dusaihi ceilidh ccttesioaalaia elon sila tain 
PRINS oo cccicates iinnathdseel 


Booneville and Baldwyn, Miss. (cities of)_............-......-.-- | 
Central Massachusetts Gas Co., Spencer_........--.-- Seniesa 
COSC EE ANID, CRUD OUD a Sonica cceicenh cles <dnindneaneesiinn | 
Concord Natural Gas Corp ss asda deta ensuaheniabeien cian alieieniacs 
Connecticut Gas Co., Winsted_ icon natnaneaunaipvielanwnakattadidcs 553 | 
Delta Natural Gas C 0., Nicholasville - 

Dickson, Tenn. (town of). 
Gas Service, Inc- 


pi 306 
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Grayson, Ky. (town of) _- Pinna oa nseeéhmanamande | 594 179 

Greenwich Ges Co__..-- heat bi dbibicedhs z alta Seiad 4, 964 391 | , doe 
| a ea 417 283 | 700 
New a Gas Light Co-_-- ‘ ‘ focetad —s 3, 428 171 | 3, 599 
Portland, Tenn. (city of) _ _- : ; ociecinae 984 | 102 | 1,086 
Ripley, Miss. (city of)... snintebeseiandadinatibisieicain | 2,016 | 311 | 2, 327 
Scranton-Spring Brook Water Service Co_.....----- ‘i _ 12, 442 | 758 | 13, 200 
Springfie ld, Tenn. (city of) - _- EOIN PEO 3, 213 | 102 | 3, 315 
Tennessee N: itural Gas Lines, Ine : ‘ : saheut 100, 999 | 7, 651 | 108, 650 
United Gas Pipe Line Co__.__..----- — pissin gubdiienaaisaine 12, 941 | 638 | 13, 579 
Walnut, Miss. (town of)-_----- wie _ jekeaphiog unenestacidticlieas 146 58 | 204 
Pe SRC GOMOD... 5 cn ccicntcrocnedccdbhedududsncdsansel 21,7 28 | 2,774 | 24, 502 















TE, SI GIs dccitewcdtecdcietcasditidecdavtehondiobnntl 26 ‘210 } 279, 671 





19, 461 




















Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. CP60-79 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued July 27, 1960) 


On April 7, 1960, as supplemented on May 9, 13, 18 and 25, 1960, Arkansas 
Louisiana Gas Company (Applicant) filed in Docket No. CP60-79 an application 
pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing Applicant to acquire by merger and to 
operate all of the facilities of Consolidated Gas Utilities Corporation (Con- 
solidated), to perform all acts and services now being performed by Consolidated, 
and to make all sales now being made by Consolidated, to the extent that such 
facilities, acts, services and sales are subject to the jurisdiction of the Commis- 
sion, all as more fully set forth in the application and supplements. 

Applicant now owns and operates a natural gas system including the pur- 
chasing, gathering, transmission, distribution and sale of natural gas in northern 
Louisiana, eastern Texas and southern and central Arkansas, and is actively 
engaged in the exploration for and production of natural gas and oil. 
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Consolidated owns and operates a natural gas pipeline system extending from 
the Texas Panhandle Field in Gray County, Texas, northeasterly through the 
States of Oklahoma and Kansas, and is principally engaged in the transportation, 
distribution and sale of natural gas to retail and wholesale customers in the 
States of Texas, Oklahoma, and Kansas. As of October 31, 1959, Consolidated’s 
facilities included approximately 1,181 miles of transmission lines, 1,150 miles 
of distribution lines, 61 miles of gathering lines, 10 compressor stations, 3 de- 
hydration plants, distribution systems in 57 communities and two storage 
reservoirs, as well as certain oil and gas producing properties in Texas, Okla- 
homa and Kansas. 

As of January 31, 1960, the total depreciated plants of Applicant and Con- 
solidated, excluding subsidiaries, were $96,371,815, and $22,334,655, respectively. 

It is stated that pursuant to the agreement of merger dated March 15, 1960, 
Applicant will issue 970,586 shares of its Cumulative Convertible Preference 
Stock to Consolidated in exchange for the same number of shares of Consoli- 
dated’s common stock. Consolidated will then be merged into Applicant and 
all the assets, liabilities and obligations of Consolidated will become those of 
Applicant. Stockholders of both Applicant and Consolidated approved and 
adopted the proposed merger at their respective meetings on May 10, 1960. 

Approval of the proposed merger by the appropriate regulatory agencies of 
Kansas, of Arkansas and of Oklahoma has been secured, and it is stated that 
application for the requisite approval of the Texas Railroad Commission will be 
nade seasonably. 

Applicant as the surviving corporation will continue all services presently 
being rendered by Consolidated at the effective rates in Consolidated’s filed 
FPC gas tariffs, as listed in Appendix A to this order, which Applicant has 
formally engaged to adopt effective as of the date of issuance of certificate 
authorization by this Commission, thus there will be no interruption or aban- 
donment of service now being rendered by Consolidated. 

The docket numbers of the certificate, exemption and abandonment authoriza- 
tions heretofore granted to Consolidated by this Commission, in which Appli- 
cant’s name is proposed to be substituted for that of Consolidated, are listed 
in Appendix B to this order. 

It appears that the accounting for the proposed merger as proposed by Appli- 
cant conforms to the requirements of the Commission’s Uniform System of 
Accounts. 

The proposed merger should result in a stronger surviving corporation, better 
able to serve the public in the service areas of each individual company. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
July 21, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(¢c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Arkansas Louisiana Gas Company, a Delaware corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of January 26, 1943, in Docket No. G-252 (3 FPC 
910). 
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(2) The facilities proposed to be acquired and operated by Applicant, as 
hereinbefore described and as more fully described in the application and sup- 
plements in this proceeding, will be used in the transportation and sale of nat- 
ural gas in interstate commerce, subject to the jurisdiction of the Commission, 
and the acquisition and operation thereof by Applicant are subject to the re- 
quirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The sales of natural gas made from facilities to be acquired by Applicant 
from Consolidated, as more fully described in the application and supplements 
in this proceeding, will be made in interstate commerce, subject to the jurisdic- 
tion of the Commission, and such sales are subject to the requirements of sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) The acquisition and operation of the facilities and the sales of natural 
gas therefrom, as proposed by Applicant, are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate referred to in paragraph (4) above and 
to the exercise of the rights granted thereunder. 

(7) The name of Arkansas Louisiana Gas Company should be substituted for 
that of Consolidated Gas Utilities Corporation in the certificate, exemption 
and abandonment authorizations heretofore granted to Consolidated by this 
Commission in the dockets listed in Appendix B to this order. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢)(1) of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Arkansas Louisiana Gas Company to acquire and 
operate the facilities and to make the sales of natural gas as hereinbefore 
described, all as more fully described in the application and supplements in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) The name of Arkansas Louisiana Gas Company be and is hereby substi- 
tuted for that of Consolidated Gas Utilities Corporation in the certificate, 
exemption and abandonment authorizations heretofore granted to Consolidated 
by this Commission in the dockets listed in Appendix B attached to this order 
which is hereby made a part hereof. 

(D) Applicant’s Certificates of Adoption of Consolidated’s tariff and service 
agreements (listed in Appendix A attached to this order and hereby made a 
part hereof), filed on May 2, 1960, are hereby permitted to become effective as 
of the date of issuance of this order. 

(E) The acquisition and merger hereinabove authorized shall be consum- 
mated within six months of the date hereof. 
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Appenpix A 





Tariff and Service Agreements of Consolidated Gas Utilities Cor- 
poration to be adopted by Arkansas Louisiana Gas Company: 
Tariff : 

Original Volume No. 1 

Original Volume No. 2 













Service Agreements: Date of 

Purchaser Agreement 
CFOS ‘TAGE (Gian cnet ces ctnnwenmn nmin iwambnnde 11-14-38 
OPI cium: mm a 11- 1-52 
TRE. ae MUA NO noe i cs care er iesendebeaes 11-— 1-52 
Aan NG UNNI INO OD oc ch ata Sw istestareeemp eneeeneah 9-15-39 
Welter EAGes SRG "TEODMORS 00... ...nccicncecestccensmedininkicus 1-14-52 
TE I ES | eo oii be eiionsee theres 2-— 1-88 
a rr NN a eS 11- 1-§2 






SUEY OL WEE, RN cee Semen pcneeadunceee 4-19-55 










AppEenDIx B 





Outstanding authorizations to Consolidated Gas Utilities Corpora- 
tion in which the name of Arkansas Louisiana Gas Company is to be 
substituted for that of Consolidated: 
Docket Nos.: 
G-365 G-658 G-2014 
G-415 G-687 G-2357 























G-427 G-769 G-2358 
G-429 G-830 G-2483 
G-484 G-835 G-9082 
G—499 G-851 G-9583 
G-504 G-900 G-10070 
G-524 G-916 G-11963 
G-528 G-1258 3-12137 
G-—560 G-1278 G-12936 
G-562 G—1309 G-13205 
G-605 G-1531 G-13230 
G-613 G-1859 G-17187 








G-644 G—2006 G-—19334 










Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 






COMMONWEALTH EDISON COMPANY, DOCKET NO. E-6953 







ORDER AUTHORIZING THE ACQUISITION OF PROMISSORY NOTES 


(Issued July 27, 1960) 










Commonwealth Edison Company (Applicant), incorporated under the laws of 
the State of Illinois and doing business in that State, with its principal place 
of business at Chicago, Illinois, filed an application on June 30, 1960, as amended 
July 15, 1960, for authorization, pursuant to Section 203 of the Federal Power 
Act, to acquire not to exceed $20,000,000, aggregate principal amount of 44% 
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Promissory Notes of Commonwealth Edison Company of Indiana, Inc. (Indiana 
Company) its wholly-owned subsidiary.* Indiana Company, organized under 
the laws of the State of Indiana and doing business in that State, also has its 
principal place of business at Chicago, Illinois. 

Applicant is engaged in the production, purchase, transmission distribution, 
and sale of electric energy in a service area of approximately 11,000 square miles 
in Northern Illinois, which contains an estimated population of 6,600,000 and 
includes the City of Chicago. Indiana Company generates electric energy at 
its 565,000 kw State Line Station in Indiana, the entire output of which it sells to 
Applicant and Northern Indiana Public Service Company. Indiana Company 
also provides transmission service to Applicant under a separate contract. 

As a part of Applicant’s program of adding generating capacity to provide 
for the increasing demands of its customers for electric service, Indiana Com- 
pany is adding a 305,000 kw fourth generating unit at its State Line Station. 
The subsidiary company’s expenditures on the new unit and other property 
additions at the State Line Station during the three-year period 1960-62 are 
anticipated to aggregate about $51,100,000. For this construction, Indiana 
Company expects to have available $13,600,000 from internal sources and thus 
will require new funds for the balance of $37,500,000. If less funds are available 
from Indiana Company’s internal sources on account of larger inventory and 
other cash needs, Indiana Company’s requirements for new funds may total 
as much as $40,000,000. 

The proposed acquisition of Indiana Company’s Notes by Applicant, which 
is the subject matter of the present application, is a part of the financing ar- 
rangement pursuant to a proposed agreement dated as of July 1, 1960, between 
Applicant and Indiana Company under which Applicant proposes to furnish the 
subsidiary company with the necessary new funds by non-interest-bearing cash 
advances up to $40,000,000. The 4-%% Notes which will evidence conversion 
of $20,000,000 of the above-mentioned cash advances, will be issued at or after the 
end of the month in which the new State Line unit is placed in service (presently 
scheduled for April, 1962), and will mature December 31, 1997. 

The proposed agreement provides in effect that Applicant will be compensated 
for Indiana Company’s use of the cash amounts advanced by receiving a special 
cash dividend on Indiana Company’s Common Stock for each of the years 1960, 
1961, and 1962, equal, as nearly as practicable, to the amount of interest during 
construction that Indiana Company charges to plant account and credits 
income for such year on its books of account, such interest to be effectually com- 
puted at the rate of 5%% per annum. Applicant considers such rate to be 
reasonable inasmuch as 5%% per year, according to Applicant’s current esti- 
mates, will represent substantially Indiana Company’s composite cost, directly 
and through Applicant, of the requisite construction funds. 

Under the proposed agreement, the cash advances to Indiana Company, assum- 
ing that such aggregate $37,500,000 during the 30 months ended December 31, 
1962, would be accounted for as follows: (1) $1,500,000 would be repaid by the 
aforementioned date; (2) $20,000,000 would be represented, as stated previously, 
by the 4%.% Notes of Indiana Company due December 31, 1997; and (3) the 
remainder of such advances, amounting to $16,000,000 under this assumption, 
would become a capital contribution from Applicant to Indiana Company’s 
Common Stock equity. 


*Applicant owns all of the outstanding securities of Indiana Company, consisting of 
(1) $15,000,000, principal amount of First Mortgage 4% Bonds, due 1964; (2) 300,000 
shares of $5.50 Cumulative Preferred Stock without par value, having an aggregate stated 
value of $30,000,000 ; and (3) 1,167,600 shares of Common Stock without par value, having 
an aggregate stated value of $13,000,000. 
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Applicant represents that the proposed transaction will be consistent with 
the public interest because the proposed agreement will constitute a mutually 
desirable financing arrangement between Applicant and Indiana Company that 
will be the least costly and still be equitable to Applicant and Northern Indiana 
Public Service Company, the two customers receiving electric service from 
Indiana Company’s State Line Station. 

Written notice of the application has been given to the Illinois Commerce 
Commission, the Indiana Public Service Commission, and to the Governor of 
each of those States. Notice of the application was also published in the 
Federal Register on July 19, 1960 (25 F.R. 6859), stating that any person 
desiring to be heard or to make any protest with reference to the application 
should, on or before July 25, 1960, file with the Federal Power Commission, 
Washington 25, D.C., petitions or protests in accordance with the Commission’s 
Rules of Practice and Procedure. No petition or protest or request to be heard 
in opposition to the granting of the application has been received. 


The Commission finds: 


(1) Applicant, an Illinois corporation, owns and operates facilities for the 
transmission and sale at wholesale of electric energy which is transmitted be- 
tween the States of Illinois and Indiana and between the States of Illinois 
and Wisconsin and is consumed outside the State in which it is gen- 
erated. These facilities are in addition to and do not include facilities used 
for the generation of electric energy or facilities used in local distribution or 
only for the transmission of electric energy in intrastate commerce, or facilities 
for the transmission of electric energy consumed wholly by the transmitter; and 
Applicant is, therefore, a public utility within the meaning of that term as 
used in Section 201 of the Federal Power Act. 

(2) Indiana Company, an Indiana corporation, owns and operates facilities 
for the transmission and sale at wholesale of electric energy which is generated 
in the State of Indiana and consumed in the State of Illinois, all of which facili- 
ties are in addition to and do not include facilities used for the generation of 
electric energy or facilities used in local distribution or only for the transmis- 
sion of electric energy in intrastate commerce, or facilities for the transmission 
of electric energy consumed wholly by the transmitted. Indiana Company is, 
therefore, a public utility within the meaning of that term as used in Section 
201 of the Act. 

(3) By the proposed transaction, as described above, Applicant will acquire 
securities of Indiana Company, another public utility, within the meaning and 
subject to the requirements of Section 203 of the Act. 

(4) The proposed acquisition by Applicant of the Promissory Notes to be 
issued by Indiana Company, as recited above, will be consistent with the public 
interest as expressed in Section 203 of the Act for the reasons set forth above. 

(5) With respect to the proposed transaction, all as described above, Ap- 
plicant is not subject to any requirement of the Public Utility Holding Company 
Act of 1935 or a rule, regulation, or order thereunder which would exempt it 
from the requirements of Section 203 of the Federal Power Act by reason of 
Section 318 thereof. 

(6) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed acquisition by Applicant of not to exceed $20,000,000, 
aggregate principal amount of the 4%,% Promissory Notes of Indiana Company, 
its wholly-owned subsidiary, all as described above, upon the terms and condi- 
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tions and for the purposes set forth in the application, is hereby authorized 
and approved, subject to the provisions of this order. 

(B) Nothing herein contained shall be construed to authorize the acquisi- 
tion by Applicant of any of the aforementioned Promissory Notes after Decem- 
ber 31, 1962. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of cost, or any matter what- 
soever now pending or which may come before this Commission or any other 
regulatory body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


BLACK HILLS POWER AND LIGHT COMPANY, DOCKET NO. E-6952 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 
(Issued July 28, 1960) 


Black Hills Power and Light Company (Applicant), incorporated under the 
laws of the State of South Dakota and qualified to do business as a foreign 
eorporation in the State of Wyoming, with its principal place of business at 
Rapid City, South Dakota, filed an application on June 24, 1960, as amended 
July 25 and 26, 1960, for an order, pursuant to Section 204 of the Federal Power 
Act, authorizing it to issue and sell 32,842 shares of Common Stock, par value 
$1.00 per share. 

The proposed shares of Common Stock will be offered to the holders of 
Applicant’s presently outstanding Common Stock pursuant to preemptive rights. 
The stockholders of Applicant entitled to subscribe to the proposed issuance will 
be those of record at the close of business on July 27, 1959, or on such later date 
as shall be the business day immediately preceding the day on which the Regis- 
tration Statement relative to the proposed issuance will become effective under 
the Securities Act of 1933. The shares will be offered to the afore-mentioned 
stockholders of Applicant at a price of $28.50 per share and at the rate of one 
share for each 12 shares held of record. Rights to subscribe will be evidenced by 
transferable subscription warrants carrying an oversubscription privilege. 

Applicant proposes to enter into an underwriting agreement with Dillon, 
Read & Co. Inec., New York, N.Y. (Dillon, Read) for the purchase of any 
unsubscribed shares of the contemplated issuance of Common Stock. As com- 
pensation for underwriting the proposed issuance, Applicant proposes to pay 
under the aforesaid agreement with Dillon, Read 50 cents per share for each 
of the 32,842 shares to be issued plus an amount equal to 15 cents per share 
for each share of unsubscribed stock to be purchased by the underwriter if 
the aggregate number of such shares is 4,925 shares or more but less than 8,210 
shares, and an amount equal to 25 cents per share for each share of unsub- 
scribed Stock to be purchased by the underwriter if the total number of such 
shares is 8,210 shares or more. No fee in addition to the initial 50 cents per 
share will be paid if the total number of shares to be purchased by the under- 
writer is less than 4,925 shares. Under the aforesaid agreement Applicant pro- 
poses to pay the amount of $7,500 as partial reimbursement for certain expenses 
connected with the underwriting of the proposed issuance. 

Applicant also proposes to enter into an agreement with Dillon, Read as 
dealer-manager in which the latter agrees to use its best efforts to form a 
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group of dealers for the purpose of soliciting the exercise of warrants. For 
that service, Applicant proposes to pay Dillion, Read a fee of $5,000 and 25 
cents per share for each share of Common Stock issued upon the exercise of 
rights through the efforts of soliciting dealers. 

Applicant proposes to utilize the proceeds (Gross Proceeds $935,997) from 
the issuance and sale of the Common Stock for additions and improvements 
to its properties, and toward discharge of short-term Promissory Notes issued 
under the authorization granted by this Commission on July 20, 1960, in Docket 
No. E-6949. Construction expenditures for the fiscal year ending October 31, 
1960 are expected to aggregate approximately $5,077,600. The chief item in- 
cluded in that amount is an expenditure of approximately $3,450,000 for com- 
pletion of the new 22,000 kw Ben French steam-electric generating station at 
Rapid City, South Dakota. The Commission, on July 20, 1960, also authorized 
the issuance of $1,000,000, principal amount of First Mortgage Bonds, Series K, 
by Applicant, as a part of financing this construction program (Docket No. 
E-6951). 

Written notice of the application has been given to the Wyoming Public Service 
Commission and the South Dakota Public Utilities Commission, and to the 
Governor of each of those States. Notice of the application also was published 
in the Federal Register on July 8, 1960 (25 F.R. 6449), stating that any person 
desiring to be heard or to make any protest with reference to the application 
shall file a petition or protest on or before July 26, 1960, with the Federal 
Power Commission, Washington 25, D.C. No protest or petition or request 
to be heard in opposition to the granting of the application has been received. 

The Wyoming Public Service Commission has entered an order authorizing 
the proposed issuance and sale of Common Stock by Applicant. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued January 
21, 1959, In the matter of Black Hills Power and Light Company, Docket No. 
E-6857. 

(2) The proposed issuance and sale of Common Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 
of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of Common 
Stock is, therefore, not exempt by virtue of that Section from the requirements 
of Section 204 of the Act. 

(4) The proposed issuance of Common Stock is exempted by the provisions 
of Section 34.la(a)(3) of the Commission’s Regulations under the Federal 
Power Act from the requirements of competitive bidding. 

(5) There is no affiliation, direct or indirect, through directors, officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant 
and the underwriting firm of Dillon, Reed. 

(6) The fees proposed to be paid to Dillon, Read in connection with the 
proposed issuance of Common Stock by Applicant do not appear to be unrea- 
sonable. 

(7) The proposed issuance and sale of Common Stock, as hereinafter au- 
thorized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and con- 
sistent with the proper performance by Applicant of service as a public utility 
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and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The proposed issuance and sale of Common Stock, as described above, 
upon the terms and conditions, and for the purposes specified in the application, 
as amended, are hereby authorized, subject to the provisions of this order. 

(B) This authorization shall expire unless the transactions hereby authorized 
are consummated within 90 days from the date of issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs, or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to 
which this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


HOUSTON TEXAS GAS & OIL CORPORATION, DOCKET NOS. G-9262 
AND RP61-3; COASTAL TRANSMISSION CORPORATION, DOCKET NOS. 
G-9960 AND RP61-4 


ORDER GRANTING REHEARING, WAIVING CONDITIONS IN ORDER ISSUING CERTIFICATES 
OF PUBLIC CONVENIENCE AND NECESSITY, PERMITTING THE FILING OF AND SUSPEND- 
ING PROPOSED TARIFF SHEETS AND PROVIDING FOR HEARING 


(Issued July 28, 1960) 


On May 27, 1960, Coastal Transmission Corporation (Coastal) tendered for 
filing First Revised Sheet Nos. 8, 9, 19, 20, 49, 49A, 49B, and 49C to its FPC 
Gas Tariff, Original Volume No. 1 proposing an annual increase in rates of 
$2,341,900 or 15.2 percent, based on estimated sales for the calendar year 1960, 
for natural gas sales and transportation service to its affiliate and sole jurisdic- 
tional customer, Houston Texas Gas and Oil Corporation (Houston). Concur- 
rently with its aforesaid tender, Coastal filed a petition in the proceeding in 
Docket No. G-9960 requesting that the Commission amend its certificate order 
accompanying Opinion No. 301, issued December 28, 1956 in Docket Nos. G—9262, 
et al. (16 FPC 118) to eliminate specific requirements as to rate of return, form 
of tariff, and separation of charges for sales and transportation. 

Coastal’s proposed increase in rates is based upon (1) an increase in the rate 
of return specified by the cost of service formula and (2) the elimination of the 
development period rate of return provision whereby Coastal’s rate of return 
was based upon the composite return earned by Coastal and Houston. The 
certificate order accompanying Opinion No. 301, supra, required Coastal to in- 
clude in its tariff the above-described provision regarding rate of return and 
therefore Coastal has concurrently, with its increased rate filing, applied for 
modification of the aforesaid order. 

Also, on May 27, 1960, Houston tendered for filing First Revised Sheet Nos. 
4 and 5 to its FPC Gas Tariff, Original Volume No. 1 and First Revised Sheet 
Nos. 27 and 60 to its FPC Gas Tariff, Original Volume No. 2 proposing an annual 
increase in rates of $1,340,900 or 8.0%, based on estimated sales for the calendar 
year 1960, for natural gas sales to distribution companies and transportation 
service rendered to two power companies in the State of Florida. Houston’s 
proposed increased rates reflect the increase resulting from the above-described 








100 FEDERAL POWER COMMISSION 


filing by Coastal and are based on an indicated rate of return of 7% rather than 
the 6% specified in the certificate order. 

By letters dated June 22, 1960, the Commission rejected Coastal’s and 
Houston’s rate increase proposals as being inconsistent with outstanding certifi- 
cate authorization. The letter of June 22, 1960 addressed to Coastal, however, 
accepted for filing First Revised Sheet Nos. 49, 49A, 49B, and 49C to Coastal’s 
FPC Gas Tariff, Original Volume No.1. Such sheets, which comprised a revision 
of Coastal’s form service agreement, were allowed to become effective July 1, 
1960. 

On June 28, 1960, Coastal and Houston filed applications for rehearing and 
reconsideration of the Commission’s aforementioned rejection of their rate in- 
crease tenders. In support of its application, Coastal states that the Commis- 
sion’s rejection of its rate filing was a departure from precedents established by 
the Commission, and that, if the proposed rate increases were in effect for the 
entire year (1960 estimated), the combined rate of return for Coastal and 
Houston would be 4.68%. However, the precedents cited by Coastal in support of 
its application for rehearing and reconsideration were fully considered by the 
Commission prior to its rejection of Coastal’s rate increase filings. Further, 
Coastal’s submittal of estimated sales, revenues, and cost data is an improper 
criteria for establishing the combined rate of return in this instance, inasmuch 
as Coastal’s filing was tendered only four days prior to the completion of its first 
full twelve-months’ period of actual operating experience. Under these circum- 
stances, the public interest would best be served by using Coastal’s actual operat- 
ing data to test its rate increase proposal. 

In its application for rehearing and reconsideration, Houston states that the 
condition set forth in the aforementioned Opinion No. 301 went solely to the level 
of the rates filed, and therefore there was no condition contained in the Commis- 
sion’s aforesaid order which limited the rate of return that Houston may earn, 
and that Houston’s filing of its tariff, accepted by the Commission, satisfied the 
certificate order. Houston contends that, under the order issued December 28, 
1956, upon acceptance of Houston’s tariff the rate of return condition of the 
order was fully complied with, and Houston could have immediately thereafter 
filed a change in its tariff without permission for such filing by the Commission. 
We find such over-simplification of the intent of the order issued December 28, 
1956, to be without merit. 

On June 29, 1960, Houston filed and Coastal refiled petitions in Docket Nos. 
G-—9262 and G—9960, respectively, requesting the Commission to amend its cer- 
tificate order in the aforementioned Opinion No. 301, so as to delete the 6% 
rate of return condition set forth therein. Concurrently therewith, Houston 
and Coastal retendered their respective rate increase proposals previously ten- 
dered on May 27, 1960, which were rejected by the Commission on June 22, 1960, 
and filed a joint motion for waiver of the requirements of Section 154.22 of the 
Regulations to permit the instant rate increase filings to be made prior to 
issuance of the requested certificate modification. 

Houston and Coastal request that the proposed increased rates be made ef- 
fective as of July 1, 1960; and, in the event that the Commission should de 
cide to suspend their tenders, that the tendered tariff sheets to Houston’s FPC 
Gas Tariff, Original Volume No. 2 be suspended for only two days, and that 
the additional tariff sheets tendered by Houston and Coastal be suspended to 
a date not later than December 1, 1960. 

The rates, charges, classifications, and services contained in the above 
designated revised tariff sheets tendered by Houston and Coastal on May 27, 
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1960, and retendered on June 29, 1960, may be unjust, unreasonable, unduly 
discriminatory or preferential, or otherwise unlawful. 


The Commission finds: 


(1) Upon consideration of the said applications for rehearing and reconsidera- 
tion, the applications for modification of the order issued December 28, 1956, 
and the retendered rate increase proposals, it appears that the public interest 
may best be served by granting Houston’s and Coastal’s applications for re- 
hearing and reconsideration as hereinafter ordered, consolidating these proceed- 
ings and setting them for early hearing so that the issue of an appropriate 
rate of return for the respondent companies will be resolved in these pro- 
ceedings. 

(2) It is necessary and proper in the public interest and in the enforcement 
of the provisions of the Natural Gas Act that the Commmission waive the 
conditions set forth in paragraphs (B)(1) and (C) (1), (2), and (3) of its 
aforesaid order granting certificates of public convenience and necessity to 
Houston and Coastal, Opinion No. 301, (16 FPC 118, 144-145) so as to permit 
Houston’s and Coastal’s proposed increased rate filings to be made as herein- 
after ordered and that the Commission suspend such filings and enter upon a 
public hearing concerning the matters involved and the issues presented by such 
filings. 

(3) It is necessary and proper in the public interest and to aid in the enforce- 
ment of the provisions of the Natural Gas Act that the Commission enter upon 
a public hearing concerning the lawfulness of the rates, charges, classifications, 
and services contained in Coastal’s FPC Gas Tariff, Original Volume No. 1 and 
Houston’s FPC Gas Tariff, Original Volumes Nos. 1 and 2 as proposed to be 
amended by First Revised Sheet Nos. 8, 9, 19 and 20 to Coastal’s FPC Gas Tariff, 
Original Volume No. 1 and First Revised Sheet Nos. 4 and 5 to Houston’s FPC 
Gas Tariff, Original Volume No. 1 and First Revised Sheet Nos. 27 and 60 to 
Houston’s FPC Gas Tariff, Original Volume No. 2 and that the above-designated 
tariff sheets be suspended and the use thereof deferred as hereinafter provided. 


The Commission orders: 


(A) The petitions for rehearing and reconsideration filed by Houston and 
Coastal on June 28, 1960 are hereby granted as hereinafter ordered. 

(B) The conditions set forth in paragraphs (B) (1) and (C)(1), (2), and (3) 
of the Commission’s order granting certificates of public convenience and neces- 
sity to Houston and Coastal, Opinion No. 301 (16 FPC 118, 144-145) are hereby 
waived with respect to, and for the sole purpose of, permitting Houston’s and 
Coastal’s tariff sheets identified in Finding Paragraph (3) hereof, to be filed and 
they are kereby permitted to be filed. In all other respects, the aforesaid order 
accompanying Opinion No. 301 shall remain in full force and effect. 

(C) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4,7, and 15 thereof, the Commission’s Rules of Practice and Procedure, and the 
Regulations under the Natural Gas Act [18 CFR, Chapter I] the proceedings in 
Docket Nos. G—9262, G—9960, RP61-3 and RP61-4 are consolidated for the pur- 
pose of hearing and a public hearing shall be held on September 20, 1960, at 
10:00 a.m. (EDST), in a Hearing Room of the Federal Power Commission, 441 
G St., N.W., Washington, D.C., concerning the issues raised in the petitions to 
modify the certificates of public convenience and necessity filed by Houston and 
Coastal in Docket Nos. G—9262 and G—9960, respectively, and the lawfulness of the 
rates, charges, classifications, and services contained in Coastal’s and Houston’s 
above-designated FPC Gas Tariffs as proposed to be modified by the tariff sheets 
identified in Finding Paragraph (3) hereof. Coastal and Houston shall be pre- 
pared to go forward with their respective cases on such date and to present 
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actual data as to sales, revenues, costs, peak-day deliveries, and other pertinent 
information separately as between sales and transportation subject to the Com- 
mission's jurisdiction and as to other sales for the twelve-month period ending 
July 31, 1960. 

(D) Pending such hearing and decision thereon the aforementioned tariff 
sheets, identified in Finding Paragraph (3) hereof be and they are each hereby 
suspended and the use thereof deferred until December 1, 1960, and until such 
further time as they are made effective in the manner prescribed by the Natural 
Gas Act. 

(E) Notices of intervention or petitions to intervene may be filed with the 
Federal Power Commission, Washington 25, D.C., in accordance with the Rules 
of Practice and Procedure [18 CFR 1.8 or 1.37(f)] on or before September 12, 
1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWEST OIL CORPORATION DOCKET NOS. G-13536, G—13819, G—14489, 
G-16646 AND G-19759; MIDWEST OIL CORPORATION (OPERATOR), 
ET AL, G-13774, G-16673 AND G-19760 


ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS IN PART 
(Issued July 28, 1960) 


On June 27, 1960 Midwest Oil Corporation (Midwest) and Midwest Oil Cor- 
poration (Operator) et al. (Midwest Operator) tendered a joint Offer of Settle- 
ment of the proceedings in Docket Nos. G—13536, G—13774, G—13819, G—14489, G- 
16646, G—16673, G-19759 and G—19760.2 Concurrently, Midwest filed a Notice of 
Change to its FPC Gas Rate Schedule No. 8, proposing to increase the level of 
rate to 14.0507¢ per Mcf, plus 1.75¢ per Mcf Louisiana severance tax reimburse- 
ment. Said Rate Schedule No. 8 is subject to further orders of the Commission 
in the’ proceedings in Docket Nos. G—13536 and G—14489. 

The Offer of Settlement proposes (1) that the aforementioned Notice of 
Change to Midwest’s FPC Gas Rate Schedule No. 8 be accepted for filing to be 
effective 30 days after the date of filing without being subject to suspension; 
(2) that the 14.2558¢ per Mcf rates currently in effect subject to refund in 
Docket Nos. G-19759 and G-—19760 be replaced by settlement rates of 14.0507¢ 
per Mcf; (3) that the revenues in excess of 14.0507¢ per Mcf collected after 
April 1, 1960, the date the 14.2558¢ rates became effective subject to refund in 
Docket Nos. G-19759 and G—19760, be refunded; (4) that the favored-nation 
clauses be deleted from the contracts involved; (5) that revised escalation 
schedules of 1.0¢ per Mcf in November 1963, 1968 and 1973 be substituted for the 
present schedules of 0.2¢ per Mcf annual escalations; and (6) that the proceed- 
ings be terminated as to all parties who join in the Offer of Settlement. 

Midwest Operator states in the Offer of Settlement that the Differential 
Corporation (Differential), who is a party to the contract which is on file as 
Midwest Operator’s FPC Gas Rate Schedule No. 11” has not agreed to the sub. 
mission of the Offer of Settlement in its behalf. 


1 Docket Nos. G—13536 and G—14489 pertain to Midwest’s FPC Gas Rate Schedule Nos. 
8 and 9; Docket Nos. G—16646 and G—19759 pertain to Midwest’s FPC Gas Rate Schedule 
Nos. 9 and 13; Docket No. G—13819 pertains to Midwest’s FPC Gas Rate Schedule No. 13; 
and Docket Nos. G—13774, G—16673 and G—19760 pertain to Midwest Operator’s FPC Gas 
Rate Schedule No. 11. 

2 Subject to review in proceedings in Docket Nos. G-13774, G-—16673 and G—19760. 
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Texas Eastern Transmission Corporation (Texas Eastern) has concurred in 
the Offer of Settlement and has agreed, in the event the Offer is accepted by the 
Commission, to execute the contract amendments provided for in the Offer. 

It is the Commission’s judgment that settlement of these matters in accord- 
ance with the Offer of Settlement is desirable in the public interest and appro- 
priate to carry out the provisions of the Natural Gas Act. Midwest and Midwest 
Operator are proposing to eliminate the favored-nation clauses in the contracts 
with Texas Eastern involved herein, to waive all future rights and benefits under 
such provisions, and to convert the annual esecalations now provided for in the 
contracts to fixed escalations in 1963, 1968 and 1973 as provided in the offer. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producers, and 
Texas Eastern, as well as customer companies, of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as might 
otherwise arise under such provisions. The resulting stability in gas costs 
would be welcome to all segments of the natural gas industry. Furthermore, 
freeing the Commission from the need of considering such proposed increases 
would enable it to concentrate its efforts on other rate cases and other matters 
having possibly more serious consequences for the public and the consumer. 

However, it is desired to make it clear that acceptance of this Offer of Settle- 
ment does not constitute approval of any future increased rates proposed by 
Midwest or Midwest Operator under the fixed escalation provisions or otherwise, 
nor should it be construed as such. 

Further, since Differential did not join in the Offer of Settlement, the pro- 
ceedings in Docket Nos. G—13774, G—16673 and G—19760 shall continue in effect 
with respect to Differential’s interest in the sale and the rates as to Differential’s 
gas shall continue to be collected subject to refund. However, upon the date 
that Midwest Operator files in behalf of Differential, an amendatory agreement 
in accordance with Appendix “‘C’’* and makes satisfactory refunds applicable to 
Differential’s interest, this requirement may be removed and such parties may 
be discharged from the continuing obligations hereinafter set out. 

Also, it is noted that Apache Oil Corporation (Apache) is a signatory party * 
to the contract dated August 15, 1955, which contract is designated as Supple- 
ment No. 2 to Midwest’s FPC Gas Rate Schedule No. 11. Therefore, in order 
that Apache’s interest may be covered by the Offer of Settlement, Apache must 
execute and Midwest Operator must file, in Apache’s behalf, an amendatory 
agreement in the form shown in attached Appendix “D”* and must make appro- 
priate refunds for Apache's interest as hereinafter ordered. 

The Commission finds: 

The proposed settlement of these proceedings on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Midwest and Mid- 
west Operator, with the Commission on June 27, 1960, and in the Appendices* 
attached hereto, is in the public interest and appropriate to carry out the pro- 
visions of the Natural Gas Act and should be approved by the Commission and 
made effective as hereinafter ordered. 

The Commission Orders: 


(A) The Offer of Settlement filed by Midwest and Midwest Operator on June 
27, 1960, is hereby accepted in accordance with the provisions of this order. 


* By assignment dated July 27, 1956, Apache, as assignee, acquired the interest of Ralph 
R. Gilster and James E. Kemp, who are primary parties to the gas sales contract. 
*Omitted in printing. 
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(B) The Notice of Change tendered on June 27, 1960, is hereby designated as 
Supplement No. 7 to Midwest’s FPC Gas Rate Schedule No. 8 and is accepted for 
filing to be effective as of July 28, 1960. 

(C) Within 30 days from the issuance of this order Midwest shall file a 
Notice of Withdrawal of Supplement No. 11 to its FPC Gas Rate Schedule No, 9 
and of Supplement No. 7 to its FPC Gas Rate Schedule No. 13 and Midwest 
Operator shall file a Notice of Withdrawal of Supplement No. 9 to its FPC Gas 
Rate Schedule No. 11 insofar as said supplement pertains to the interest of all 
parties who join in this Offer of Settlement. 

(D) Within 30 days from the issuance of this order, Midwest and Midwest 
Operator shall refund to Texas Eastern all revenues collected from and after 
April 1, 1960, as to all charges in excess of 14.0507¢ per Mcf, with interest com- 
puted at the rate of 7 per cent per annum (1) under the aforementioned FPC 
Gas Rate Schedule Nos. 9 and 13, and (2) under the aforementioned FPC Gas 
Rate Schedule No. 11 insofar as said Rate Schedule No. 11 pertains to the inter- 
ests of all parties who join in the Offer of Settlement. 

(E) Within 45 days from the issuance of this order, Midwest shall report 
to the Secretary of the Commission, in writing and under oath, the details of 
the calculations with respect to the refunds required by paragraph (D), and 
the amounts refunded, together with appropriate releases from Texas Eastern. 

(F) Midwest and Midwest Operator shall, within 30 days from the date of 
issuance of this order, execute amendments to the contracts on file as their 
FPC Gas Rate Schedule Nos. 8, 9, 11 and 13, in accordance with the Appendices 
attached hereto. 

(G) Midwest and Midwest Operator shall, within 45 days from the date of 
issuance of this order, file with the Commission, as supplements to their FPC 
Gas Rate Schedule Nos. 8, 9, 11 and 13, under Section 154 of the Commission’s 
Regulations under the Natural Gas Act, the executed agreements with Texas 
Bastern required by paragraph (F) above. 

(H) Provided that Midwest makes satisfactory filings in accordance with 
paragraphs (C), (E) and (G) above, the rates and charges contained in Supple- 
ment No. 8 to Midwest’s FPC Gas Rate Schedule No. 9, and Supplement No. 5 
to Midwest’s FPC Gas Rate Schedule No. 13 are hereby allowed to continue in 
effect without obligation to refund and, further, provided that Midwest Operator 
makes satisfactory filings in accordance with paragraphs (C), (E) and (G) 
above, the rates and charges contained in Supplement No. 7 to Midwest Oper- 
ator’s FPC Gas Rate Schedule No. 11, is hereby allowed to continue in effect 
insofar as Supplement No. 7 pertains to the interest of all parties who join in 
this Offer of Settlement. 

(I) If Midwest and Midwest Operator make satisfactory filings in compliance 
with this order, Midwest and Midwest Operator shall be discharged from the 
refund obligations required by the several orders in these proceedings, with the 
exception of the orders issued in Docket Nos. G-13774, G—16673 and G—19760, 
insofar as these dockets pertain to the parties of interest failing to join in 
the Offer of Settlement. 

(J) The proceedings in Docket Nos. G—13536, G-13819, G—14489, G-16646 and 
G-19759, are hereby terminated. 

(K) The proceedings in Docket Nos. G—13774, G-—16673 and G-19760 are 
hereby terminated, insofar as such pertain to the interests of Midwest and to 
the interests of all other signatory parties who join in the Offer of Settlement 
which is the subject of this order. 
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(L) The proceedings in Docket Nos. G-13774, G—16673 and G—19760 shall 
remain in full force and effect as such pertain to the parties who fail to join 
in the Offer of Settlement. 

(M) The acceptance of this Offer of Settlement as hereinbefore provided is 
without prejudice to any findings or determinations that may be made in the 
proceedings in Docket Nos. G—15841, G—15842, G-16609, G—16243* and G-9942° 
or in any other proceedings now pending or hereafter instituted by or against 
Midwest or Midwest Operator. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE UNITED STATES DEPARTMENT OF THE INTERIOR SOUTH- 
WESTERN POWER ADMINISTRATION, DOCKET NO. E-6340 


ORDER EXTENDING CONFIRMATION AND APPROVAL OF RATES AND CHARGES 


(Issued July 28, 1960) 


The Secretary of the Interior, acting upon behalf of the Southwestern Pow- 
er Administration and pursuant to the Flood Control Act of 1944 (58 Stat. 887), 
on June 2, 1960, requested that the confirmation and approval heretofore granted 
by order of the Commission issued August 5, 1959 (22 FPC 204) with respect 
to the rates and charges of the Southwestern Power Administration (SWPA) 
contained in the agreement dated December 27, 1950, between SWPA and 
the Southwestern Electric Power Company (SEPC),* be further extended and 
continued for the period from August 9, 1960, terminal date of the confirma- 
tion and approval of those rates and charges as granted by the aforesaid Com- 
mission order, to October 1, 1960. 

The Secretary of the Interior advises that SWPA has endeavored to obtain 
greater revenues from the sale of power from the Narrows project and that 
such negotiations have resulted in an agreement between SWPA and the Tex- 
La Electric Cooperative, Inc., to become effective October 1, 1960. The rates 
and charges embodied in the new agreement have been submitted to the Com- 
mission for approval and are presently under study. 


The Commission finds: 


It is appropriate for the purposes of the Flood Control Act of 1944 that the 
confirmation and approval of the rates and charges of SWPA contained in the 
above-mentioned agreement between SWPA and SEPC granted by the afore- 
mentioned Commission order be extended and continued for the period between 
August 9, 1960, and October 1, 1960, all as hereinafter provided. 


The Commission orders: 


The confirmation and approval of the rates and charges of SWPA contained 
in the above-mentioned agreement between SWPA and SEPC are hereby ex- 
tended and continued for the period between August 9, 1960, and October 1, 
1960. 


« Relating to Louisiana Gas Gathering Tax increases. 
5 Relating to Section 5(a) General Investigation Proceeding. 


*Formerly, the name of the Company was Southwestern Gas and Electric Company. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY AND NAT- 
URAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G—19086; 
HASSIE HUNT TRUST, OPERATOR, ET AL., G-19115; H. L. HUNT, OP- 
ERATOR, ET AL., G-19116; HUNT OIL COMPANY, G-19117; WILLIAM 
HERBERT HUNT TRUST ESTATE, OPERATOR, G-19118; LAMAR HUNT 
TRUST ESTATE, G-19119; GEORGE W. GRAHAM, INC., OPERATOR, ET 
AL., G-19123; PLACID OIL COMPANY, OPERATOR, ET AL., G—19124, 
G—19125; NATURAL GAS PIPELINE COMPANY OF AMERICA, G—20202; 
IOWA SOUTHERN UTILITIES COMPANY, G-20313; MISSOURI UTILI- 
TIES COMPANY, G-—20335; CITY OF CORNING, IOWA, G-20591; IOWA- 
ILLINOIS GAS & ELECTRIC COMPANY, G-—20593; LATERAL GAS 
PIPELINE COMPANY, CP60-42; IOWA ELECTRIC LIGHT AND POWER 
COMPANY, CP60-43; IOWA POWER & LIGHT COMPANY, CP60-48 


ORDER AMENDING ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND 
NECESSITY AND DENYING PETITION FOR REHEARING 


(Issued July 29, 1960) 


On July 11, 1960, the producer applicants in the above dockets filed a petition 
for rehearing of the Commission’s order issued July 1, 1960, 24 FPC 1, in the 
above entitled proceedings. By that order we issued certificates for certain 
pipeline facilities and services and for the sale of natural gas by independent 
producers to Peoples Gulf Coast Natural Gas Pipeline Company. The producers’ 
certificates were conditioned upon the elimination of 4-year escalation clauses 
and the substitution therefor of the same 10-year escalation provision which we 
found to be in the public interest in Trunkline Gas Company, 21 FPC 704. Es- 
sentially the petitioners argue that we have no power to require the changes in 
the proposed contracts and that they are entitled to the higher average price 
because their costs will be higher than those of the producers selling to 
Trunkline. 

In a certificate application the question presented is whether the particular 
service as proposed is required by the public convenience and necessity. If we 
find that while the service may be generally required, certain aspects of the 
proposal are contrary to the public interest, we can either deny the certificate 
or condition it upon correction of the objectionable features. Where we impose 
such conditions the applicant may reject the certificate if he feels that the con- 
ditions are unduly burdensome. Petitioners, who had the burden of proof, did 
not convince us that the sales as proposed in their contracts were required by 
the public convenience and necessity. Rather than deny the certificates, how- 
ever, we granted them on the condition that the objectionable feature of the 
proposal, the 4-year escalations, be eliminated. 

What the condition imposed in these proceedings is intended to do, is to pre- 
vent gas prices from spiraling upward while proper prices are being deter- 
mined. The Trunkline prices were somewhat above previously certificated 
prices for the producing area here involved and as stated in our decision, it was 
primarily the firm price feature which convinced us that the public convenience 
and necessity required the sales. 

In keeping with our determination that the public interest requires that we 
hold the price line for producer sales, we have carefully reviewed the contracts 
here involved. Such review has brought to our attention that the Trunkline 
sales here relevant were all made in Texas Railroad Commission District No. 3. 
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Certain of the sales in these proceedings are to be from Aransas county in Rail- 
road District No. 4 and Calhoun County in Railroad District No. 2. In Rail- 
road District No. 4 and No. 2 the highest price previously found by us to be 
required by the public convenience and necessity is 18 cents per Mcf (see Tewvas- 
Illinois Natural Gas Company, 22 FPC 979). These sales were under terms 
comparable to the terms of the contracts involved here. In relying on the 
Trunkline sales the petitioners show no justification at all for our allowing 
prices in Railroad District No. 4 and No. 2 to rise higher. We are therefore 
constrained to amend our order of July 1, 1960, to provide that the certification 
of the producer sales from Aransas County be conditioned upon the amendment 
of the sales contracts to provide for an initial price of 18 cents per Mcf. Modifi- 
eation of the escalation provisions for the sales from Aransas County will no 
longer be necessary. 

Our further review of the purchaser sales here involved also affirms our belief 
that the sales from Galveston and Brazoria Counties should be conditioned to 
provide for the relatively firm prices called for in the Trunkline contracts. 

As we indicated in our order of July 1, 1960, we are not convinced by the 
petitioners’ generalized cost estimates that even higher prices in these producing 
areas will serve the public interest. The Trunkline certificates were not based 
primarily on cost evidence and petitioners’ argument that gathering and process- 
ing will give them higher costs than the producers selling to T’runkline does not 
establish that higher prices here are in the public interest. Nor does the fact 
that the Trunkline producers may recover the liquids after the purchaser has 
gathered the gas, whereas here the producers must do their own gathering. 
convince us that the public should be required to accept the gas sales here under 
less favorable terms than in Trunkline. 

Petitioners further cite the specific cost evidence introduced at the hearing 
as support for the higher average price sought. Even if we were to accept as 
correct, which we do not, these specific cost estimates made by petitioners, 35 
cents to 35.6 cents per Mcf, we could not hold that such expensive gas was at 
this time required by the public convenience and necessity. 


The Commission further finds: 


(1) Our order of July 1, 1960, in these proceedings should be amended to 
provide that the certificates issued to Hunt Oil Co., William Herbert Hunt Trust 
Estate, Lamar Hunt Trust Estate, George W. Graham, Inc., and Placid Oil 
Company for sales from Aransas county in Railroad District No. 4, and Calhoun 
County in Railroad District No. 2 be conditioned upon the filing of revised 
contracts providing for an initial price of 18 cents per Mef. 

(2) The petition of Hassie Hunt Trust, H. L. Hunt, Hunt Oil Company, 
William Herbert Hunt Trust Estate, Lamar Hunt Trust Estate, George W. 
Graham, Inc., and Placid Oil Company, for rehearing, filed on July 11, 1960, in 
the above proceedings, is without merit and sets forth no new facts or legal 
considerations which were not fully considered by the Commission prior to the 
issuance of our order of July 1, 1960, or which having now been considered, 
warrant the modifications of said order sought by petitioners. 


The Commission orders: 





(A) Ordering paragraph (I) of our order of July 1, 1960, in the above pro- 
ceedings is amended to read as follows: The certificates issued to the producer 
applicants in ordering paragraph (C) are expressly conditioned upon the filing 
of revised contracts for the sales from Galveston and Brazoria counties which 
will be identical to the present contracts except to change the price provisions 
4A 
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so that they will provide for an initial price of 20 cents per Mcf with an escala- 
tion of 3 cents per Mcf after ten years, and the filing of revised contracts for 
the sales from Aransas County and Calhoun County to provide for an initial 
price of 18 cents per Mcf. 

(B) The time for acceptance of these certificates as fixed by ordering para- 
graph (F) of our order of July 1, 1960, is extended to twenty days from the 
date of this order. In all other respects ordering paragraph (F) shall remain 
unchanged. 

(C) Except as modified by this order, our order of July 1, 1960, shall remain 
unchanged. 

(D) The petition for rehearing filed on July 11, 1960, by the producer appli- 
cants in the above proceedings is hereby denied. 

Commissioner Kline concurring, filed a separate statement. Commissioner 
Sweeney not participating. 


KLINE, Commissioner, concurring: 

I concur in the action of the Commission in amending our order of July 1, 1960, 
so as to require the filing of a revised contract containing an initial price of 18¢ 
per Mcf for those sales made by producers in Aransas County in Texas Railroad 
District No. 4. 

In producer certificate cases involving initial prices, the Commission is at- 
tempting to hold the line and to stabilize prices until such time as we have more 
adequate information concerning their justness and reasonableness. In these 
proceedings, as in the Trunkline* case and other cases involving sales made in 
this area of Texas, all parties have considered the entire Gulf Coast of Texas— 
Railroad Districts 2, 3 and 4—as one pricing area. The Commission also has 
viewed this entire area as one district and it was only upon rehearing that we 
discovered for the first time that we had not previously certificated any pro- 
ducer sales in Railroad Districts 2 and 4 at a price of more than 18¢. 

One of the biggest problems confronting the Commission in its attempts to hold 
the line on initial prices has been to determine the boundaries of a particular 
area in which existing prices should not be exceeded. There are many sound rea- 
sons why the entire Gulf Coast of Texas—Railroad Districts 2, 3 and 4—should 
be treated as one pricing area and it is difficult in many respects to justify an 
action which will permit a 20¢ price in Galveston and Brazoria Counties in Rail- 
road District No. 3 while imposing an 18¢ condition in Aransas County in Rail- 
road District No. 4. However, the gas industry itself has in the past made this 
distinction by paying lesser prices for gas in areas that were more remote from 
the market. The primary duty of this Commission is to protect the consumer 
against excessive prices and by imposing different price conditions in these 
different railroad districts we can afford the consumers fuller protection than by 
considering all of the districts as one pricing area. Thus, while I am inclined to 
believe upon the basis of the knowledge presently available to me, that we will 
ultimately treat the entire Gulf Coast as one pricing area, I agree with the ma- 
jority that the initial price in the Aransas County contracts should at this time 
be limited to 18¢ per Mcf, which is the highest price we have theretofore cer- 
tificated in Railroad District No. 4. 

It is true that I have taken a different view of this matter in certain areas 
such as the Panhandle-Hugoton area of Texas, Oklahoma and Kansas where 
1 have felt that the same price limitation should be imposed regardless of the 
location of the state boundaries, but in such instances one common pool of gas 


1 Docket No. G—15394. 
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extended throughout the entire area or other circumstances existed so that 
inequities would result if one area were treated differently than another area. 
A similar factual situation does not exist here. 

Although I feel we must take this action in order to comply with the holding 
of the Supreme Court in the CATCO? case, I am seriously concerned with the 
effect which our action will have on the flow of gas to the jurisdictional domestic 
and commercial customers served by interstate pipelines. The 18¢ price at 
which we are conditioning this sale is considerably below the prices paid by 
certain large industrial customers not subject to our jurisdiction who purchase 
gas and transport it in interstate pipelines. We have no jurisdiction over the 
prices which such large customers pay for this gas and the probable consequence 
of our action here will be to divert all the remaining gas from the domestic and 
commercial market to the industrial market. Several years ago Florida Power 
and Light Company made many large purchases at 19.5¢ per Mcf in Starr, 
Jim Hogg, Jim Wells, Kennedy and Cleberg Counties in Railroad District No. 4 
and has been transporting this gas for industrial use in Florida. Consolidated 
Edison of New York has purchased large quantities of gas at 19.25¢ per Mcf 
in Duvall and Bee Counties in Texas Railroad Districts 4 and 2, respectively, 
for use for industrial purposes in the State of New York. This Commission de 
clined to issue a certificate for the transportation of this gas, which decision 
was based in part upon the effect which the purchase of the gas would have 
upon the prices charged by producers selling gas in interstate commerce sub- 
ject to our jurisdiction. However, we were reversed by the Circuit Court of 
Appeals for the Third Circuit in this matter and if that decision remains law we 
are powerless to prevent such purchases. 

The large purchases of non-jurisdictional gas now being made by out-of-state 
industrial users at even higher prices and the rapid industrial expansion of 
this area of Texas with the resultant increased demand for intrastate gas leads 
me to the conclusion that in a short time there will be no gas available for the 
jurisdictional interstate market at a price of 18¢ 

I also fear that our action here will result in the loss of this entire project. 
However, legal counsel for the City of Chicago, representing the largest seg- 
ment of the consuming public which will receive this gas, stated that he would 
prefer the loss of this gas to payment of the 20¢ price, and under these circum- 
stances I feel we must adhere to the 18¢ price in Railroad District No. 4. 


2 Atlantic Refining Co., et al. v. Public Service Commission of N.Y., et ul., 360 U.S. 378. 
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3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


GULF OIL CORPORATION, DOCKET NOS. G—9520, G—11106, G-11335, G—-11444, 
G-11847, G-—12315, G-—12634, G—12955, G—12956, G—13495, G-—13518, G—13519, 
G-—13526, G-—13581, G-—13772, G—13841, G-—139838, G-—13984, G—14092, G-—14262, 
3-14410, G—-14416, G—14929, G-—15127, G—15169, G-—16334, G—16657, G—16558, 
G—16660, G—16696, G—17290, G-17813, AND G-—8516; GULF OIL CORPORA- 
TION (OPERATOR), ET AL., DOCKET NOS. G-11851, G—-13100, G—-15494, 
G-—16659, G—16730, G—16898, G—16959, G-—16960 


ORDER DENYING PETITION FOR REHEARING 


(Issued August 1, 1960) 


On June 21, 1960, Gulf Oil Corporation (Gulf) filed a “Petition for Rehearing 
of Order Denying Petitions to Terminate Proceedings,” in which Gulf urges that 
the Commission grant rehearing and reconsider its order issued May 24, 1960, 23 
FPC 724, which, among other things, denied petitions to terminate the proceedings 
in Docket Nos. G—9520, G-11335, G-11444, G-12315, G—13526, G—13983, G—13984, 
G-14092, G-14410, G-14929, G—16660, G-16959 and G-—16960, all of which are 
part of the above-listed consolidated rate proceedings under Sections 4 and 5 
of the Natural Gas Act. The order of May 24 also granted petitions to terminate 
four of the dockets involved in the consolidated proceedings, and pointed out 
that three of the proceedings originally consolidated have been terminated by 
separate Commission actions. The said petition for rehearing does not complain 
of the five proceedings, also part of this consolidated proceedings, in which 
petitions to terminate were denied by order issued April 29, 1960. 

All of the 13 docketed proceedings, listed above, involve rate-increase applica- 
tions filed under Section 4 of the Act which became effective subject to refund at 
various dates in 1956 through 1959. In each proceeding Gulf cites the order in 
Reef Fields Gasoline Corporation (Operator), et al., Docket No. G—14030, issued 
March 18, 1958, 19 FPC 351, and later related orders, to justify termination of the 
proceeding and to permit collection of the increased rates without obligation to 
refund if the rates are found to be unjust and unreasonable. Gulf alleges that 
other producers in the same areas have been allowed to collect rates equal to or 
greater than those filed for by Gulf, all without obligation to refund. 

Gulf contends principally that the order of May 24, 1960, (1) “* * * failed to 
afford Gulf equal treatment with those similarly situated; (2) that individual 
proceedings which were part of a consolidated proceeding involving other pro- 
ducers have been terminated; (3) termination of the proceedings in the dockets 
involved will not prevent a determination of the rates in question under Section 
5 of the Act in the consolidated proceeding; and, (4) failure to terminate the 13 
dockets pending the outcome of the consolidated proceeding substantially injures 
Gulf when compared to the treatment afforded other producers similarly situated 
(Petition, pp 5-6). 

These proceedings, including the institution of a general investigation of Gulf’s 
rates under Section 5 of the Act, were consolidated by order issued February 12, 
1959. Gulf’s direct case in support of its proposed rate increases in these matters 
has been presented and cross-examined, and, additionally, the direct cases of two 
groups of interveners and of staff have been served and await cross-examination. 
Thus the hearing in this consolidated proceeding is approaching completion. This 
fact alone clearly distinguishes this case from the situation presented in the 
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Reef Fields order, supra, and compels the conclusion that it would not be in the 
public interest to grant petitioner’s request and terminate these proceedings at 
this time. 

It must be borne in mind that the primary purpose of the Natural Gas Act is 
the protection of the consumer. While it is true, as Gulf states, that termination 
of the proceedings in the 13 dockets as proposed by Gulf would not prevent a de- 
termination of the rates in question under Section 5 of the Act, such termination 
would preclude refund of any portion of the individual rate found to be unjust 
and unreasonable. At the same time, since the hearing is in progress, Gulf is 
assured of a determination of the justness and reasonableness of the rates in- 
volved in the 13 dockets within a reasonable time. 

Gulf argues that failure to terminate the proceedings in the 13 dockets in ques- 
tion is “* * * inequitable, unfair, unduly discriminatory, and an abuse of the 
Commission’s discretion and authority” (Petition, p. 6.). However a regulatory 
agency is not bound to follow its previous actions, particularly where, as here, 
there is a sound basis for present action. 

As stated in the Reef Fields order, supra, and reaffirmed in the order of 
May 24, 1960, herein, from which rehearing is sought, termination of proceed- 
ings based on the Reef Fields order does not constitute a substantive finding 
of justness and reasonableness. Gulf’s assertion at page 20 of its Petition, 
with reference to Reef Fields and similar orders, that “* * * it would cer- 
tainly appear that the Commission had decided that the increased rates were 
not likely to be unjust and unreasonable * * *” is incorrect. 

Gulf contends that the Commission has allowed termination of individual 
rate proceedings which, as here were part of a consolidated rate proceeding, 
and cites a number of orders said to support this contention. For a contrary 
result see the following: order issued May 19, 1958, The Teras Company, 
Docket No. G—13924, 19 FPC 745, order issued November 27, 1959, Texaco Inc., 
Docket No. G—14096; orders issued January 4, 1960, and February 24, 1960, 
Amerada Petroleum Corporation, Docket No. G—14421, 23 FPC 1 and 439, order 
issued March 25, 1960, Shell Oil Company, et al., Docket Nos. G—12951, et al.; 
orders issued April 15, 1960, and June 10, 1960, Hunt Oil Company, et al., 
Docket Nos. G—9065, et al.; order issued June 2, 1960, Sun Oil Company, et al., 
Docket Nos. G—8288, et al.; and order issued July 15, 1960, Amerada Petroleum 
Corporation, et al., Docket Nos. G-9385, et al. These and other orders demon- 
strate that the granting or denial of requests to terminate individual proceedings 
are based on the facts of each individual proceeding. 


The Commission finds: 


The assignments of error and grounds for rehearing set forth in Gulf’s 
Petition for Rehearing and Reconsideration, filed June 21, 1960, set forth no 
new facts or principles of law which were not fully considered by the Commis- 
sion when it adopted the order issued herein on May 24, 1960, or which having 
now been considered warrant any change or modification of said order. 
Accordingly, said petition should be denied. 


The Commission orders: 


The Petition for Rehearing of the order issued herein on May 24, 1960, filed 
by Gulf Oil Corporation on June 21, 1960, be and is hereby denied. 

Commissioner Kline dissenting. 

Commissioner Sweeney not participating. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 









































TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-18137 
FINDINGS AND ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 1, 1960) 





On February 8, 1960, Texas Gas Transmission Corporation filed an applica- 
tion requesting the Commission to amend the certificate of public convenience 
and necessity issued to it on October 5, 1959, in Docket No. G—18137, 22 FPC 
648, to permit the service authorized therein to continue until April 15, 1961, 
in lieu of the present termination date of April 15, 1960. 

In our order issued October 5, 1959, we authorized Texas Gas to sell additional 
volumes of up to 50,000 Mcf of natural gas per day to American Louisiana Pipe 
Line Company, on an interruptible basis, for a period extending to April 15, 
1960. The additional sales were to be made at two existing delivery points in 
Kentucky and Louisiana, 30,000 Mcf per day at Slaughters, Kentucky and 20,000 
Mcf per day at Eunice, Louisiana. The deliveries were proposed to assist the 
American Natural System to restore the normal balance of its storage projects, 
which had been reduced considerably below the scheduled balances due to the 
severe 1958-1959 winter and to permit Texas Gas to avoid take-or-pay penalties 
on its gas purchase contracts. 

Applicant desires to extend this sale of interruptible gas to American Louisi- 
ana until April 15, 1961, to further aid in replenishing its gas in storage. 

The proposed sale would be made at the same price and under the same 
conditions as that authorized in the October 5, 1959 order. 

Hearing in this matter was held on July 12, 1960. 

American Louisiana Pipe Line Company was allowed to intervene by the 
Commission order of July 11, 1960. Applicant’s oral motion on the record for 
omission of the intermediate decision procedure was granted on July 27, 1960. 


The Commission finds: 





It is in the public interest and appropriate in carrying out the provisions of 
the Natural Gas Act to amend as hereinafter ordered, the Commission’s order 
issued on October 5, 1959, in Docket No. G—18137, by extending the period of 
sale of interruptible gas by Texas Gas Transmission Corporation to American 
Louisiana Pipe Line Company until April 15, 1961. 


The Commission orders: 





(A) The Commission’s order issued October 5, 1959, in Docket No. G—18137, 
be and the same is hereby amended by extending the period for the sale of 
interruptible gas from Texas Gas Transmission Corporation to American Louisi- 
ana Pipe Line Company until April 15, 1961. 

(B) In all other respects the Commission’s order of October 5, 1959, in this 
matter, shall remain in full force and effect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP60-14 


ORDER DENYING INTERVENTION 
(Issued August 2, 1960) 


A petition seeking leave to intervene in the above-docketed proceeding was 
filed by Willmut Gas and Oil Company (Willmut) on July 18, 1960. 

The proceeding is upon an application filed by United Gas Pipe Line 
Company (United) on January 19, 1960, as supplemented on February 23 and 
March 31, 1960, for a certificate of public convenience and necessity authorizing 
United to construct and operate 7.5 miles of 16-inch pipeline lateral from a 
connection with its Mobile-Pensacola line in a northeasterly direction looping 
part of its existing 12-inch lateral extending to the Escambia Bay area, all in 
Escambia County, Florida. The proposed loop line together with the facilities 
now serving the Bscambia Bay Industrial Area will be used primarily to meet 
the increased requirements of United’s existing direct industrial customers in 
such area. The four direct industrial customers presently being served by 
United are: American Cyanamid Company, Columbia-National Corporation, 
Chemstrand Corporation and Escambia Corporation. During the year 1959 
United delivered to these four industrial customers a total annual volume of 
approximately 20,472,649 Mcf.* United proposes to increase annual deliveries 
to the four customers during the year 1960 to approximately 23,170,000 Mcf 
and during the years 1961 and 1962 to approximately 27,717,000 Mcf.’ 


The volumes delivered to the four customers during the year 1959, the prices 
paid for such volumes, the volumes proposed to be delivered to such customers 
during the years 1961 and 1962 and the proposed prices are as follows: 





| | | 
1959 | 1959 price 1961-1962 | 1961-1962 
per Mcf Mef | per 
Me 


American Cyanamid Co 1 345, 982 | 2 30. 57¢ | 31, 150, 000 | 
Columbia-National Corp. -- wal 1 296, 389 | 2 30. 40¢ 3 460, 
Chemstrand Corp stn tiene ‘ 1 12, 891, 998 2 26. 53¢ 3 18, 067, 
Escambia Chemical Corp 1 6, 938, 280 | 226. 58¢ | 3 8, 040, 


United’s Annual Report to the Federal Power Commission for the Year 1959, page 72. 
United’s Annual Report to the Federal Power Commission for the Year 1959, page 72; Petition of Will- 
mut Gas and Oil Company for Intervention, page 2. 

3 United’s Application for a Certificate of Public Convenience and Necessity, page 5. 

4 United’s Application for a Certificate of Public Convenience and Necessity, pages 5and7. The increase 
in the prices of gas to direct industrial consumers reflects, in large part, the increased cost of purchased gas 
to United. See Commission’s Order Providing for Hearing on and Suspension of Proposed Revised Tariff 
Sheets issued March 10, 1960, in United Gas Pipe Line Company, Docket No. RP60-2. See also Second 
Supplemental Application Exhibit N (Supplement). 


1 
2 


Willmut in its petition to intervene states that it purchases natural gas from 
United for resale in the State of Mississippi and that a part of such gas is resold 


1 United’s Application for a Certificate of Public Convenience and Necessity, page 5 
and Second Supplemental Application, page 1; see also United’s Annual Report to the Fed- 
eral Power Commission for the year 1959, page 72. 

2 United’s application, page 5. 
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to an industrial customer. Willmut states further that United sells substantial 
volumes of natural gas directly to industrial consumers in the States of Alabama, 
Florida, Louisiana, Mississippi and Texas, the prices for which vary widely. 
Willmut charges that, as a result of United’s policy of fixing rates to direct 
customers, discrimination or preferences exist or are being practiced in violation 
of Section 4(b) of the Natural Gas Act, and of Section 13(a) of Title 15 of 
the United States Code, and that United is violating the public policy of the 
United States expressed in the anti-trust laws. 

Willmut states, also, that it has a direct economic interest in this proceeding 
since United is a competitor in the market for industrial customers proposed to 
be served additional gas herein; are competitors of Willmut’s industrial cus- 
tomers; and, further, that Willmut has a direct economic interest in assuring 
that it will not be burdened with an unfairly high share of United’s cost for 
service to the four direct industrial customers. 

United, on July 25, 1960, filed its Objection to the Petition for Intervention 
filed by Willmut. United in such Objection denies all allegations leveled by 
Wilmut in its Petition. 

United states that it has sufficient gas supplies to insure service to Willmut 
according to their several Service Agreements and that such service will in no 
manner be affected by the construction of facilities proposed and the service 
to be rendered therefrom. 

Examination of the contracts pursuant to which United sells gas to the four 
industrial consumers in the Escambia Bay area together with the estimates of 
sales and revenues set forth in United’s application indicates that United will 
increase prices to such direct sale customers during the years 1960, 1961 and 1962 
in an amount greater than the amount by which United proposes to increase its 
rates covering the sale of gas to Willmut for resale for industrial use. A com- 


parison of the 1959 prices and rates with proposed increased prices and rates 
is as follows: 


Price or rate per Mcf Proposed ! 
| increase to 
Willmut 


1959 1960-61-62 





American Cyanamid Co 2 30. 57¢ 
Columbia-N ational Corp | 2 30. 40¢ 
Chemstrand Corp 2 26. 53¢ 
Escambia Bay Corp 2 26. 58¢ | 
Willmut (for industrial resale) 


1 On February 11, 1960, United filed with the Commission proposed increases in rates and charges which, 
with the exception of such increases as relate to sales of gas for resale for industrial use only, were suspended 
and use thereof deferred until August 13, 1960, by order issued March 10, 1960, United Gas Pipe Line Com- 
pany, Docket No. RP60-2. The industrial resale rate to Willmut increased from 26.39¢ to 29.7¢ as of 
March 13, 1960. See Willmut’s Petition for Intervention, page 2. 


2 United’s Annual Report to the Federal Power Commission for the Year 1959, page 72; see also Willmut’s 
Petition for Intervention, page 2. 


3 United’s Annual Report to the Federal Power Commission for the Year 1959, page 74. 
4 United’s Application for a Certificate of Public Convenience and Necessity, pages 5 and 7. 


From the foregoing tabulation it is clearly apparent that United proposes to 
increase its prices for gas sold for direct consumption to a greater extent than 
it proposes to increase its rates for the sale of gas to Willmut for resale for 
industrial use only. Therefore Willmut’s claim that it may be burdened with 
an unfairly high share of United’s costs for service to the four direct industrial 
customers is not well founded. Viewed in its true perspective, Willmut in its 
Petition for Intervention (page 2) has used unlikes in making comparisons. 
It has used 1960-61-62 volumes related to 1959 prices as a basis for comparison 
with “United’s presently effective IND-J rate to Willmut for sales to Hercules 


> Deere wWQOetr DD © 
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Powder Company” which is 29.7¢. The true comparison has been set forth 
in the tabulation above. 

No rate can be charged Willmut by United except a rate which is approved 
by the Commission or which becomes effective pursuant to the provisions of the 
Natural Gas Act subject to review by the Commission. We are of the opinion 
that if Willmut is contending that a proper portion of system costs have not 
been assessed by United to the sales being made directly to industrial customers 
thereby affecting the rates United collects from Willmut such matters may more 
properly be considered in a rate proceeding. United has filed proposed increases 
in its rates and charges for service to all resale customers. Such increases 
have been suspended by Commission order issued March 10, 1960, in United Gas 
Pipe Line Company, Docket No. RP60-2. Willmut has filed a petition to 
intervene in that proceeding. Such proceeding seemingly would be the appro- 
priate case for raising questions pertaining to the allocation of system costs. 

We are not in this case dealing with initial rates for new service. United is 
and has been rendering service to the four direct industrial consumers located 
in the Escambia Bay industrial area. The rates at which the gas is sold to these 
direct customers is not subject to our jurisdiction. Willmut by way of a 
petition for intervention in such proceeding seeks to broaden the certificate 
ease into an investigation of system-wide industrial rates covering both direct 
and resale industrial sales. Such matter cannot properly be made an issue in 
the certificate proceeding for we would be powerless to grant the relief sought. 
The matter of system-wide rates properly could be determined only in a pro- 
ceeding brought under Section 4 or 5 of the Natural Gas Act. While we have 
the authority to condition certificates with respect to proposed initial rates we 
have no authority under Section 7 to revise completely all rates and charges 
subject to our jurisdiction. This seemingly is the basis for Willmut’s petition 
for intervention in this proceeding. 

There is no merit to Willmut’s contention that the Shreveport doctrine 
(Houston E. &€ W. T. Ry. v. U.S., 234 U.S. 342) is applicable to a certificate 
proceeding under the Natural Gas Act. Likewise, all other contentions made by 
Willmut in its petition for intervention are found to be without merit. 


The Commission finds: 

It does not appear to be appropriate in the proper administration of the 
Natural Gas Act, and in the public interest, to allow Willmut Gas and Oil 
Company, petitioner, to intervene in this proceeding. 

The Commission orders: 


The petition to intervene filed by Willmut Gas and Oil Company be and 
the same is hereby denied. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
ALABAMA POWER COMPANY, PROJECT NO. 82 
ORDER AMENDING LICENSE (MAJOR) 
(Issued August 4, 1960) * 


Application was filed September 4, 1959, and later supplemented by Alabama 
Power Company (Applicant) for authorization under the Federal Power Act 


* Willmut has filed a Petition for Review of the Commission’s order of March 10, 1960, 
contending that the Commission should have rejected United's filing rather than to have 
suspended it. The case has been designated No. 17,775, United States Court of Appeals 
for the District of Columbia Circuit. 


*Petition for review dismissed, 291 F. 24 558 (CA5-1961). 





116 FEDERAL POWER COMMISSION 


to make certain changes in its existing Mitchell development (Project No. 82) 
on the Coosa River in Chilton and Coosa Counties, Alabama, consisting of the 
installation of concrete buttresses, piers and additional spillway gates on the 
existing dam; raising the power pool from elevation 312 feet to 317 feet; in- 
creasing the spillway capacity from 248,000 cubic feet per second (cfs) to 550,000 
efs; and construction of a powerhouse addition at the existing dam with in- 
stalled capacity of 65,000 kilowatts. 

The application was filed as part of a proposed amendment to the license for 
Project No. 2146. However, by order issued of even date in Project No. 2146, 
and for the reason stated therein, the Commission denied applicant’s request 
that the existing Mitchell development, with the proposed changes referred to 
above, be included in the license for Project No. 2146. Accordingly, those parts 
of the application seeking authorization for changes in the existing Mitchell 
development will be considered as an application for amendment of the license 
for Project No. 82. 

It appears that the area of lands of the United States affected by the project 
as amended will be increased, but the area cannot be determined until a map 
showing the new project boundary is filed in accordance with the Commission’s 
regulations. 

The effect of the amendment, among others, will be to increase the authorized 
installed capacity of the project from 101,000 horsepower to 191,000 horsepower. 

The Chief of Engineers, Department of the Army, in reporting on the applica- 
tion, informed the Commission that the modifications proposed for the Mitchell 
development would not materially affect navigation. 

The Secretary of the Interior, in reporting on the application, recommended 
the inclusion in the license, if the amendment of license is issued, of certain 
provisions in the interest of fish and wildlife; for archeological salvage; and 
for the protection and enhancement of recreation values, as hereinafter provided. 


The Convnission finds: 

(1) The license, further amended as hereinafter ordered, is in the public 
interest. 

(2) Public notice has been given of the filing of the application. 

(3) The capital investment to develop the power features of the project is 
estimated to be $10,256,000 and the net annual benefits are estimated to amount 
to $293,000. 

(4) It is desirable to reserve for determination at a later date any necessary 
adjustment in the power capacity of the project and in the land ratio for the 
purpose of computing the annual charges under the license. 

(5) Exhibit M filed October 3, 1947, and now part of the license for the 
project, should be revised to eliminate therefrom reference to the size of the 
spillway gates and said exhibit as so revised and Exhibit L (FPC Nos. 82-51 
to 54, inclusive) and Pages 3 and 4 of Exhibit M filed September 4, 1959, as 
part of the application conform to the Commission’s rules and regulations and 
should be approved as part of the license for the project. 

(6) Superseded Exhibit M filed October 3, 1947, and Exhibit K (FPC No. 
82-20), Exhibit P (FPC Nos. 82-27 to 30, inclusive), and Exhibit L (FPC 
Nos. 82-32, 36, and 37), now part of the license for the project, serve no useful 
purpose and should be eliminated from the license for the project. 

(7) Exhibits F and K for the amended project—in accordance with the 


Commission’s rules and regulations—should be filed as hereinafter provided 
in Article 23. 
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The Commission orders: 


(A) The exhibits specified in Finding (5) herein as conforming to the Com- 
mission’s rules and regulations are approved as part of the license for the 
project and the exhibits specified in Finding (6) herein are eliminated from the 
license for the project. 

(B) The license for Project No. 82—which was issued to Alabama Power 
Company on June 27, 1921, and subsequently transferred to Alabama Power 
Company (Consolidated) and amended—is further amended, effective as of 
August 1, 1960, to provide for the changes described in the first paragraph 
of this order; to incorporate therein certain exhibits showing said changes; 
and to eliminate therefrom certain unnecessary exhibits; said amendment 
being: 

PARAGRAPH I. Article 1 of the license is amended to read as follows: 

Article 1. The project covered by and subject to this license consists of: 

(a) All lands constituting the project area and inclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in 
such lands necessary or appropriate for the purposes of the project, whether 
such lands or interest therein are owned or held by the Licensee or by the 
United States; such project area and project boundary being more specifically 
shown and described by certain exhibits which formed part of the application 
for license or of application for amendment of the license, and which are 
designated and described as follows: 

Exhibit J: (FPC No. 82-1) General Map of Project Area; and 

(FPC No. 82-2) General Map of Transmission System ; and 

Exhibit K: Five Sheets (FPC Nos. 82-15 to 19, inclusive) Lock 12—Mitchell 
Dam Transmission Line; and 

Revised, Twelve Sheets (FPC Nos. 82-39 to 50, inclusive) Map showing 
project boundary and project area. 

(b) All project works consisting of a concrete gravity dam consisting of a 
non-overflow abutment section, two gated spillway sections and a powerhouse 
section forming the right abutment; a reservoir extending upstream to Lay 
Dam with a normal water surface at elevation 317 and usable storage of 
36,000 acre-feet in a 6-foot drawdown; a powerhouse containing three 24,000- 
horsepower turbines each connected to a 17,500-kilowatt generator and one 
29,000-horsepower turbine connected to a 20,000-kilowatt generator; a separate 
powerhouse at the right abutment containing two 45,000-horsepower turbines 
each connected to a 32,500-kilowatt generator; a step-up substation and switch- 
ing station located on the deck of the dam; a double circuit 110-kv steel tower 
transmission line extending to a substation at Lay Dam; and appurtenant 
electrical and mechanical facilities ; the location, nature, and character of which 
are more specifically shown and described by the exhibits hereinbefore cited 
and by certain other exhibits which also formed part of the application for 
license or of applications for amendment of the license, and which are designated 
and described as follows: 

Exhibit L: Revised (FPC No. 82-34) Cross Section through Power House; 

Revised (FPC No. 82-35) Typical Plans of Power House; 

Revised (FPC No. 82-38) Typical Plan Power House Unit #4; 

(FPC No. 82-51) General Plan of Redevelopment; 

(FPC No. 82-52) Spillway Sections of Redevelopment ; 

(FPC No. 82-53) Additional Power House, Floor Plans; 

(FPO No. 82-54) Additional Powerhouse, Sections; and 
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Exhibit M: Four sheets entitled “General description and general specifica- 
tions of mechanical, electrical and transmission equipment and appurtenances,” 
except for the size of the spillway gates, filed in the Commission October 3, 
1947; and Pages 3 and 4 of Exhibit M pertaining to Mitchell and filed in the 
Commission September 4, 1959. 

(c) All other structures, fixtures, equipment or facilities used or useful in the 
maintenance and operation of the project and located on the propect area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as a part of the project 
is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the main- 
tenance and operation of the project. 

(d) The authorized installed capacity of the project is 191,000 horsepower. 

PARAGRAPH II. The license for the project is amended to include therein 
the following additional special conditions designated Articles 22 through 29, 
respectively : 

Article 22. The Licensee shall commence construction of the separate new 
powerhouse and installation of the new and additional spillway gates not later 
than September 4, 1965, and complete such work within three years. 

Article 23. The Licensee shall submit for Commission approval revised 
Exhibits F and K, prepared in accordance with the Commissions rules and 
regulations, showing and describing the project boundary and project lands 
within one year following the installation of new spillway gates. 

Article 24. The Licensee shall cut and remove or destroy all brush and trees 
in the area to be submerged by the increased elevation of the reservoir to the 
satisfaction of the Commission’s Regional Engineer, Atlanta, Georgia, prior to 
raising the water surface in the reservoir to the maximum elevation. 

Article 25. The Commission reserves the right to determine at a later date 
any necessary adjustment in the power capacity of the project and in the land 
ratio for the purpose of computing the annual charges under the license. 

Article 26. The Licensee shall cooperate with the Alabama Museum of Na- 
tural History in arranging for any archeological salvage made necessary by the 
construction of project works under this license subsequent to August 1, 1960. 

Article 27. The Licensee shall cooperate with the Alabama Division of State 
Parks, Monuments, and Historical Sites to determine means of protecting and 
enhancing the recreation values that may be affected or created by the project. 

Article 28. So far as is consistent with proper operation of the project, the 
Licensee shall allow the public free access, to a reasonable extent, to project 
waters and adjacent project lands owned by the Licensee for the purpose of full 
public utilization of such lands and waters for navigation and recreational pur- 
poses, including fishing and hunting, and shall allow to a reasonable extent for 
such purposes the construction of access roads, wharves, landings, and other 
facilities on its lands the occupancy of which may, in appropriate circumstances, 
be subject to payment of rent to the Licensee in a reasonable amount: Provided, 
that the Licensee may reserve from public access, such portions of the project 
waters, adjacent lands, and project facilities as may be necessary for the protec- 
tion of life, health, and property and Provided further, that the Licensee’s 
consent to the construction of access roads, wharves, landings, and other facili- 
ties shall not, without its express agreement, place upon the Licensee any obliga- 
tion to construct or maintain such facilities. 

Article 29. The Licensee shall cooperate with the Alabama Department of 
Conservation, and the U.S. Fish and Wildlife Service during the period of final 





FEDERAL POWER COMMISSION 119 


planning, construction and operation of the project works authorized herein, and 
comply with such reasonable modifications of the project structures and such 
reasonable modifications of project operations in the interest of fish and wildlife 
resources, as may hereafter be prescribed by the Commission upon the recom- 
mendations of the Alabama Department of Conservation and the Secretary of 
the Interior after notice and an opportunity for hearing and upon a finding based 
on substantial evidence that such modifications are necessary and desirable, and 
consistent with the provisions of the Federal Power Act: Provided, however, 
that no modifications of the project structures shall be required unless recom- 
mendations are made by the aforementioned agencies six months prior to the 
date of commencement of construction of project structures, as specified in this 
license, or within such further time as may be granted by the Commission upon 
request made by said agencies within the same period of time. 

(C) This amendment in the manner set out above shall not operate to alter or 
amend the license in any other respect, and shall not in any way constitute a 
waiver of any other part, provision or condition of the license as heretofore 
amended. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned 
to the Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA POWER COMPANY, PROJECT NO. 618 
ORDER AMENDING LICENSE (MAJOR) 
(Issued August 4, 1960) * 


Application was filed September 4, 1959, and later supplemented by Alabama 
Power Company (Applicant) for authorization under the Federal Power Act to 
make certain changes in its existing Jordan development (Project No. 618) on 
the Coosa River in Chilton, Coosa and Elmore Counties, Alabama, consisting of 
the installation of spillway gates in the open spillway section at the existing dam; 
raising the power pool from elevation 245 feet to 252 feet; and increasing the 
spillway capacity from 310,000 cubic feet per second (cfs) to 550,000 cfs. 

The application was filed as part of a proposed amendment to the license for 
Project No. 2146. However, by order issued of even date in Project No. 2146, and 
for the reason stated therein, the Commission denied Applicant’s request that the 
existing Jordan development, with the proposed changes referred to above, be 
included in the license for Project No. 2146. Accordingly, those parts of the ap- 
plication seeking authorization for changes in the existing Jordan development 
will be considered as an application for amendment of the license for Project No. 
618. 

It appears that the area of lands of the United States affected by the project 
as amended will be increased, but the area cannot be determined until a map 


showing the project boundary is filed in accordance with the Commission’s regu- 
lations. 


*Modified on rehearing by order issued September 16, 1960, 24 FPC 471. 
Petition for review dismissed, 291 F. 2d 558 (CA5-—1961). 
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The effect of the amendment of license for Project No. 618—for the installation 
of spillway gates in the open spillway section of the dam and the raising of the 
power pool—will be to permit the utilization of the additional available head be- 
tween Project No. 618 and the Licensee’s Mitchell development, Project No. 82, 
located upstream from Project No. 618. 

The Chief of Engineers, Department of the Army, has reported on the applica- 
tion with approval of the plans for the installation of spillway gates in the open 
spillway section of the dam and the raising of the power pool. 

The Secretary of the Interior, in reporting on the application, recommended 
the inclusion in the license, if the amendment is issued, of certain provisions 
in the interest of fish and wildlife; for archeological salvage; and for the pro- 
tection and enhancement of recreation values, as hereinafter provided, except 
for a condition which has been added to Article 34 herein. A recommendation 
was also made concerning the relocation of a gaging station, which may be 
accomplished under Article 9 of the license for the project. 

The Commission finds: 

(1) The license, further amended as hereinafter provided, is in the public 
interest. 

(2) Public notice has been given of the filing of the application. 

(3) The capital investment for installation of the spillway gates is $740,000 
and the raising of the power pool will result in increasing the dependable capacity 
of the project by 19,000 kilowatts. 

(4) It is desirable to reserve for determination at a later date any necessary 
adjustment in the power capacity of the project and in the land ratio for the 
purpose of computing the annual charges under the license. 

(5) Exhibit L (FPC No. 618-63) filed as part of the application conforms 
to the Commission’s rules and regulations and should be approved as part of the 
license for the project. 

(6) Exhibit L (FPC Nos. 618—45, 52, and 57), now part of the license for the 
project, serves no useful purpose and should be eliminated from the license for 
the project. 

(7) Exhibits F and K for the amended project—in accordance with the Com- 
mission’s rules and regulations—should be filed as hereinafter provided in Article 
31. 


The Commission orders: 


(A) The exhibit specified in finding (5) herein is approved as part of the 
license for the project and the exhibit specified in finding (6) herein is elimi- 
nated from the license for the project. 

(B) The license for Project No. 618, which was issued on November 7, 1925, 
and subsequently amended—is further amended, effective as of August 1, 1960, 
to provide for the changes described in the first paragraph of this order; to 
incorporate therein a certain exhibit showing said changes; and to eliminate 
therefrom certain unnecessary exhibits ; said amendment being : 

PARAGRAPH I. Article 2 of the license is amended to read as follows: 

Article 2. The project covered by and subject to this license consists of: 

(a) Alllands constituting the project area and inclosed by the project boundary 
or the limits of which are otherwise defined, and/or interest in such lands 
necessary or appropriate for the purpose of the project, whether such lands 
or interest therein are owned or held by the Licensee or by the United States; 
such project area and project boundary being more specifically shown and de- 
scribed by certain exhibits which formed part of the application for license or 
of applications for amendment of the license, and which are designated and 
described as follows: 
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Evrhibit J: Revised (FPC No. 618-44) General Map of Project ; and 
Evrhibit K: Revised (FPC Nos. 618-33 to 43, inclusive) Map of Project Area 
and Boundary. 

(b) All project works consisting of a concrete gravity dam consisting of 2 
non-overflow abutment sections, a powerhouse intake section, and a gated spill- 
way section; a reservoir extending upstream to Mitchell Dam with a normal 
water surface at elevation 252 and usable storage of 55,000 acre-feet in a 10-foot 
drawdown; a powerhouse integral with the dam containing four 36,000-horse- 
power turbines each connected to a 25,000-kilowatt generator with provisions 
for a fifth larger or similar unit; a substation and switchyard; three 110-kv 
transmission lines; and appurtenant electrical and mechanical facilities; 
the location, nature, and character of which are more specifically shown and 
described by the exhibits hereinbefore cited and by certain other exhibits which 
also formed part of the application for license or of applications for amendment 
of the license, and which are designated and described as follows: 

Ecvhibit L: General Design Drawings 

FPC No. Title 
618-46 Section Through Headworks & Power House 
618-47 Powerhouse Plan 
618-48 Spillway Cross Sections 
618-49 Lock Walls & Core Wall at West End of Dam 
618-50 Arrangement & Details of Trash Barricade 
618-51 Trash Racks—Assembly & Details 
618-53 Penstock Gates—Details 
618-54 Units 5 & 6 Transverse Section Through Penstock 
618-55 Transverse Section of Headworks—Units 5 & 6 
618-56 18’ x30’ Spillway Gates 
618-58 General Plan Power House Roof & Transformer Deck 
618-59 Substation Plan—South Portion 
618-60 Substation Plan—North Portion 
618-61 Substation Longitudinal Section 
618-62 Substation—Cross Section 
618-63 Dam, Plan and Section 

Exhibit M: Revised, Four pages, “General Description and General Specifica- 
tions” filed in the Commission on January 27, 1945. 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as a part of the project 
is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the main- 
tenance and operation of the project. 

PARAGRAPH II. The license for the project is amended to include therein 
the following additional special conditions designated Articles 30 through 38, 
respectively : 

Article 30. The Licensee shall commence the installation of additional spill- 
way gates not later than August 1, 1965, and complete such installation within 
two years thereafter. 

Article 31. The Licensee shall submit, within one year after the installation 
of the additional spillway gates, for Commission approval revised Exhibits F 
and K, prepared in accordance with the Commission’s rules and regulations, 
showing and describing the project lands and project boundary occasioned by 
the increase in the normal pool level. 
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Article 82. The Commission reserves the right to determine at a later date 
any necessary adjustment in the power capacity of the project and in the land 
ratio for the purpose of computing the annual charges under the license. 

Article 38. The Licensee shall cut and remove or destroy all brush and trees 
in the area to be submerged by the increased elevation of the reservoir to the 
satisfaction of the Commission’s Regional Engineer, Atlanta, Georgia, prior to 
raising the water surface in the reservoir to the maximum elevation. 

Article 34. The Licensee shall operate the Jordan Dam and powerhouse in 
such a manner as to provide a minimum flow below the Jordan Dam of not less 
than 2,500 acre-feet of water during any 72-hour period, except under unusual 
circumstances when the maintenance of this minimum release would impair 
the power value for peaking purposes of the Jordan No. 2 development of Proj- 
ect No. 2146. 

Article 35. The Licensee shall cooperate with the Alabama Museum of 
Natural History in arranging for any archeological salvage made necessary by 
the construction of project works under this license subsequent to August 1, 1960. 

Article 36. The Licensee shall cooperate with the Alabama Division of State 
Parks, Monuments, and Historical Sites to determine means of protecting and 
enhancing the recreation values that may be affected or created by the project. 

Article 37. So far as is consistent with proper operation of the project, the 
Licensee shall allow the public free access, to a reasonable extent, to project 
waters and adjacent project lands owned by the Licensee for the purpose of 
full public utilization of such lands and waters for navigation and recreational 
purposes, including fishing and hunting, and shall allow to a reasonable extent 
for such purposes the construction of access roads, wharves, landings, and other 
facilities on its lands the occupancy of which may, in appropriate circumstances, 
be subject to payment of rent to the Licensee in a reasonable amount: Provided, 
that the Licensee may reserve from public access, such portions of the project 
waters, adjacent lands, and project facilities as may be necessary for the 
protection of life, health, and property and Provided further, that the Licensee’s 
consent to the construction of access roads, wharves, landings, and other facili- 
ties shall not, without its express agreement, place upon the Licensee any obliga- 
tion to construct or maintain such facilities. 

Article 38. The Licensee shall cooperate with the Alabama Department of 
Conservation, and the U.S. Fish and Wildlife Service during the period of final 
planning, construction and operation of the project works authorized herein, 
and comply with such reasonable modifications of the project structures and 
such reasonable modifications of project operations in the interest of fish and 
wildlife resources, as may hereafter be prescribed by the Commission upon the 
recommendations of the Alabama Department of Conservation and the Secre- 
tary of the Interior after notice and an opportunity for hearing and upon a 
finding based on substantial evidence that such modifications are necessary and 
desirable, and consistent with the provisions of the Federal Power Act: Pro- 
vided, however, that no modifications of the project structure shall be required 
unless recommendations are made by the aforementioned agencies six months 
prior to the date of commencement of construction of project structures, as 
specified in this license, or within such further time as may be granted by the 
Commission upon request made by said agencies within the same period of time. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute a 
waiver of any other part, provision or condition of the license as heretofore 
amended. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgement of the acceptance 
of this amendment of license, it shall be signed for the Licensee and returned 
to the Commission within 60 days from the date of issuance of this order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA POWER COMPANY, PROJECT NO. 2146 
ORDER AMENDING LICENSE (MAJOR) 


(Issued August 4, 1960) * 









































Application was filed September 4, 1959, and later supplemented by Alabama 
Power Company (Applicant) for amendment of the license for Project No. 2146 
to authorize redevelopment of the constructed Mitchell and Jordan developments 
(presently under Commission licenses as Projects Nos. 82 and 618, respectively), 
including development of the 127 feet of power head between Jordan pool and 
the headwaters of the potential Jones Bluff Project, and exclusion of the 
unconstructed Wetumpka development from the license for Project No. 2146. 

The license for Project No. 2146 authorizes the constructed Lay development 
with proposed chinges thereto, and the proposed Weiss (Leesburg), Lock 3, 
Kelly Creek, and Wetumpka developments on the Coosa River, a navigable 
waterway of the United States, in Cherokee, Etowah, Saint Clair, Calhoun, 
Talladega, Shelby, Coosa, Chilton, and Elmore Cuunties, Alabama, and Floyd 
County, Georgia, and affecting lands of the United States (18 FPC 257). 

Applicant proposes to develop the power head of 127 feet between the Jordan 
pool (raised as proposed) and the headwaters of the Jones Bluff Project 
(proposed by the Corps of Engineers), consisting of an intake canal beginning 
at a point about one mile upstream from the existing Jordan dam and extend- 
ing westerly from the existing Jordan lake to a forebay lake; a forebay formed 
by earth embankments; a powerhouse located at the outlet of the forebay lake 
with two 103,600-horsepower turbines each connected to a 75,000-kilowatt 
generator installed therein and provisions for a third similar unit; a navigation 
and tailrace canal to Coosa River below Wetumpka, Alabama; a step-up sub- 
station; and appurtenant electrical and mechanical facilities (hereinafter called 
the Jordan No. 2 development). The power head which would have been 
development by the Wetumpka development licensed as part of Project No. 
2146, is included in the 127 feet of head now proposed for development by 
the Jordan No. 2 development. Accordingly, the unconstructed Wetumpka 
development would be excluded from the license. 

The proposed changes in the Mitchell development (Project No. 82) consist 
of the installation of concrete buttresses, piers and additional spillway gates 
on the existing dam; raising the power pool from elevation 312 feet to 317 feet; 
increasing the spillway capacity from 248,000 cubic feet per second (cfs) to 
550,000 cfs; and construction of a powerhouse addition at the existing dam with 
installed capacity of 65,000 kilowatts. 

The proposed changes in the Jordan development (Project No. 618) consist 
of the installation of spillway gates in the open spillway section at the existing 
dam; raising the power pool from elevation 245 feet to 252 feet; and increas- 
ing the spillway capacity from 310,000 cfs to 550,000 cfs. 


* Modified on rehearing by order issued September 16, 1960, 24 FPC 472. 
6768076111 
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This is the second time applicant has submitted proposals to include the exist- 
ing Mitchell and Jordan developments in a license terminating in excess of 50 
years from the dates that the original licenses for those respective develop- 
ments became effective.* The first request was denied by the Commission's 
opinion and order of September 4, 1957 issuing a license expiring in 2007 for 
Project No. 2146 (18 FPC 257, 263). Again we do not find an adequate basis 
for bringing those existing developments under a new license. However, in 
accordance with the provisions of Section 6 of the Federal Power Act (16 U.S.C. 
799), the proposed changes in the Mitchell development may be authorized 
by amendment to the license for Project No. 82, the proposed changes in the 
Jordan development may be authorized by amendment to the license for Project 
No. 618, and the construction of the proposed Jordan No. 2 development in lieu 
of the Wetumpka development may be authorized by amendment to the license 
for Project No. 2146. 

Applicant proposes revision of Article 33 of the license for Project No. 2146 
(which sets out the construction schedule of the project) to replace the 
Wetumpka development in the schedule with the proposed Jordan No. 2 
development. 

The amendment will increase the authorized installed capacity utilized for 
computing the capacity component of the administrative annual charge from 
523,000 horsepower to 664,000 horsepower, and consequently increase the annual 
charges to be paid under the license for Project No. 2146. 

Any increase in the area of lands of the United States affected by the project 
works authorized by the license, as amended herein, cannot be determined until 
a map showing the boundary of the proposed Jordan No. 2 development is 
filed in accordance with the Commission’s regulations. 

The Chief of Engineers, Department of the Army, in reporting on the applica- 
tion, informed the Commission that the plans for the Jordan No. 2 development 
could result in major changes in the navigation plans for the lower Coosa 
River, and suggested that the licensee not initiate construction of the Jordan 
No. 2 development until the Federal navigation features have been definitely 
located on the basis of further studies by the District Engineer, Mobile, Alabama. 
The licensee’s cooperation with the District Engineer in coordinating plans 
for the lower Coosa River is hereinafter provided for in Article 46. 

The Secretary of the Interior, in reporting on the application recommended 
that, in addition to Articles 7 and 37 of the license, an amendment of license 
if issued, contain certain provisions in the interest of fish and wildlife; for 
archeological salvage; and for the protection and enhancement of recreation 
values, as hereinafter provided, except that the condition requested by the 
Secretary to require the Licensee to provide additional lands solely for use as 
public access areas is not being inserted because the inclusion in the license 
of such a provision appears to be unwarranted in view of Article 7 of the 
license which provides for access. A recommendation was also made con- 
cerning the relocation of a gaging station, which may be accomplished under 
Article 6 of the license. 


The Commission finds: 


(1) The license, further amended as hereinafter ordered, is in the public 
interest. 


(2) Public notice has been given of the filing of the application. 
(3) The transmission facilities described in Finding (2) (b)(v) of the license, 
as amended, are part of the project within the meaning of Section 3 (11) of 


*The existing Mitchell and Jordan developments are presently under separate 50-year 
Commission licenses expiring in 1971 and 1975, respectively. 
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the Federal Power Act and should be included in the license for the project. 

(4) The installed horsepower capacity of the project for the purpose of 
computing the capacity component of the administrative annual charge is 
664,000 horsepower and the energy generated by the proposed Jordan No. 2 
development will be used for public utility purposes. 

(5) The amount of the annual charges to be paid under the license for the 
purpose of reimbursing the United States for the costs of administration of Part 
I of the Federal Power Act is reasonable as hereinafter fixed and specified. 

(6) Any increase in area of lands of the United States affected by the project 
as amended, cannot be determined until a map showing the boundary of the 
proposed Jordan No. 2 development has been received and it is desirable to re- 
serve for determination at a later date the amount of the annual charge for the 
purpose of recompensing the United States for the use, occupancy and enjoy- 
ment of additional lands, if any. 

(7) The proposed Jordan No. 2 development (Project No. 2146) and the 
Jordan development (No. 618) after increasing the water surface of the exist- 
ing Jordan reservoir would provide about 215,000 kilowatts of dependable 
capacity and about 265,000,000 kilowatt-hours of energy during an average 
year in excess of that which woulld be provided by the existing Jordan develop- 
ment and the heretofore proposed Wetumpka development. 

(8) The capital investment to develop the ultimate power features of the 
Jordan No. 2 development is estimated to be $40,986,000 and the net annual 
benefits are estimated to amount to $1,063,000. 

(9) The structures of the proposed Jordan No. 2 development are safe and 
adequate, subject to further consideration and approval by the Commission of 
the final plans thereof as provided in Article 30 of the license. 

(10) The additional power output, capacity and energy to be provided by the 
Jordan No. 2 development are economically feasible and will be usable in the 
licensee’s load when they become available. 

(11) The proposed Jordan No. 2 development would not affect any Govern- 
ment dam except as heretofore designated, nor will its inclusion in the license 
for Project No. 2146, as hereinafter provided, affect the development of any 
water resources for public purposes which should be undertaken by the 


United States in the reach of the Coosa River to be occupied by the proposed 
development. 





(12) The proposed Jordan No. 2 development as included in Project No. 
2146 is best adapted to a comprehensive plan for the improvement and develop- 
ment of the Coosa River for the use or benefit of interstate or foreign com- 
merce, for the improvement and utilization of water-power development and 
for other beneficial public uses, including recreational purposes. 

(13) The proposed Jordan No. 2 development as included in Project No. 
2146 is desirable and justified in the public interest for the purpose of im- 
proving or developing a waterway or waterways for the use or benefit of inter- 
state or foreign commerce. 

(14) The proposed Jordan No. 2 development is in accord with the provisions 
of Sections 4 and 5 of Public Law 436, 88d Congress (68 Stat. 302) relating 
to navigation and flood control. 

(15) The construction, operation and maintenance of the proposed Jordan 
No. 2 development as hereinafter authorized will not adversely affect the right 
of the United States to construct a dam on the Alabama River at or near Jones 
Bluff to have a normal pool not to exceed elevation 125 feet m.s.l. at the dam. 

(16) Exhibit M filed December 2, 1955, and now part of the license for the 
project, should be revised to eliminate therefrom reference to the Wetumpka 
development and said exhibit as so revised and Exhibit J (FPC No. 2146-135), 
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superseding Exhibit J (FPC No. 2146-5) now part of the license for the project; 
Exhibit L (FPC Nos. 2146-129 to 134, inclusive) ; and Pages 1 and 2 of Exhibit 
M filed September 4, 1959, as part of the application conform to the Commis- 
sion’s rules and regulations and should be approved as part of the license for 
the project. 

(17) Superseded Exhibit M filed December 2, 1955, and Exhibit J (FPO 
No. 2146-5), Exhibit K (FPC Nos. 2146-85 to 89, inclusive), and Exhibit L 
(FPO No. 2146-110) serve no useful purpose and should be eliminated from the 
license for the project. 

(18) Exhibits F, K, and L for the Jordan No. 2 development—in accordance 
with the Commission’s rules and regulations—should be filed as hereinafter 
provided in amended Articles 29 and 30. 

(19) For the reasons hereinbefore recited, the application for amendment 
of the license for Project No. 2146 should be denied except to the extent that it 
seeks authorization for the Jordan No. 2 development in lieu of the Wetumpka 
development, and those parts of the application seeking authorization for 
changes in the existing Mitchell and Jordan developments should be considered 
as applications for amendment of the license for Projects Nos. 82 and 618, 
respectively. 

The Commission orders: 


(A) The exhibits specified in Finding (16) herein as conforming to the 
Commission’s rules and regulations are approved as part of the license for 
the project and the exhibits specified in Finding (17) herein are eliminated 
from the license for the project. 

(B) The license for Project No. 2146—which was issued to Alabama Power 
Company on September 4, 1957, under the provisions of Section 4(e) of the 
Federal Power Act and Public Law 4386, 88d Congress (68 Stat. 302) for a 
period of 50 years, effective as of August 1, 1957, and subsequently amended— 
is further amended, effective as of August 1, 1960, to authorize the construc- 
tion, operation, and maintenance of the proposed Jordan No. 2 development 
and to include such development in the license for Project No. 2146 and to 
exclude from the license the proposed Wetumpka development which is now 
part of the project works under license; to increase the authorized installed 
capacity for annual charges purposes, thus increasing the annual charge to be 
paid under the license for the project; to revise the construction schedule; 
to incorporate therein certain exhibits showing said changes; and to eliminate 
therefrom certain unnecessary exhibits; said amendment being: 

PARAGRAPH I. Paragraphs (a) and (b) of Finding (2) of the license are 
amended to include therein the description of the proposed Jordan No. 2 devel- 
opment and to exclude therefrom the proposed Wetumpka development, so that 
said paragraphs shall read as follows: 

(2) The project would consist of : 

(a) All lands constituting the project area and inclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interest therein are owned or held by the Licensee or by the United 
States; such project area and project boundary being more specifically shown 
and described by certain exhibits which formed part of the application for 
license as amended and supplemented or of applications for amendment of the 
license, and which are designated and described as follows: 

Exhibit J: (Revised) (FPC No. 2146-135) General map showing location of 
entire project; and 
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Erhibit K: 79 Sheets (FPC Nos. 2146-6 to 84, inclusive) Map of project area 
of Weiss, Lock 3, Kelly Creek, and Lay Developments showing tentative project 
boundary. 

(b) Project works comprising: 

(i) The Proposed Weiss Development. A dam comprised of a concrete gated 
spillway section with compacted earth abutment dikes; a diversion canal to 
a forebay created by dikes with a powerhouse located at the lower end of the 
forebay; a reservoir, with full power pool at elevation 564 feet having a sur- 
face area of approximately 28,300 acres, extending about 52 miles upstream 
to the existing Mayo’s Bar Lock and Dam and a power drawdown of 6 feet 
with a usable capacity of about 135,000 acre-feet and a controlled surcharge 
storage of 379,000 acre-feet above the power pool for control of floods to ele- 
vation 572 feet; a powerhouse with an installation of three 39,100-horsepower 
turbines each connected to a 29,250-kilowatt generator; a substation; and 
appurtenant electrical and mechanical facilities ; 

(ii) The Proposed Lock 3 Development. A dam comprised of a concrete 
gated spillway and powerhouse section and a compacted earth fill section con- 
necting the west abutment; a reservoir, with normal pool elevation of 505 feet 
and an area of about 11,200 acres, extending 58.7 miles upstream to Weiss 
powerhouse, having controlled surcharge storage of about 83,000 acre-feet above 
elevation 505 feet for control of floods; a powerhouse with an initial installa- 
tion of two 34,000-horsepower turbines connected to two 24,200-kilowatt genera- 
tors and provisions for a third similar unit; a substation; and appurtenant 
electrical and mechanical facilities ; 

(iii) The Proposed Kelly Creek Development. A dam comprised of a con- 
crete gated spillway and powerhouse section and compacted earth abutment 
dikes; a reservoir, with full power pool elevation 460 feet and an area of about 
12,800 acres extending 49.1 miles upstream to Lock 3 dam, having a 5-foot 
drawdown providing usable power storage of about 56,000 acre-feet and a con- 
trolled surcharge storage of about 272,000 acre-feet between elevations 455 and 
472 feet for control of floods; a powerhouse with initial installation of two 
58,000-horsepower turbines connected to two 41,700-kilowatt generators and 
provisions for a third similar unit; a substation; and appurtenant electrical 
and mechanical facilities ; 

(iv) The Lay Development—Ezvisting and Proposed. The existing concrete 
dam and spillway section which is to be raised 14 feet; a reservoir, with in- 
creased elevation to 396 feet extending 46.9 miles upstream to Kelly Creek dam 
having an area of about 12,000 acres; an existing powerhouse containing four 
17,900-horsepower turbines and two 19,600-horsepower turbines each connected 
to a 13,500-kilowatt generator ; a powerhouse addition with an initial installation 
of one 64,500-horsepower turbine connected to a 48,000-kilowatt generator with 
provision for a second similar unit; a substation; and appurtenant electrical and 
mechanical facilities ; and 

(v) The Proposed Jordan No. 2 Development. An intake canal beginning at 
a point about one mile upstream from the existing Jordan dam and extending 
westerly from the existing Jordan lake to a forebay lake; a forebay formed by 
earth embankments; a powerhouse located at the outlet of the forebay lake with 
two 103,600-horsepower turbines each connected to a 75,000-kilowatt generator 
installed therein and provisions for a third similar unit; a navigation and tail- 
race canal to Coosa River below Wetumpka, Alabama; a step-up substation; 
and appurtenant electrical and mechanical facilities ; 


the location, nature and character of which are more specifically shown and 
described by the exhibits hereinbefore cited and by certain other exhibits which 
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also formed part of the application for license, as amended and supplemented 
or of applications for amendment of the license, and which are designated and 
described as follows : 


Exhibit L: General Design Drawings. 


WEISS DEVELOPMENT 


FPC No. Description 

2146-117 General Layout 

2146-118 Spillway Plan, Elevation and Sections 

2146-119 Powerhouse Location Plan 

2146-120 Powerhouse Transverse Sections 

2146-121 Powerhouse Longitudinal Section Thru Centerline Units 
2146-122 Powerhouse Generator Floor Plan 


LOCK 3 DEVELOPMENT 


2146—- 96 Dam—Plan, Elevation and Sections 


KELLY CREEK DEVELOPMENT 


2146-136 Plan, Dike & Spillway Sections 
2146-137 Powerhouse Transverse Section 
2146-138 Powerhouse Longitudinal Section 
2146-139 Powerhouse Floor Plans 


LAY DEVELOPMENT 


2146-102 Dam—FExisting Plan and Elevation 

2146-103 Existing Dam and Powerhouse Sections 

2146-104 Dam Reconstruction—Proposed Plan & Elevation 

2146-106 Reconstruction—Proposed Powerhouse, Sections and Elevation 
2146-107 Reconstruction—Proposed Powerhouse Additions 

2146-108 Reconstruction—Proposed Dam and Dike 


JORDAN NO. 2 DEVELOPMENT 


2146-129 General Plan 

2146-130 Powerhouse, Plan 

2146-131 Powerhouse, Transverse Section 
2146-132 Powerhouse, Longitudinal Section 
2146-133 Powerhouse, Floor Plans 
2146-134 Dam, Plan and Section 


Evrhibit M: Seven pages entitled “General descriptions of mechanical, electrical 
and transmission equipment” only insofar as it describes the Lock 3 and Kelly 
Creek Developments filed in the Commission December 2, 1955 ; 

(Revised) Six pages entitled “General descriptions of mechanical, electrical 
and transmission equipment” for the Lay Development, filed in the Commission 
on August 21, 1958 ; 

Three pages “General descriptions of mechanical, electrical and transmission 
equipment” for the Weiss Development, filed in the Commission on December 1, 
1958 ; and 

Pages one and two, “General descriptions of mechanical, electrical, and 
transmission equipment” for the Jordan No. 2 Development, filed in the Com- 
mission on September 4, 1959. 
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PARAGRAPH II. Articles 28 as amended, 29, 30, 33 as amended, and 39 
of the license are amended to read as follows: 

Article 28. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (664,000 horespower), plus two and one-half (2%) cents per 
1,000 kilowatt-hours of gross energy generated by the project during the calen- 
dar year for which the charge is made; and 

(ii) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, an amount to be determined hereafter. 

Article 29. The Licensee shall submit for Commission approval Exhibits F 
and K, prepared in accordance with the Commission’s rules and regulations, 
showing and describing the project boundary and project lands for the proposed 
Weiss, Lock 3, Kelly Creek and Jordan No. 2 Developments and for the recon- 
structed Lay Development within one year following the completion of con- 
struction of each separate development. 

Article 30. The Licensee shall submit, in accordance with the Commission’s 
rules and regulations, revised Exhibit L drawings for the Lock 3 and Jordan 
No. 2 Developments showing the design of the project structures for these 
developments; and the Licensee shall not begin construction of these develop- 
ments until the Commission has received the recommendations of the Chief of 
Engineers and the Secretary of the Army on the plans of structures affecting 
navigation and has received the recommendations of the Chief of Engineers as 
to plans and structures affecting flood control and until the Commission has 
approved such Exhibit L drawings. 

Article 33. Subject to the provisions of Section 13 of the Act and Sections 
8 and 12 of Public Law 436, the Licensee shall commence construction of each 
of the following developments, shall thereafter in good faith and with due 
diligence prosecute the construction, and shall complete each development, not 
later than the following respective dates: 


Development Commence construction Complete construction with initial installation 
specified in finding (2) of this license 


= 1 year from September | Within 5 years from September 4, 1957. 
» 1957. 
Within 3 years from Septem- | Within 7 years from the date of commencement 
ber 4, 1957. of construction of Weiss Dam. 
Within 5 years from Septem- | Within 8 years from the date of the commence- 
ber 4, 1957. ment of construction of Weiss Dam. 
PG TG Sin cctiiesetin Within 6 years from Septem- | Within 9 years from the date of the commence- 
ber 4, 1957. ment of construction of Weiss Dam. 
Lay (Redevelopment)...| Within 7 years from Septem- | Within 10 years from the date of the commence- 
ber 4, 1957. ment of construction of Weiss Dam. 


Article 39. Nothing in this license shall be deemed to affect the right of 
the United States to construct a dam on the Alabama River at or near Jones 
Bluff, and to operate it with a normal pool not to exceed elevation 125 feet m.s.1. 
at the dam for navigation, flood control, power development, and other purposes 
without compensating the Licensee, its successors or assigns. To the extent 
that it may be mutually agreed between the Licensee and the Chief of Engineers, 
U.S. Army, or his designated representative, operation of the Jordan No. 2 
Development shall be coordinated with the operation of the proposed Jones 
Bluff dam to obtain optimum utilization of the water resources involved: Pro- 
vided, That in the event the Licensee and Chief of Engineers fail to reach an 
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agreement as contemplated herein, the Commission may, after notice aud oppor- 
tunity for hearing, determine this mattter. 

PARAGRAPH III. The license for the project is amended to include therein 
the following additional special conditions designated Articles 46, 47, and 48, 
respectively. 

Article 46. The Licensee shall cooperate with the District Engineer, Corps 
of Engineers, Mobile, Alabama, and coordinate its plans for the Jordan No. 2 
Development with those of the Corps in the interest of navigation for the lower 
Coosa River and shall not initiate construction of the Jordan No. 2 Develop- 
ment until the plans have been submitted and approved pursuant to Article 30 
of this license. 

Article 47. The Licensee shall cooperate with the Alabama Museum of Nat- 
ural History in arranging for any archeological salvage made necessary by the 
proposed Jordan No. 2 Development. 

Article 48. The Licensee shall cooperate with the Alabama Division of State 
Parks, Monuments, and Historical Sites to determine means of protecting and 
enhancing the recreation values that may be affected or created by the proposed 
Jordan No. 2 Development. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(D) The application for amendment of license for Project No. 2146 is denied 
except to the extent authorized herein, and those parts of the application seek- 
ing authorization for changes in the existing Mitchell and Jordan developments 
will be considered as applications for amendment of the licenses for Projects 
Nos. 82 and 618, respectively. 

(E) Copies of this amendment of license be sent by the Secretary of the 
Commission to the Public Works Committees of the United States Senate and 
House of Representatives, and to the Chief of Engineers, as the Commission’s 
supplemental report, pursuant to Section 11 of Public Law 436. 

(F) This order shall become final 30 days from the date ef its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, 1t shall be signed for the Licensee and returned 
to the Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


COLUMBIA GULF TRANSMISSION COMPANY, DOCKET NO. CP60—-102 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 4, 1960) 


On May 13, 1960, Columbia Gulf Transmission Company, (Applicant), filed 
an application pursuant to Section 7 of the Natural Gas Act, for a certificate of 
public convenience and necessity authorizing the construction and operation of 
certain facilities in its Compression Station No. 6 near Banner, Mississippi. 
Applicant proposes to increase the capacity of one of its 2,000 horsepower 
engines to 2,800 horsepower by means of turbocharging, all as more fully described 
in the application. 
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The proposed increase in horsepower at the Banner Station will relieve an 
overload condition at that station, eliminating excessive wear on engine parts. 
No increase in design delivery capacity will result from the proposal. 

The estimated cost of the proposed project less the salvage value of the 
existing equipment being replaced is $85,200, which costs will be financed from 
funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
July 28, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 





The Commission finds: 





(1) Applicant, Columbia Gulf Transmission Company, a Delaware corpora- 
tion, with its principal place of business at Houston, Texas, is a “natural gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of May 20, 1953, in Docket No. G—2058 at which 
time the Applicant’s name was Gulf Interstate Gas Company. Columbia Gas 
System Incorporated acquired the Applicant and changed its name with approval 
by the Commission in Docket No. G—15524. 

(2) The facilities hereinbefore described, as more fully described in the 
application and exhibits in this proceeding, are preposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, as integral parts of Applicant’s existing pipeline 
system and the construction and operation thereof by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity, and a certificate should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and in 
actual operation should be fixed at 6 months from the date on which this order 
issued. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record, and not 
having been denied by the Commission is granted pursuant to Section 1.30 (c) (1) 
of the Commission’s Rules of Practice and Procedure. 





The Commission orders: 








(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, Columbia Gulf Transmission Company, to 
eonstruct and operate the proposed facilities and to transport and sell natura! 
gas as hereinbefore described, all as more fully described in the application and 
supplement herein, upon the terms and conditions of this order. 


132 FEDERAL POWER COMMISSION 


(B) The general terms and conditions set forth in paragraphs (a), (b), (c) (3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercises of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 6 months from the date on which 
this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP60-39 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued August 4, 1960) 


Northern Natural Gas Company (Applicant) a Delaware corporation with 
a principal office in Omaha, Nebraska, filed, on February 18, 1960, an application 
in Docket No. CP60-39, for a certificate of public convenience and necessity 
authorizing the construction and operation of a 7000 horsepower compressor 
station to be located at the intake of Northern’s existing “Spearman System” 
dehydration and gasoline plant located in Section 23 of the A.B. & M. Survey 
in southwest Ochiltree County, Texas, subject to the jurisdiction of the Commis- 
sion and more fully described in this application on file in the Commission. 

Applicant states the purpose of the compressor station is to permit Northern 
to take increased volumes of gas under existing and new gas purchase contracts 
in the North Hansford and Lips producing areas of Hansford, Ochiltree and 
Roberts counties. No additional markets are proposed to be served. 

Applicant proposes to install other facilities in addition to the compressor 
facilities. Applicant intends to augment the present Spearman Plant dehydra- 
tion and gasoline capacity, to loop certain field lines, to construct new field 
lines and to replace thirty-eight-and-a-quarter miles of existing 4, 6, 8 and 10- 
inch field lines. The looping or extending of existing pipe will entail construc- 
tion of nearly forty-one miles of 6, 8, 10, 12, and 26-inch field lines. Most of the 
proposed pipeline is in the larger sizes. 

Applicant states the estimated cost of facilities to be: 

Comneeasor Btation.(7000 GF: ) siete ee ete ebk essa $2, 685, 200 
40.8 miles of field lines 6’’ to 26’’ 1, 746, 900 
Dehydration Plant Addition 174, 000 
Hydrocarbon Extraction, Addition 436, 900 


$5, 244, 700 


Cost to remove 38.3 miles of field lines: 


4’’ to 10” $66, 435 
Estimated Cost before salvage. 5, 311, 135 
Salvage-Field Lines. 417, 627 


Total Estimated net cost $4, 893, 508 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on July 
26, 1960, respecting the matters involved in and ‘the issues presented by the ap- 
plication. No petition to intervene or protest to the granting of the application 
has been received. Staff counsel moved orally at the hearing that the intermedi- 
ate decision procedure be omitted and the Commission render a decision pur- 
suant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Northern Natural Gas Company (Applicant), a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is engaged in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described, are proposed to be used in the transportation and sale of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, as an in- 
tegral part of applicant’s existing pipeline system, and the construction and 
operation thereof by Applicant are subject to the requirements of Subsections 
(ec) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed, and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (ce) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should attach 
to the certificate hereinafter issued, and to the exercise of the rights granted 
thereunder, and that the time within which construction of facilities authorized 
by this order shall be completed and in actual operation should be fixed at six 
months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant to construct and operate the facilities hereinbefore 
described, all as more fully described in the application and exhibits thereto, 
for the transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, upon the terms and conditions of this order set forth 
in paragraphs (B) and (C) hereof. 

(B) The general terms and conditions set forth in paragraphs (a), (Db), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized to be constructed 
and placed in actual operation, as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act, is hereby fixed at 
six months from the date on which this order issues. 
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PACIFIC GAS TRANSMISSION COMPANY, DOCKET NOS. G-17350, G—17351 
AND G-17352; EL PASO NATURAL GAS COMPANY, DOCKET NOS. G—17902 
AND G-18033 ; THE MONTANA POWER COMPANY, DOCKET NOS. G-17370, 
AND G-17371 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND 
AUTHORIZING THE IMPORTATION OF NATURAL GAS 


(Issued August 5, 1960) * 


Syllabus 


. Applicant in certificate case involving importation of Canadian natural gas 
required to file annual reports showing monthly and peak day volumes and 
average monthly price, instead of more detailed reports required by 
examiner. P. 138. 

. Projects proposing importation of Canadian gas are in public interest, and 
domestic consumers will be adequately protected by American and Canadian 
regulatory agencies, under existing laws. P. 138. 

. PGT’s proposed 64% rate of return limited to 614, which will provide 

10%4% return on equity, since PGT’s risk is lower than normal and it has 
a strong market. P.138. 

. PGT’s tariff formula amended to apportion costs on basis of demand-miles 
and commodity-miles in accordance with precedent. P. 139. 

. Part of El Paso’s gas supply reserved for Northwest Division to preserve 
Northwest market’s priority of service provided in pre-merger Pacific- 
Northwest-El Paso contract, until it is demonstrated in subsequent pro- 
ceeding that such supply is not needed. P. 139. 

. PGT required to file report relative to sale of each class of security prior to 
commencement of initial financing. P. 140. 

. PGT and El Paso to file firm contract required herein prior to commencement 
of financing. P. 140. 

. General policy of Commission favors importation of natural gas and authori- 
zation of importation without ruling on price to be paid by domestic 
consumers. P. 160. 

. PGT’s 85% debt ratio approved, due to peculiar circumstances, including 
fact that it is a subsidiary of PG&E, a strong company. P. 170. 

. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act, to PGT and El Paso. P. 142. 

. Commission authorizes PGT, El Paso and Montana Power to import natural 
gas from Canada, under Section 3 of the Natural Gas Act. P. 143. 

Commissioner Sweeney not participating. 

Richard H. Peterson, F. T. Searls, Malcolm H. Furbush, John A. Sproul, Ray- 

mond N. Shibley for Pacific Gas Transmission Company. 

Leon M. Payne, Charles E. McGee, Carl T. Griffith for El Paso Natural Gas 

Company (Successor to Pacific Northwest Pipeline Corporation). 

Sam. B. Chase, William H. Coldiron for The Montana Power Company. 

Francis Pearson, Frank P. Hayes for Washington Public Service Commission. 

Jonel C. Hill, Lloyd G. Hammel for Public Utility Commissioner of Oregon. 

Rollin E. Woodbury for Southern California Edison Company. 

T. J. Reynolds, Harry P. Letton, Jr., Henry F. Lippitt, John E. Holtzinger, Jr., 

J. David Mann, Jr., for Southern California Gas Company. 


*Initial decision appears on p. 144. 
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Milford Springer, Robert M. Olson, John E. Holtzinger, Jr., J. David Mann, Jr., 
for Southern Counties Gas Company of California. 

O. C. Sattinger, Joseph R. Rensch, John E. Holtzinger, Jr. and J. David Mann, 
Jr. for Pacific Lighting Gas Supply Company. 

R. M. Chubb for City of Los Angeles, California. 

Sherman Chickering and C. Hayden Ames for San Diego Gas and Electric 
Company. 

Richard H. Peterson, Malcolm H. Furbush and F. T. Searls for Pacific Gas and 
Electric Company. 

A. O. Sheldon for Idaho Public Utilities Commission. 

Justin R. Wolf, Louise C. Powell and Eugene E. Threadgill for Northwest 
Natural Gas Company. 

William M. Bennett for the State of California and California Public Util- 
ities Commission. 

Paul T. Smith, James A. Robischon for Montana Public Service Commission. 

Allen R. Grambling, George D. Horning for El Paso Natural Gas Company. 

William E. Wall for Cascade Natural Gas Corporation. 

Raybourne Thompson, J. Evans Attwell for Transwestern Pipeline Company. 

George D. Rives for California Manufacturers Company. 

Jerome J. McGrath, Robert E. Lee Hall, Welly K. Hopkins, James A. Gammon 
for National Coal Association; Fuels Research Council, Ine.; Utah-Wyoming 
Coal Operators Association ; United Mine Workers of America. 

Dion R. Holm for City and County of San Francisco, California. 

Paine, Lowe, Coffin & Sherman for The Washington Water Power Company. 

David S. Lichtenstein and Robert L. Russell for the Staff of the Federal 
Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This proceeding concerns the applications of Pacific Gas Transmission Company 
(PGT), El Paso Natural Gas Company (El Paso),* and The Montana Power 
Company (Montana Power) for the certificates, import permits, and Presidential 
Permits necessary for their joint project to import from Canada and deliver to 
northwest and California markets more than 500,000 Mcf of gas per day for the 
next 25 years. This proposal to connect the enormous Alberta gas reserves with 
the rapidly expanding west coast markets is one which holds promise of great 
benefits to both countries. The distance from the Alberta to the California 
border is only 722 pipeline miles; and the record demonstrates that the pressing 
needs of these American markets cannot be met from existing domestic supply. 

In his initial decision the presiding examiner has ably and accurately sum- 
marized the complex factual details of the project. He finds that the applicants’ 
evidence of gas supply, design of facilities, market demand at estimated prices, 
financibility, and economic feasibility meets the requirements of the public 
convenience and necessity, and concludes that the requisite certificates and 
permits should be issued. No exceptions were taken to these basic findings and 
conclusions. Having considered the record, including briefs and exceptions, and 
having heard oral argument thereon, we concur in these findings and conclusions, 
but not in certain subsidiary determinations made and conditions imposed by 
the examiner, which are discussed below. For the sake of brevity, the examiner’s 
decision (omitting the “Formal Findings and Order’), except to the extent it is 


inconsistent with the determinations herein, is adopted and made part of this 
order. 


1 Originally filed by Pacific Northwest Pipeline Corporation now merged with El Paso. 
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Producers, Pipelines, and Public Authorities in Canada 


The principal controversy in this case has centered around the position 
taken by the examiner with regard to the future regulation of rates of return 
on Canadian pipeline investment and possible increases in Canadian producer 
prices. The intermediate decision provides, as conditions to granting the 
certificates and permits, that the American applicants shall file (a) statements 
of the financing and first three years cash flow of the Canadian companies 
reflecting specified limits to their return on equity, and (b) comprehensive 
annual reports of the operations of each of the Canadian companies, including 
detailed financial statements, annual volumes and revenues by customers, 
allocation formulae, costs of new construction and copies of new gas purchase 
contracts. The indicated purpose of these conditions is to provide for the 
possibility (a) that rates of return will not be regulated by the Canadian 
authorities so as to afford adequate protection of the American consumer and 
(b) that Canadian producer prices may not be regulated at all. The first 
possibility would be met by fixing Canadian rates of return by American 
standards at the outset; the second by requiring notice to the Commission of 
any increases in Canadian prices in the belief that this will (1) by itself 
deter the Canadian companies from increasing their prices, or (2) stimulate 
public demand for some form of international regulation to supplement exist- 
ing national controls. 

The various components of the project under consideration are parts of an 
integrated commercial operation but are to be regulated by at least five separate 
agencies: the Alberta Board of Public Utility Commissioners, the National 
Energy Board of Canada, the Federal Power Commission, the Montana Public 
Service Commission, and the California Public Utilities Commission. Each 
of these agencies has plenary responsibility for the continuing regulation of 
its own segment of the project. Consequently any attempt by one agency to 
exercise controls within the jurisdiction of another is likely to be ineffective. 
Under these circumstances, the determinations of each agency necessarily 
involve some degree of reliance on the regulatory activities of the others and some 
accommodation of their views of the best interest of the project as a whole.’ 

The proposals of the Canadian companies for the initiation of the project 
on a flexible cost of service basis have now been reviewed in detail by the 
Canadian agencies and all the necessary authorizations have been granted. The 
imposition, at this point, of a fixed border price or fixed Canadian rates of return 
for the life of the project would require the Canadian authorities not only to 
reverse their present determinations but also to abandon their jurisdiction to 
make further orders to reflect changing conditions in the Canadian industry. It 
would also require complete renegotiation of all the Canadian contracts. Under 
these circumstances, the inclusion of such conditions in the import licenses 
would be tantamount to a dismissal of the present applications. However, 
such radical alteration of the proposed project appears to be unnecessary. The 
record made before this Commission demonstrates that the Canadian proposals 
are consistent with the standards of the public convenience and necessity in the 
Natural Gas Act. 

The chief concern expressed by the examiner in his recommendations is that 
future changes in the Canadian costs of service may not be adequately regulated 


2Cf. The National Energy Board Report to the Governor in Council, March 1960, at 
pg. 6-11: 
The Board is satisfied that the export market to be served (by Alberta and South- 
ern) is adequate and would be secure if the Federal Power Commission were to see 
fit to approve Pacific Gas Transmission’s application. 
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by the Canadian authorities. The most important of these costs is the cost of 
purchased gas reflecting Canadian producer prices. In this connection it is 
worth noting that Alberta & Southern has entered into option agreements 
with several major producers covering areas containing both established and 
prospective reserves of great size. These agreements commit the producers to 
sell large additional volumes of gas at the same prices as those in the present 
contracts, when and as needed for the contemplated future expansion of this 
project. These reserve acreage contracts should have an important stabiliz- 
ing effect on field prices in the foreseeable future. Furthermore, substantial 
volumes of the gas purchased by Alberta and Southern and by Westcoast and 
transported by Trunk Line will be delivered to local distributors in Alberta, thus 
creating a strong local interest in stable field prices. Finally, any increases in 
Canadian prices will receive the closest scrutiny whenever the applications for 
the contemplated expansion of this project are filed with the Commission. 

Beyond these limiting factors, there remains the primary responsibility of 
the Canadian authorities to regulate producer and pipeline rates in such a way 
as to insure that the mutual benefits of the project as a whole will continue. A 
careful review of the Canadian legislation, including the National Energy 
Board Act, the Alberta Pipe Line Act, and the Alberta Gas Utilities Act, and 
the determinations made thereunder with regard to this project, demonstrates 
that the Canadian regulatory authorities now have a comprehensive rate and 
certificate jurisdiction at least equal to our own, and broad enough, in letter 
and spirit, to give effect to the principles of international comity and mutual 
responsibility on which the continuing success of this project ultimately depends. 
This legislation embodies the same “just and reasonable” standards as are 
found in the Natural Gas Act and guarantees that the American and Canadian 
consumer will be treated alike. 

The regulation of the Alberta Gas Trunk Line Company by the Alberta 
public authorities differs somewhat from the procedures of the Natural Gas 
Act, but appears to be no less effective. Trunk Line is a semi-public corpo- 
ration established by The Alberta Gas Trunk Line Company Act for the pur- 
pose of building the major pipelines in Alberta. It is owned in specified shares 
by Alberta gas producers, processors, and utility companies, and gas export 
companies, and two members of its board of directors are appointed by the 
Lieutenant Governor in Council. This board is directed by the Act to fix “just 
and reasonable” rates which are reviewable before the Board of Public Utility 
Commissioners. The design, location, and construction of the pipelines are 
regulated by the Department of Mines and Minerals under the Pipe Line Act, 
and the issuance of Trunkline’s securities by the Board of Public Utility 
Commissioners under The Gas Utilities Act. 

The Alberta Gas Utilities Act is considerably broader and more detailed than 
the comparable provisions of the Natural Gas Act and its clarity an scope 
with reference to gas producers and processors should enable the a'berta 
Board of Public Utility Commissioners to avoid many of the difficulties we 
have experienced. The field price section of this Act authorizes the Board, 
upon the application of an interested party or upon its own motion, to fix the 
just and reasonable price for gas at any point or points from the well-head 
through any type of processing plant to the pipeline, and also for gas which 
has been stored or shut in by order of the Conservation Board. Although 
the Board may not set prices for liquid hydrocarbons which are to be extracted 
from the gas stream it may determine the proportion of the price received by 
a processor to be paid to the producer for the gasoline or other hydrocarbon 
content of the gas; and it may also determine the costs of processing to be 
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deducted from the well-head price by a producer who processes his gas before 
delivery. Under other sections of this Act, pipeline and distributor prices are 
to be fixed using a rate base (at cost) and a fair return thereon, but for 
determining producer prices the Act provides a broad discretion appropriate 
to the exceptional complexities of the problem : 


. .. in fixing and determining the just and reasonable price or prices . 
the Board is not required or compelled to fix or determine the price or 
prices for, in respect of, or on the basis of, any individual well or wells, 
or on the value or cost thereof, or the investment therein, or a rate of 
return thereon, but may instead fix and determine such price or prices 
as are applicable generally to all wells in a field, or may fix and determine 
different prices paid for gas produced from any classifications or groups, 
and in the fixing and determining of such price or prices the Board may 
adopt any just and reasonable basis or method of arriving at or computing 
such price or prices that the Board deems to be applicable or proper 
having regard to all circumstances and factors involved. 


This provision recognizes the conflicting factors involved in setting a just and 
reasonable price for a primary commodity and furnishes the flexibility neces- 
sary under changing conditions to strike a fair balance between the needs of the 
industry and the needs of the consumer. 

In concluding, for the reasons outlined above, that the authorization of this 
project as proposed would be in the public interest, we do not, of course, assume 
that no problems will arise during the 25-year life of the project. We are con- 
fident, however, that these can be dealt with effectively through the cooperative 
efforts of the existing Canadian and American regulatory authorities. In order 
to facilitate such cooperation, the United States-Canada Committee on Trade 
and Economic Affairs recently agreed on the exchange of information concern- 
ing projects such as the present one, and a number of reports and orders of the 
National Energy Board have already been received by the Commission. This 
Committee is engaged in a continuing study of these and other methods of coop- 
eration between the National Energy Board and the Federal Power Commission. 

With respect to the annual reports recommended by the examiner, it appears 
that all of the specified information will be readily available to the American 
applicants and may be required to be supplied by them at some future time. 
However, for present purposes, adequate information concerning project develop- 
ments in the immediate future can be provided by requiring the applicants to file 
annual reports which show monthly and peak day volumes and average monthly 
prices. 


The Pacific Gas Transmission Tariff 


The tariff submitted by PGT provides that the pipeline’s cost of service will 
include an over-all rate of return of 6% percent. The staff has recommended 
a limit of 6% percent. There was evidence that debt capital is available at 
514 percent or less. Given PGT’s 85 percent debt ratio, a 644 percent rate of 
return will provide PGT with a 10% percent return on equity. This percentage 
may be reduced when, at some unspecified future date, 10 percent of PGT’s 
debentures are converted to common stock. However, in view of the recent 
improvement in the bond market, and the fact that PGT is sheltered from many 
of the normal risks of business by its cost of service tariff and by the strength 
of the California market, we conclude that a 614 percent rate of return is 
adequate. 

The PGT tariff allocates the total cost of service between PGT and El Paso 
by a demand-mile formula, using El Paso’s and PGT’s peak day demands. There 
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was evidence that there will be a considerable storage potential in the PGT 
pipeline which would enable PG&E to take a greater peak day volume than that 
received by PGT at the Canadian border. The tariff formula should be amended 
to take account of this possibility by using the demand-miles of PG&E rather 
than PGT. If PG&E’s demand should be the same as that of PGT, this change 
would not alter the result; but otherwise it will require PG&E to pay for any 
excess pipeline capacity it might use. 

A further objection to this formula is that it does not include a commodity 
factor to reflect variations in cost related to volumes transported. As long as 
all of the El Paso gas is delivered at the interconnection near Spokane at ap- 
proximately the same load factor as PGT’s service to PG&E the use of a com- 
modity factor might have little effect on the results of the formula. However, 
when El Paso’s new low load factor service, discussed below, is attached to the 
PGT line at various points in Idaho, Washington, and Oregon, the proposed 
formula may be discriminatory. Consequently, the formula should be further 
amended to apportion costs on the basis of demand-miles and commodity-miles 
in accordance with Commission precedent. 

Finally, since PGT is presently being managed by the officers of PG&E, 
certain of the operating expenses included in PGT’s tariff cost of service will be 
derived by an allocation of the cost of joint functions between the two com- 
panies. As part of the cost of service data which PGT will be required to 
file in support of its tariff, PGT will include an analysis of the methods used 
for allocating any such joint expenses. 


Reservation of El Paso Supply for Northwest Division Markets 

Various questions have been raised with regard to the general allocation of 
El Paso’s incremental supply. The record does not clearly demonstrate what 
part, if any, of this supply will not be needed in El Paso’s Northwest Division. 
The contract between Pacific Northwest and El Paso, made prior to the 
merger of the two companies, and filed as an exhibit herein, provides that the 
sale to El Paso for the California market will be subject to curtailment or 
interruption to meet the needs of the Pacific Northwest market. The estimates 
of sales to customers (other than pipelines) during the next four years filed 
by Pacific Northwest with its application in Docket No. G-—17902 were revised 
upwards by 10 to 25 percent in the exhibits introduced at the hearing. These 
estimates do not include the amounts that will be required for the new service 
to be provided by El Paso to various communities along the PGT line in Idaho, 
Washington, and Oregon. The staff has recommended that 50,000 Mcf of El 
Paso’s new peak day supply of 151,730 Mcf should be reserved for this new 
service for a period of three years. The evidence of the requirements of these 
communities indicates that this figure is too high and that 30,000 Mcf (peak 
day) will be sufficient. In December 1959, PGT and Pacific Northwest filed 
amendments to their applications, requesting authority for Pacific Northwest 
(or for PGT, in the event Pacific Northwest’s request should be denied) to 
render service to these communities where economically feasible. However, 
no specific projects were proposed. 

Doubts have been raised by staff and by the Public Utility Commissions of 
Oregon and Idaho as to the future force and effect of these amendments and 
of the contract between Pacific Northwest and El Paso made prior to their 
merger. In order to preserve for the time being the northwest market’s priority 
of service provided in the Pacific Northwest-El Paso contract and give definite 
content to the general assurances made by the amendments, this order will pro- 
vide that such part of the increase in El Paso’s system supply herein authorized 
as is not presently required for service in El Paso’s Northwest Division may 
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be sold elsewhere on the El Paso system on a temporary basis only, until El 
Paso has demonstrated, in an appropriate proceeding, that such supply is not 
and will not be needed in the Northwest Division market. Of this supply, at 
least 30,000 Mcf, peak day volumes, will be reserved specifically for applications 
for new service off the PGT line in Idaho, Washington, and Oregon, filed within 
three years from the date such line is placed in service. 


The Commission further finds: 


(1) PGT shall, prior to the commencement of initial financing of the project 
described in its application, file with the Commission (i.e., at a time prior to the 
sale of each class of securities) a report of the terms and conditions of each 
such proposed sale, including, inter alia, the proposed interest to be paid on its 
mortgage bonds and debentures, underwriters’ fees and company’s expense of 
issuance, which report shall be subject to the approval of the Commission. 

(2) The tariff to be filed by PGT shall reflect an overall rate of return no 
higher than 614 percent, and shall contain a demand mile-commodity mile cost 
of service allocation formula based on volumes received by PG&E and El Paso. 

(3) PGT and El Paso shall, at the time of the filing provided for in finding 
(1) supra, present the final agreements in respect of 

(a) PGT and El Paso service agreement for transportation service. 

(b) Westcoast and El Paso contract setting forth cost-of-service rate and 
basis of computation. 

(c) Westcoast and Trunk Line final agreement on construction of the Sa- 
vanna Creek Lateral. 

(4) PGT’s proposed form of Service Agreement covering transportation serv- 
ice for El Paso will be changed pursuant to stipulation with the staff: Para- 
graph 2.1 will provide that Maximum Daily Demand cannot be changed except 
by superseding agreement filed with the Commission. 

(5) PGT, upon completion of its proposed project and commencement of 
the service herein authorized, will be engaged in the transportation and sale 
of natural gas in interstate commerce for resale for ultimate public consumption, 
subject to the jurisdiction of the Commission, and will be a “natural-gas com- 
pany” within the meaning of the Natural Gas Act. 

(6) PGT’s proposed facilities hereinabove referred to, and more fully de- 
scribed in its applications and the evidence herein, will be used in the transpor- 
tation and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and such facilities, together with the construction and 
operation thereof, are subject to the requirements of subsections (c) and (e) 
of Section 7 of the Natural Gas Act, and to Executive Order No. 10485. 

(7) PGT’s proposed sales and transportation of natural gas hereinabove 
referred to, and more fully described in its applications and the evidence herein, 
will be made in interstate commerce for resale for ultimate public consumption, 
subject to the jurisdiction of the Commission, and such sales and transportation 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(8) PGT has committed to it an adequate supply of natural gas which will 
enable it to render the service herein authorized. 

(9) The said proposed facilities of PGT are adequate to render the service 
herein proposed. 

(10) PGT is financially able to construct and operate the said proposed 
facilities. 

(11) An adequate market exists for PGT’s proposed sales of natural gas. 

(12) PGT’s plan for rendering service to El Paso and PG&E is feasible. 
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(13) Subject to the conditions of this decision and order, PGT is able and 
willing properly to do the acts and perform the services proposed and to conform 
to the provisions of the Natural Gas Act, and the requirements, rules and regula- 
tions of the Commission thereunder. 

(14) The construction and operation of the facilities proposed by PGT and its 
sales and transportation of natural gas, together with the construction and 
operation of any facilities subject to the jurisdiction of the Commission necessary 
therefor, are required by the present and future public convenience and necessity, 
and a certificate of public convenience and necessity should be issued therefor. 

(15) The proposed importation of natural gas by PGT is subject to the juris- 
diction of the Commission under the provisions of Section 3 of the Natural Gas 
Act. 

(16) The importation of natural gas proposed by PGT in Docket No. G—17351 
is appropriate and consistent with the public interest and should be authorized 
upon the terms and conditions of this order. 

(17) Subject to approval by the Secretary of Defense and Secretary of State, 
the issuance of a Presidential Permit pursuant to Executive Order 10485, as 
requested by PGT in Docket No. G—17352, for construction, operation, main- 
tenance, and connection of facilities at the International Boundary for the im- 
portation of natural gas would be appropriate and consistent with the public 
interest, upon the terms and conditions of this order. 

(18) El Paso, as successor to Pacific Northwest Pipeline Corporation by merger, 
applicant in Docket Nos. G—17902 and G—18033, is engaged in the transportation 
and sale of natural gas in interstate commerce for resale for ultimate public 
consumption and is a “natural-gas company” within the meaning of the Natural 
Gas Act. 

(19) The importation of natural gas as proposed by El Paso in Docket No. 
G-18033 is subject to the jurisdiction of this Commission under the provisions 
of Section 3 of said Act. 

(20) The facilities which El Paso proposes to construct and operate, as more 
fully described in its applications, as supplemented, will be used for the trans- 
portation and sale of natural gas in interstate commerce, and the construction 
and operation thereof are subject to the requirements of subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(21) El Paso has committed to it an adequate supply of natural gas sufficient 
to enable it to render the service proposed. 

(22) El Paso’s facilities as proposed and designed are reasonable and adequate 
to render the service for which authorization is sought. 

(23) El Paso is financially able to construct and operate the proposed facilities. 

(24) El Paso is able and willing properly to do the acts and perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(25) The importation of natural gas from Canada by El Paso will be con- 
sistent with the public interest and should be authorized upon the terms and 
conditions of this order. 

(26) The transportation and sale of natural gas in interstate commerce by 
El Paso, as herein proposed, and the proposed construction and operation of 
facilities herein authorized are feasible and required by the present or future 
public convenience and necessity, and a certificate therefor should be issued 
upon the terms and conditions of this order. 

(27) El Paso shall maintain, in conformity with the Uniform System of Ac- 
counts, and file with the Commission annually as a supplement to its FPC Form 
2, supplemental accounts in scope and form satisfactory to the Commission, 
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showing (a) volumes of gas available to Northwest Division segregated by 
reference to source, (b) costs of gas properly allocable to such volumes, similarly 
segregated. 

(28) The public interest requires that such part of the increase in El Paso’s 
system supply herein authorized as is not presently required for service in El 
Paso’s Northwest Division shall be sold elsewhere on the El Paso system on a 
temporary basis only, until El Paso has demonstrated, in an appropriate pro- 
ceeding, that such supply, or any part thereof, is not and will not be needed in 
the Northwest Division market; and at least 30,000 Mcf, peak day volumes, of 
this supply shall be reserved to meet new demands for service by municipalities 
or distributing utilities which may hereafter satisfy the Commission of the 
needs of communities adjacent to the proposed pipe line to be constructed by 
Pacific Gas Transmission for a period of at least three years from the date such 
line is placed in service. 

(29) The proposed importation of natural gas by Montana Power is subject to 
Section 3 of the Natural Gas Act, and the construction and operation of the 
border facilities proposed by Montana Power are subject 'to the requirements of 
Executive Order No. 10485. 

(30) The importation of gas by Montana Power as proposed in Docket No. 
G-—17371 will not be inconsistent with the public interest and should be authorized 
upon the terms and conditions of this order. 

(31) The construction, operation, and maintenance of facilities for the im- 
portation of gas at the International Boundary between the United States and 
Canada as proposed in Docket Nos. G—17370 and G-17371 will be consistent with 
the public interest. 

(32) Montana Power should be authorized to import gas from Canada as 
proposed in Docket No. G-17371 at an average daily rate of 30,000,000 cubic 
feet and at a maximum daily rate of 36,000,000 cubic feet. 

(33) Subject to the approval of the Secretary of Defense and the Secretary 
of State, Montana Power should be authorized to construct and operate the 
facilities for the importation of gas at the International Boundary between the 
United States and Canada as proposed in Docket No. G—17370. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Pacific Gas Transmission Company and El Paso Natural Gas Company, 
severally, to construct and operate the facilities and to render the services 
proposed herein, as more fully described in this order, in the applications in 
Docket Nos. G—17350 and G-17902, and in the evidence in these proceedings, for 
the transportation and sale of natural gas in interstate commerce, upon the 
terms and conditions of this order. 

(B) The authorizations to import natural gas granted to PGT, El Paso and 
Montana Power, under paragraph (C) herein, are subject to the following terms 
and conditions: 

(i) PGT, El Paso, and Montana Power shall make, keep and preserve full 
and complete records with respect to the natural gas herein authorized to be 
imported and shall file with the Commission annual reports showing by months 
the quantities of gas imported during the preceding calendar year, the amounts 
paid for such gas, together with volumes imported on the peak day of each 
month, and such other reports with respect to this project as the Commission 
may deem necessary, in such form and manner as the Commission may prescribe. 

(ii) The authorizations hereby granted to PGT and El Paso may be modified 
from time to time or terminated after opportunity for hearing upon further 
order of the Commission but in no event shall such authorizations extend beyond 
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termination of the permits issued to PGT in Docket No. 17351, and to El Paso in 
Docket No. G-18033. 

(iii) The authorization hereby granted to Montana Power may be modified 
from time to time or terminated, after opportunity for hearing, upon further 
order of the Commission, but in no event shall such authorization extend beyond 
the termination of the Permit we shall issue to Montana Power in Docket No. 
G-17371. 

(iv) Prior to the commencement of financing of its project, PGT shall file 
with the Commission the plan required by Finding No. 1. 

(v) Prior to the commencement of financing the project, PGT and El Paso 
shall file with the Commission the firm contracts required by Finding No. (3). 

(vi) PGT shall file with the Commission, in accordance with Sections 154.1 
through 154.66 of Part 154 of the Commission’s Regulations under the Natural 
Gas Act, a tariff and service agreements satisfactory to the Commission, which 
tariff shall include rate schedules for the services to be furnished by PGT to its 
eustomers in the United States and all rules, regulations, practices, and contracts 
affecting and pertaining to the rates and charges contained in the rate schedules 
and to the services to be rendered under them. PGT shall file such tariff at least 
90 days prior to commencement of service. PGT shall file with such tariff, in 
support thereof, cost of service data essentially in the form and content provided 
for by Section 154.63 of the Commission’s Regulations under the Natural Gas 
Act, and which will include an analysis of the methods used for allocating any 
joint expenses between PGT and PG&E. The Commission reserves the right to 
reject any such proposed tariff and service agreements and to prescribe appropri- 
ate tariff and service agreements to be applicable to the services to be furnished 
by PGT. 

(vii) These authorizations to PGT, El Paso and Montana Power shall not be 
transferred in any manner whatsover, but such authorizations shall continue in 
effect for a reasonable time in the event of involuntary transfer of the facilities 
used thereunder by operation of law (including transfers to receivers, trustees, 
or purchasers under foreclosure or judicial sale) pending the making of an ap- 
plication for permanent authorization and decision thereon, provided notice is 
promptly given in writing to fhe Commission accompanied by a verified statement 
that the facts relating to sufficiency of supply, rates, and nature of use remain 
substantially the same as before the transfer. 

(viii) These authorizations shall be effective only so long as PGT, El Paso 
and Montana Power comply with the conditions of this order and continue the 
operations hereby authorized in accordance with the Natural Gas Act and all 
pertinent rules, regulations, or orders heretofore or hereafter issued by the 
Commission. 

(C) Authorization is hereby issued to Pacific Gas Transmission Company, El 
Paso Natural Gas Company, and The Montana Power Company, severally, to 
import natural gas from Canada, all as more fully described in this order, in the 
applications in Docket Nos. G—17351, G—18033, and G—17371, and in the evidence 
in these proceedings. 

(D) A Presidential Permit under Executive Order No. 10485 is hereby issued 
authorizing Pacific Gas Transmission Company and The Montana Power Com- 
pany, severally, to construct, operate, maintain, and connect the necessary import 
facilities at the respective points of entry at the International Boundary, as more 
fully described in this order, in the applications in Docket Nos. G—17352 and 
G-—17370, and in the evidence in these proceedings ; such permit to take effect upon 
and after favorable recommendations of the Secretary of State and the Secretary 
of Defense thereon. 
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(E) The general terms and conditions of paragraphs (a), (b), (c), and (e) 
of Section 157.20 of the Commission’s Regulations Under the Natural Gas Act 
shall attach to the issuance of the certificates granted in paragraph (A) hereof, 
and to the exercise of the rights granted thereunder. The time within which the 
facilities hereby authorized shall be constructed and placed in actual operation, 
as provided by paragraph (b) of Section 157.20, is hereby fixed at eighteen months 
from the date on which this order issues. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY, 
AUTHORITY TO IMPORT GAS, AND PRESIDENTIAL PERMITS, PURSUANT TO SECTIONS 
7(c) AND (8) OF THE NATURAL GAS ACT, AND EXECUTIVE ORDER NO. 10485 





(Issued April 29, 1960) 





WEsToN, Presiding Examiner: Just East of the Canadian Rockies and cen- 
tering in the Province of Alberta, huge reserves of natural gas have within 
the last few years been developed for sale. We here consider a co-sponsored 
project to link this source of supply by $340 million international pipeline for 
the service of ultimate consumers principally located in California, and also 
for consumers located in Oregon, Washington, Idaho, and Montana. The only 
important issue in the case is whether such a project, involving future costs 
to American consumers based on unregulated “fair field prices” to be paid to 
Canadian producers, plus Canadian transmission charges not fixed for the 
protection of the said consumers, is consonant with the American public interest. 
That issue, as will be seen, is resolved in favor of authorizing the project, 
but reserving the possibility of future American-Canadian arrangements for 
consumer protection similar to that now in effect in the United States, and 
prescribing interim price publicity and accounting. 


Supply and Demand, In General 


Alberta is situated in the middle of the presently developed portion of a vast 
geological structural trough known as the “Western Canada sedimentary basin,” 
composed of porous, hydrocarbon-containing corals, limestones, dolomites, and 
sands, covered in eons past by a layer of impervious shale. The sedimentary 
basin extends for a width of about 600 miles from the Canadian border of 
Montana and South Dakota on the south, to the Arctic Ocean, some 1600 miles 
to the north. Within the basin as a whole, Canada’s Royal Commission on 
Energy has found it not unreasonable to expect an ultimate recovery of 300 
trillion cubic feet of natural gas. To roughly illustrate magnitude, we may 
compare this estimate with the estimated net proved reserves in the United 
States, which at December 31, 1958, aggregated 262.6 trillion cubic feet. Re 
port of A.G.A. Committee on Natural Gas Reserves, released March 16, 1960. 

The Commission has considered testimony by a Trans-Canada witness that, 
in the portion of the sedimentary basin located in Alberta, an ultimate reserve 
of 75 trillion cubic feet “is a normal expectancy.” Midwestern Gas Transmission 
Co., 22 FPC 775, at 780, Op. No. 331, issued October 31, 1959. On the basis of re- 
cent experience, the Alberta Oil and Gas Conservation Board predicts new gas 
discoveries at the rate of 2.4 trillion cubic feet per year for the next 15-20 years, 
and gross discoveries of some 50 trillion cubic feet during the period 1959-1988. 
Conservation Board’s Report to the Lieutenant Governor in Council (March, 
1959), p. 17. The American Gas Association notes the increase in Canadian net 































































FEDERAL POWER COMMISSION 145 


proved reserves from 23.3 trillion cubic feet to 26.6 trillion cubic feet during the 
calendar year 1959. A.G.A. Press Release of March 16, 1960. The Canadian 
National Energy Board, by report of March 21, 1960, estimates that Canada’s 
total “established” reserves aggregate 30.3 trillion cubic feet, of which 26.9 
trillion cubic feet are located in Alberta. (Report to the Governor in Council, 
pp. 3-5.) 

Matching this situation of huge and expanding gas resources, we find in the 
western United States to the south of Alberta a situation of huge and expanding 
demand for gas service. Need for additional supply of gas, detailed later, will 
soon be especially critical in California, but is endemic to all of the States here 
seeking new service. 

The distances between the Alberta sources of supply and the markets are not 
long. Following the most efficient pipeline route, a suitable traverse point on 
the International Boundary between Canada and the United States is 108 pipe- 
line miles distant (through British Columbia) from the Alberta border. From 
this traverse point, following the most efficient route through Idaho, Washington, 
and Oregon, it is 614 pipeline miles to the California border. An additional 296 
miles of pipeline from the California-Oregon border will bring Alberta gas to a 
suitable point of connection (at Antioch, near San Francisco) with the general 
system of Pacific Gas and Electric Company, sole important source of natural 
gas distribution to the northern two-thirds of the State of California. Distances 
from Alberta sources to intermediate American markets on the proposed line are, 
of course, correspondingly less. 

The general project —matching a practically limitléss supply of Canadian gas 
to nearby explosively growing demand in the United States is one which has 
captured the imagination of all concerned. There is no opposition in principle 
to the general project, either by public or private representatives participating 
in the proceeding.* All participating authorities charged with local consumer 
interests in the States to be served actively support the general project in prin- 
ciple. However, the Commission’s main responsibility is not that of hearing and 
deciding contested issues, but of arriving at independent determinations of the 
merits of applications such as the ones here presented. To this end, the project 
must be examined in detail, and the Commission must sua sponte raise and decide 
any latent issues involving the public interest protected under the National Gas 
Act. 


Identity and Short Designation of Participants and Other Interests 


The corporate and other details of implementation of the project are neces- 
sarily complex, because of the many diverse jurisdictions, local laws, and local 
economic interests involved, and because of the several project sponsors who have 
joined to create single, rather than multiple duplicating facilities. It will be 
helpful at the outset to shortly identify the participating and other interests 
referred to herein, as follows: 

1. Pacific Gas and Electric Company—“PG&E.” A large intra-California 
distribution company serving the northern two-thirds of the State, and the prin- 
cipal sponsor and gas recipient of the general project. 

2. El Paso Natural Gas Company, in respect of its operations as successor by 
merger” to Pacific Northwest Pipeline Corporation—“Northwest Division.” An 


— 





1The coal interests cannot economically supply California, and thus are possibly ad- 
vantaged by diversion to that State of gas which might otherwise be offered to midwestern 
markets presently served by coal. Cf. Brief of Coal Intervenors, pp. 7—8. 

2The merger was effected December 31, 1959, under Delaware law, as authorized in 
El Paso Natural Gas Co., 22 FPC 1091, Docket No. G—13018 et al., issued December 23, 


1959. 
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interstate pipeline serving the northwestern United States, which will there 
receive and sell some of the gas involved in the general project, and will transfer 
by displacement substantially equivalent volumes of American gas to the southern 
system identified in item 3 below. Northwest Division’s principal source of gas 
supply is from domestic production. It also imports a maximum of 300,000 Mcf 
per day from Canada at a point on the International Boundary near Sumas, 
Washington. 

3. El Paso Natural Gas Company, as it existed and operated prior to the 
merger noted in item 2 above—‘“El Paso.” An interstate pipeline serving princi- 
pally the California markets with gas from the southwestern United States. 

4, The Montana Power Company—‘Montana Power.” A large, and in respect 
of gas operations, intra-Montana distribution company, which proposes to take 
a relatively small percentage of the project gas. 

5. Alberta and Southern Gas Co. Ltd—“A&S.” A wholly-owned subsidiary 
service company of PG&E, which proposes to buy gas from Alberta producers, 
arrange for its transportation to the United States-Canada boundary, and sell 
it there to Pacific Gas Transmission Company. 

6. Westcoast Transmission Company Limited—“Westcoast.” A Canadian 
pipeline and gas purchaser, about 19 percent owned by El Paso, which will for 
present purposes function as a service company to buy Alberta gas, arrange for 
its transportation to the United States-Canada boundary, and sell it there to 
Northwest Division. Westcoast presently supplies Northwest Division at Sumas. 

7. The Alberta Gas Trunkline Company Limited—‘“Trunkline.” An intra- 
Alberta pipeline company, not affiliated with any of the other participants in the 
project, which has under Alberta law the exclusive right to export gas from that 
Province. Trunkline presently operates only a “Plains” division, for supply to 
Alberta distributors and to Trans-Canada (infra). Trunkline will undertake to 
gather and transport all of the project gas to the Alberta border over a few 
“Foothills” gathering, lateral, and mainline system. 

8. Alberta Natural Gas Company—“Alberta Natural.” A proposed new Cana- 
dian pipeline, which will transport gas from the Alberta border through British 
Columbia to the International Boundary. 

9. Pacific Gas Transmission Company—“PGT.” A proposed new interstate 
pipeline, which will buy Alberta gas from A&S at the International Boundary 
and transport it to the California-Oregon border, and will also transport gas for 
Northwest Division. 

10. Canadian-Montana Pipe Line Company—“Canadian-Montana.” A small 
Canadian pipeline company exporting Canadian gas to, and wholly-owned by, 
Montana Power. Canadian-Montana presently supplies Montana Power with gas 
from the Pakowki Lake field in Alberta. It here proposes to connect a 3-mile 
mainline with Trunkline near the Alberta-Montana boundary, and there pur- 
chase a relatively small daily quantity of gas from A&S for transmission to 
Montana Power. 

11. Trans-Canada Pipe Lines Limited—‘Trans-Canada.” A 2300 mile Cana- 
dian pipeline presently serving eastern Canada with gas from Trunkline’s existing 
“Plains” gathering, lateral, and mainline system. 

12. Canadian Western Natural Gas Company Limited and Northwestern Utili- 
ties, Limited—‘“‘Alberta distributors.” Two intra-Alberta gas utilities, serving 
respectively the Calgary and Edmonton areas with gas principally supplied by 
Trunkline. 

13. Oil and Gas Conservation Board of Alberta—“Alberta Conservation 
Board.” The public body charged, inter alia, with responsibility for licensing 
exports from Alberta to insure that Alberta’s future requirements will be 
adequately reserved. 
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14. The Board of Public Utility Commissioners of the Province of Alberta— 
“Alberta Utility Commission.” The utility regulatory authority for Alberta, 
with exclusive jurisdiction over Trunkline, including the power to set fair and 
reasonable rates for Trunkline’s services on appeal from decisions of its directors. 
15. The National Energy Board—‘“Energy Board.” A Canadian federal au- 
thority, with exclusive jurisdiction to approve or disapprove: export of gas from 
Canada, construction and operation of Alberta Natural’s facilities, and the 
reasonableness of Alberta Natural’s “tolls and tariffs,”—~i.e., rates, but without 
general legislative power to change the terms of export permits after the granting 
thereof. 

16. Public Utilities Commission of the State of California—‘“California Com- 
mission.” The regulatory body with general supervision of PG&E. 

17. Cascade Natural Gas Corporation—“Cascade.” A distributor of gas (pur- 
chased from Northwest Division) in Washington and Oregon. 

18. National Coal Association et al—‘Coal Intervenors.” Various associations 


representing coal operators and workers interested in preserving the existing 
markets for coal. 


Specifics of Proposed Supply, Financing, Operation, and Markets 






The general project is for the supply of Alberta gas to the western United 
States over jointly-used facilities. It represents the integration, for the sake of 
operating efficiency, of three separate prior projects of PG&E, El Paso, and Mon- 
tana Power to independently connect new Canadian gas for domestic supply. 
The integration of the separate projects effects operating economies principally 
because single large capacity fixed facilities (mostly pipeline in Canada) are 
substituted for multiple small capacity facilities. 

For clarity in expressing the facts, the general project may be subdivided into 
three specific projects: (1) direct supply of Canadian gas to PG&E; (2) new 
deliveries of Canadian gas to Northwest Division, with subtraction from current 
deliveries to Northwest Division from its sources in the American southwest, 
and diversion of such southwestern gas (“displacement”) to El Paso’s California 
markets; and (3) augmentation of Montana Power’s Canadian gas supply. 
Following the description of these projects (findings), it will be appropriate to 
summarize in item (4) certain further findings of significance to the joint pro- 
posals. Matters relating to the pricing of the gas, and the cost thereof to the 
ultimate consumers, are reserved for a subsequent section of this report. 





























1. The Alberta to California Project. 





This project, under the aegis of PG&E, involves the direct transmission of gas 
from western Alberta to the PG&E service area. Tracing the proposed gas 
procurement and gas flow from wellhead to destination, the important details are 
as follows: 

(a) Alberta & Southern. This new Alberta-incorporated service company is, 
and will remain, a 100 percent owned subsidiary of PG&E, with capital at com- 
mencement of operations of $100,000 in common stock and about $1,738,000 of 6 
percent notes due PG&E, representing cash advances. A&S will receive monthly 
payments for gas sold prior to payments to the producers for gas purchased, and 
its working capital requirements, to be furnished by PG&BH, will therefore be 
minimal. It will operate on a cost-of-service basis,* using the applicable entries 





% All projected new facilities and service considered herein are on this basis. For all 
components of the project, including Canadian companies, cost, expense, and rate base ac- 
counting will be substantially in accordance with the Commission’s Uniform System of 
Accounts, to which will be added return on rate base, as provided by contract or otherwise 
allowed. 
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of the FPC Uniform System of Accounts. Cost of service will include average 
cost of gas purchased, operating expenses, and transmission charges incurred, and 
a rate of return of 7% percent overall. 

The principal function of A&S will be to buy gas from Alberta producers, 
arrange for its transmission to the International Boundary near Kingsgate, B.C., 
and there sell the gas to PGT. In addition, it will perform a similar func- 
tion for relatively small deliveries to Canadian-Montana near the Alberta- 
Montana border; project 3, infra. PGT and Canadian-Montana will each pay 
their proportionate share of A&S cost-of-service. A&S will also sell small 
amounts to Alberta utilities. 

A&S has entered into 25-year contracts with 48 producers for the purchase of 
gas from 22 fields in western Alberta, and, in addition, has obtained options from 
a number of major producers, covering areas containing large established and 
prospective reserves. It has obtained an agreement with Alberta Natural, and 
an agreement in principle with Trunkline, for the transmission of its purchased 
gas to Kingsgate and to Canadian-Montana. A&S has contracted with PGT 
to sell to PGT at Kingsgate an average daily quantity of 418,000 Mcf, a maxi- 
mum daily quantity of 456,000 Mcf, and an annual quantity of 152,523,000 Mcf, 
with conventional stipulations of minimum daily, monthly, and yearly “takes,” 
and a two year make-up period for gas paid for but not taken. A&S has 
contracted with Canadian-Montana to sell the latter quantities of gas of 30,000 
Mcf average daily, 32,600 Mcf maximum daily, and 10,950,000 Mcf annual, 
with similar conventional stipulations. 

The methods used by A&S in deriving gas reserves was the subject of merited 
Staff criticism,‘ but, in view of the probabilities and trends (see general discus- 
sion supra), the adequacy of the A&S supply was not ultimately controverted 
on brief. 

The amount of gas reserves available to A&S to meet its requirements was 
estimated by its principal witness on this subject at 5.106 trillion cubic feet. 
Of this total, 94.5 percent, or 4.823 trillion cubic feet, is firmly dedicated to A&S, 
and the remainder will in all probability become available, because it is located 
in the immediate vicinity of the laterals which will supply A&S. 

On an annual basis, dividing the 4.823 trillion cubic feet of proved and probable 
reserves claimed by A&S by the 164.2 billion per year exportable under the 
Conservation Board permit, the life index of the recoverable reserves is in 
excess of 29 years; the average day deliverability is between 19-20 years, and 
the peak day deliverability is more than 17 years. Restricting supply to the 
proven reserves under contract to A&S, the average day deliverability life is 
more than 14 years. 

Converted to a 14.73 psia pressure base, the Conservation Board’s export 
permit to A&S allows A&S to take up to 488.8 million cubic feet per day, 164.2 
billion cubie feet per year, and 4.1 trillion cubic feet during the term of the 
25-year permit. 

The Energy Board has authorized A&S to export from Canada 458.75 million 
cubic feet per day, 153.27 billion cubic feet per year, and 3.826 trillion cubic 
feet during the same 25-year term. 

The Commission, of course, deals with “reasonable probabilities,” consider- 
ing the trends in gas discovery, in reviewing the adequacy of gas reserve show- 
ing. Texas Gas Transmission Corp., 8 FPC 190, 199; Transwestern Pipeline 
Company, 22 FPC 391. There is no question but that the trend is toward the 
addition of very substantial quantities of gas in Alberta each year during the 


See also, Energy Board Report of March 21, 1960, to the Governor in Council, pp. 3-3 
and 4, and 6-5. 
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foreseeable future. It is concluded that A&S has fully adequate reserves and 
availability to supply the project, both in respect of transmission direct to 
California and in respect of the small allocation for Canadian-Montana. 

(b) Trunkline. This is an Alberta corporation, owned and controlled by an 
amalgam of Alberta public and private interests, which functions as Alberta’s 
“chosen instrument” for transmission of gas destined for removal from the 
Province. 

Trunkline presently transmits gas from a gathering, lateral, and mainline 
system called the “Plains Division” for service principally to Trans-Canada. 
It will construct new separate facilities to serve jointly each of the three 
projects described herein, commencing with gathering and receiving laterals 
in the new area of production involved in the case at bar, and to be known 
as the “Foothills Division.” 

In addition to such gathering facilities, Trunkline will construct 386 miles of 
36-inch main transmission line in the southwestern part of the Province, 
terminating near the town of Coleman, Alberta, and also a delivery lateral to 
connect with Canadian-Montana. The total capital cost of Trunkline’s new 
facilities is estimated at $106,190,000. 

Definitive arrangements for Trunkline’s financing have not been evolved, and 
necessarily await determination of interest costs for the time being at the date 
when construction is in imminent prospect. 

Trunkline’s contract with A&S is modeled on its existing contract with Trans- 
Canada,’ also providing for a cost-of-service rate. The A&S contract contains 
standard provisions as to accounting and rate base consonant with the Federal 
Power Commission’s Uniform System of Accounts. 

Trunkline has reserved the right to fix, pursuant to Alberta statutes, an 
annual rate of return higher than 7% percent if such higher rate is deemed 
just and reasonable. However, A&S and Westcoast have reserved a reciprocal 
right to contest any such higher rate before the Alberta Utility Commission. 

Trunkline’s mainline facilities will terminate at a point near Coleman, Al- 
berta, where transmission by Alberta Natural will commence. 

(c) Alberta Natural. This is a new company for gas transmission through 
British Columbia chartered by special act of the Canadian Parliament. Alberta 
Natural will own and operate a 36-inch pipeline, with appurtenant facilities, 
to transmit gas received from Trunkline destined for PGT and Northwest 
Division*® through British Columbia to the point of connection with PGT’s 
pipeline at the International Boundary (between British Columbia and Idaho) 
near Kingsgate, B.C., 108 miles to the south. The estimated capital cost of these 
facilities is $37,456,000. 

At commencement of operations, Alberta Natural’s total capitalization will 
be an estimated $37,819,000, consisting of approximately 25 percent common 
stock and 75 percent mortgage bonds. The stock will be owned in equal thirds 
by PGT, Westcoast, and the public. Alberta Natural will operate on a cost- 
of-service basis subject to the general jurisdiction of the Energy Board, and 
with rate of return fixed at 7% percent. 


SIt is clear that, in this and all other particulars, there has been no inclination on the 
part of Canadian interests to surcharge export gas, or discriminate in prices or rates in 
favor of Canadian consumers. The historical fact is that representatives of eastern 
Canadian markets have consistently felt it necessary to guard their rights to equal price 
treatment, and to protect their preferred positions with regard to future supply for esti- 
mated future needs, in proceedings before the Canadian authorities. The history of 
equality in price and rate treatment of American purchasers with Canadian purchasers is 
given considerable weight in the approach to the issues herein. 

*Note that Montana Power’s gas will be taken off in Alberta, prior to this transmission. 
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The mortgage bonds will be marketed through Canadian brokers, with oppor- 
tunity for Canadian investor participation. The interest rate, pro forma as- 
sumed as 5 percent, will depend on market conditions at the time of the offering. 

(d) Pacific Gas Transmission. This new California corporation will own and 
operate a 36-inch pipeline with appurtenant facilities, transmitting gas 614 miles 
from the Kingsgate interconnection through Idaho, Washington, and Oregon, 
to a point on the California-Oregon border near Klamath Falls, Oregon. At the 
latter point, the gas will be received for intra-California transmission by PG&E. 
In respect of the Alberta-California project, PGT will deliver to PG&E a daily 
eontract quantity of 415 million cubic feet, and a maximum daily demand of 
454 million cubic feet. 

On commencement of operations, PGT capitalization will be approximately 
$133,000,000, consisting of 75 percent of mortgage bonds (possibly, in part, term 
bank loans), 10 percent convertible debentures, and 15 percent common stock. 
The stock will be owned 50 percent of PG&B, 25 percent by some of PG&E's 
associates in the development of the project,’ and 25 percent by the public. 

Under proposed Rate Schedule PL-1, PGT will operate on a cost-of-service 
basis, and will receive monthly its charges for operating expenses, straight line 
depreciation over the 25-year life of the Canadian export permits,® amortization, 
taxes, and a return of 6% percent on investment. Against PGT costs thus paid 
for by PG&E will be credited revenues received, primarily for transportation 
service furnished Northwest Division under the project number 2, infra. 

(e) PG&E Intra-California Transmission. PG&E will buy the gas trans- 
mitted by PGT at the Oregon-California border, and will transmit the gas over 
a 296-mile 36-inch pipeline to Antioch, near San Francisco, where the gas will 
enter PG&E’s integrated intrastate distribution system. PG&E’s estimated in- 
vestment in this construction will be $63,930,000 at commencement of operations, 
and in providing these funds PG&E plans to maintain its current capital ratios 
of about 50 percent bonds, 16 percent preferred stock, and 34 percent common 
stock. 

PG&E’s application for authority to enter into this construction and gas 
purchase program pends before the California Commission. 


2. The Alberta to Northwest Division—El Paso Project. 


As heretofore noted, this project involves the joint use of the facilities just 
described. In general, the proposal is that Westcoast will purchase Alberta gas 
for delivery over the described facilities of Trunkline and Alberta Natural to 
PGT, which will carry the gas for the account of Northwest Division to a point 
of interconnection near Spokane, Washington. Northwest Division will deliver 
substantially equivalent volumes, at the outset of the project and until load is 
built in its own service area, from its supply sources at the southwest, to El Paso 
at a point of interconnection near Ignacio, Colorado. El Paso will use this 
displacement gas to help supply the California market, including PG&E and 
large distribution companies serving southern California. 

(a) Westcoast and Transmission in Canada. This Canadian corporation pres- 
ently supplies gas to Northwest Division, from its own production in the Peace 
River gas fields of Alberta and British Columbia, at a point on the International 
Boundary near Sumas, Washington. See Pacific Northwest Pipeline Corp., 14 


7Canadian Bechtel Ltd (9%); Blyth & Co., Inc. (7%); International Utilities Corp. 
(7%), and Montana Power (2%). 

8 All participants in the general project similarly accrue straight line remaining life 
depreciation, except for PG&E intra-California investment, which, under California Com- 
mission rules, will be depreciated on a 2 percent sinking fund basis (25-year life). 
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FPC 157. In respect of the present project, Westcoast will primarily act as a 
service company to buy gas from new fields for Northwest Division, and arrange 
for transportation thereof by Trunkline and Alberta Natural to Kingsgate, where 
it will be picked up by PGT for further transportation to the Northwest Division 
interconnection. 

Westcoast has firm contracts for the supply of gas with a producer and 
processor of gas from the Calgary Field, and with six producers from the 
Savanna Creek Field. These fields are respectively located in the central 
(“Plains”) and “Foothills” areas of Alberta. Westcoast estimates that 2.009 
trillion cubie feet of proven available gas reserves are contained in these fields, 
of which 1.330 trillion are already under contract.° 

The Savanna Creek gas is sour, with considerable sulphur content. Westcoast 
will construct gathering facilities therefor, and an estimated $1.3 million of field 
and general facilities and pipeline to transmit the sour gas 43 miles to a proposed 
Westcoast $6.3 million processing plant at Coleman, Alberta. Adjacent to this 
plant, Jefferson Lake Petrochemicals of Canada, Ltd., will take off the acid gas 
for processing into sulphur. 

From the Coleman plant, either Westcoast or Trunkline will build a $4 million 
lateral line to connect with Trunkline’s new “Foothills Division” mainline. 
Allowing for overhead and contingencies, the Savanna Creek total construction 
costs will aggregate an estimated $12.9 million (Canadian dollars), with bond 
money estimated to cost an interest rate of about 6 percent at the time of the 
hearing. 

The Calgary gas will on delivery be dry pipeline gas, and will be taken in the 
field by a Trunkline lateral some 20 miles to a point of junction with Trunkline’s 
new Foothills Division mainline. 

Westcoast’s average day requirements to support the project amount to 143.6 
million cubie feet, and Westcoast therefore estimates that the supply will last 
for 20 years. From an overall standpoint, the Staff is satisfied with the avail- 
ability of this gas. 

Allowing for off-line supply in Canada, line loss and compression fuel, West- 
coast expects to supply 136.6 million cubic feet, average day, to PGT at the 
Kingsgate interconnection, for transportation to Northwest Division. 

The Conservation Board has authorized Westcoast to export from Alberta 
1.075 trillion cubic feet of gas during the term of the 20-year permit. The Energy 
Board has authorized the export from Canada of 1.020 trillion cubic feet of gas 
over the same term. 

For average day supply, the Conservation Board has authorized the export 
from Alberta of 144.6 million cubic feet, and the Energy Board has authorized 
the export from Canada of 139.7 million cubic feet. 

Westcoast’s estimates were questioned by the Staff, but in view of recent devel- 
opments, including new discoveries in the Calgary Field, the Staff does not 
question the adequacy of the gas committed to the Westcoast-Northwest Division- 
El Paso project. It is concluded, on the same basis as in the case of the A&S 
finding, supra, that the reserves and availability of gas to Westcoast have been 
adequately demonstrated. 

(b) PGT and Northwest Division Transmission. At Kingsgate, PGT will pick 
up Westcoast’s deliveries and will carry the gas for 105 miles in its 36-inch line 
through Idaho to a point where such line will cross Northwest Division’s existing 
Coeur d’Alene lateral. At this point, Northwest Division will tap the PGT line 






®The comparable Conservation Board figure of total field proven gas reserves is 1.643 
trillion cubic feet. The comparable Energy Board figure of total field proven gas reserves 
is 1.765 trillion cubic feet (1.371 trillion under contract is claimed by Westcoast in 
Energy Board testimony. 
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with a new 30-inch pipeline, partially looping the existing lateral, and extending 
approximately 17 miles, connecting with its general system near Spokane, Wash- 
ington. Volumes of gas thus transported to Northwest Division will aggregate 
136,600 Mcf (average day), 151,731 Mcf (peak day), and 49,844,000 Mcf annually. 

Northwest Division will also construct an emergency interconnection near 
Pendleton Oregon, where its existing mainline from the south will cross PGT’s 
mainline to California, and other minor metering, regulating, and pipeline facili- 
ties required by the two new connections. Total estimated construction costs of 
Northwest Division aggregate $2, 443, 000, and will be financed as a part of El 
Paso’s general funding program. 

(c) Displacement Service to El Paso. Northwest Division will deliver to El 
Paso at Ignacio, Colorado, volumes of gas which, until the load in the former’s 
area is built, will be substantially equivalent to the volumes of Canadian gas re- 
ceived by it at Spokane, Washington. Thus, the new gas delivered will, in sub- 
stance, replace gas formerly flowing northward in Pacific Northwest’s lines, and 
such replaced gas will flow westward from Ignacio to California. Northwest Di- 
vision, under the contract made with El Paso when the two were separate en- 
tities, has the right to curtail or interrupt deliveries for such displacement gas 
whenever and to ‘the extent, in its sole judgement, such curtailment is necessary 
in order to provide for the demands of other customers served. It is clear that 
such priority exists, not only in favor of Northwest Division’s present customers, 
but also for future customers connected along its service lines and along the PGT 
mainline through its service area. 

Since, under the recent merger authorization (footnote 2, supra), Northwest 
Division will be maintained as a separate accounting entity, or “department” of 
Il Paso, the fully interruptible character of the displacement service should re- 
main as projected. The “priority” obligation is now that of El Paso, but the 
existence of the obligation is unaffected.” 

(d) Allocation of PGT Costs. The form of tariff proposed by PGT contains 
two cost-of-service type Rate Schedules—PL-1 for sales to PG&E and T-1 for 
transportation for Northwest Division. The proportion of the costs of PGT to 
be borne by Northwest Division is: 

>“ Northwest Division 
PM Northwest Division +?“ PGT 


where Demand Miles of Northwest Division is its Maximum Daily Demand multi- 
plied by the miles transported, and Demand Miles of PGT is the Maximum 
Daily Demand it is certificated to import multiplied by the distance from the In- 
ternational Boundary to the California-Oregon border. 

Under this formula, commonly termed “demand-miles,” after PGT’s monthly 
cost-of-service is determined, the portion thereof allocable to Northwest Division 
is computed and paid, and PG&E pays the balance. 


3. The Alberta to Montana Project. 


Incident to the principal projects described above, A&S proposes to supply 
Montana Power with 30,000 Mcf per day average, 32,600 Mcf per day maximum, 
and 10,950,000 Mcf per year. Gas flow will be from A&S leases over Trunk- 
line’s 36-inch main line, to a tap by 16-inch mainline through Alberta (to be 
constructed by Trunkline) to a point about three miles north of the Inter- 
national Boundary between Alberta and Montana.” 


10 The decisions reached herein concern matters which will not be affected by the results 
of any future court litigation as to the validity of the merger, so long as accounting sepa- 
ration is maintained. 

11 Note that Alberta Natural is not involved in this transmission, since the line will not 


traverse British Columbia, but will remain in Alberta, Trunkline’s territory, to the 
boundary. 








‘Ss, 


ply 
1m, 
nk- 

be 
ter- 


sults 
epa- 


not 
the 














FEDERAL POWER COMMISSION 153 


At this point, gas flow will be through Canadian-Montana’s 16-inch pipeline 
to the border, thence through Montana Power's similar line for a distance 
of approximately 51 miles to a point (near Cut Bank, Montana) of inter- 
connection with its existing integrated intrastate distribution system. The 
construction costs are estimated at $205,000 for Canadian-Montana and about 
$2,573,000 for Montana Power, and will be financed as a relatively insubstantial 
addition to Montana Power's regular annual construction budgets—through 
funds internally generated, bank loans, or sale of new bonds. 

Canadian-Montana will operate on a cost-of-service basis, with 7% percent 
return, and will pay for gas purchased from A&S on the same basis—including 
the weighted average purchase price paid by A&S for gas, and Trunkline’s 
transmission charges. 


4. Further Findings Respecting Joint Project. 


(a) Canadian Supply. Under Alberta law, local Alberta needs must be met 
before gas can be exported from the Province. The Alberta distributors have 
accordingly entered into contracts defining their right to purchase gas from 
A&S and Westcoast in case of local need. 

The contracts are similar to a contract between the Alberta distributors and 
Trans-Canada. The A&S contract provides that the Alberta distributors will 
pay for base load (70 percent or better load factor) gas supplied to them (1) 
the weighted average cost of gas charged by the producers to A&S, plus (2) 
transmission charges calculated on the assumption that the gas was derived 
from the most proximate field to the given Alberta distributor. Peaking (less 
than 70 percent load factor) gas will bear a 30 percent premium charge. The 
Westcoast contract, which runs in favor of one of the Alberta distributors, 
Canadian Western, provides only for base load gas similarly priced, with a 
ceiling of 50,000 Mcf per day.” 

(b) PGT Off-Line Supply. By amendments to their original applications, 
Northwest Division and PGT have made it clear that, where economically 
feasible, off-line service will be provided to communities in Idaho, Washington, 
and Oregon. These amendments supply the definite commitments to this effect 
lacking in the original applications and direct testimony presented herein, and 
apparently satisfy the local public authorities and distributors in such States. 
See Presiding Examiner’s Ruling of January 19, 1960, from which no appeal 
was taken, and Brief of Intervenor Cascade, pp. 8-12. Northwest Division 
has commenced implementation of its policy of off-line service by applications 
to serve the communities of Bend and Klamath Falls, Oregon. Hl Paso Natural 
Gas Co., Docket No. CP60-15, filed January 18, 1960. Northwest Division 
stipulates, on brief, to file “additional applications of similar nature to serve 
all communities in question where the Commission may find such service to be 
in the public interest.” (Reply Brief, p. 5). 

The amendments fully conform to the proof, and are accepted as an important 
adjustment to the project as first presented, which contemplated that all gas 
to Northwest Division would be displaced to Ignacio. 

(c) Engineering and Finance. Voluminous and thoroughly convincing evi- 
dence, too intricate and detailed for restatement here, fully support the sound- 
ness and conventionality of the project engineering and finance, in respect of 
each of the several components of the project. The evidence was presented by 
qualified experts, who were cross-examined by the Staff and intervenors. No 
controversy or issue is presented with respect to facilities or financeability, 


12 Westcoast may also serve the small requirements of any British Columbia communi- 
ties on the route of the new Alberta Natural mainline. 
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and it is clear that all participants are able to economically (in accordance with 
market conditions) finance and efficiently construct the portion of the project 
with which they are separately concerned. 

(d) Canadian Eeport Permits. All necessary Canadian authorizations for 
the project have been obtained. Summarizing findings made above, the fol- 
lowing is the supply situation projected and authorized, reduced to standard 
measurement at 14.73 psia and 60 degrees Fahrenheit,“ and expressed in 
millions of cubic feet : 

ALBERTA AND SOUTHERN 


(1) (2) (3) 
| 
Average day | Conserva- Energy 
req'tire- tion Board Board 
ments * permit permit 





For Kingsgate 
For Canadian-Montana 


Total 


WESTCOAST-EL PASO 


For Kingsgate 136. 6 | b 144.6 | 139.7 


* Amounts in col:imn (1) represent volumes actually delivered at the Canadian-U.S. Border. Amounts 


in columns (2) and (3) may or may not include gas used or lost between the wellhead and the Canadian-U.8, 
Border. 


> Includes volumes for sale in British Columbia, 


On a yearly basis, expressed in billions of cubic feet, the A&S and Westcoast 
permits allow export of the following amounts: 


Conservation Energy 
Board permit} Board permit 


A&S per year ‘ 153.3 
Per 25-year permit 
Westcoast per year 
Per 20-year permit 


It is found that, on the basis of a very complete investigation and report in 
both cases, the Conservation Board and the Energy Board have declared that 
gas more than sufficient to supply the general project is surplus, and may be 
exported by A&S and Westcoast. 

(e) Markets. As is apparent from the foregoing, the large percentage of the 
gas supply during the foreseeable future will go to California, either directly or by 
displacement. 

Clear and uncontroverted evidence shows: rapid and increasing demand for 
gas, and dependence on out-of-state sources, for service in PG&E’s territory, due 
to population growth, accelerated per capita energy consumption, and declining 
trend in California intrastate production ; the particular dependence of California 
householders on gas fuel; the market for the proposed Canadian supply from the 
time the project is completed late in 1961; and the need for such supply to meet 
firm demand peaks shortly thereafter. 

It is clear that existing sources of supply for PG&E requirements are not 
adequate to meet the market, and must be supplemented as soon as physically 


13 Among the many deficiencies in the briefing of this case by the project sponsors is the 
failure to reduce volumes to standard measurement. 
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possible. Thus, for instance, California dry gas, supplying 898.7 million cubic 
feet in the winter of 1959-1960, will decrease to 549.6 million in the same period 
of 1965-1966. Reserves of California gas of all types as of January 1, 1959, 
amounted to only 1.976 trillion cubic feet, and approximately 41 percent of these 
reserves will be consumed by 1965. 

El Paso is at present the exclusive source of out-of-state gas for California, 
including not only PG&E, but the extensive markets in southern California.” 
The matter of El Paso’s delivery capabilities was skirted in the evidence herein, 
and proof was largely directed to the theoretical benefits of an additional source 
of gas supply from a new region. However, there is no virtue per se in having a 
secondary source if the first source is adequate, especially where, as here, com- 
plete regulation of the first source is available for the protection of American 
consumers, in distinction, to a degree, from the situation as to the secondary 
source. Were the issue solely one of market, rather than need, it would seem 
that regulated domestic sources should furnish the supply. But cf. Midwestern 
Gas Transmission Co., 22 FPC 775, 783 (no discussion of Canadian prices of 
regulation thereof). 

The latest Commission finding on the subject of California’s need is contained 
in El Paso Natural Gas Company, 23 FPC 213, Docket No. G—12580, Order 
Denying Rehearing, issued January 26, 1960. There, in explaining its action in 
denying Southern California Edison Company’s application for direct purchase 
of gas in place of fuel oil, and authorizing extra gas for other distributors, the 
Commission said (at page 213) : 

El Paso, as we indicated in our decision, has only a bare minimum of re- 
serves and is experiencing difficulty in maintaining and adding to these 
reserves. The entire record shows that in the area served by El Paso there 
is a great need and demand by all types of customers for additional gas. 
In such a situation it would not be in the public interest to have El Paso 
commit a substantial portion of its reserves to one customer for one type of 
service over a relatively short period of time. 

In the same order, the Commission found 2 “very vital need for more gas by 
many California consumers”; that at the California border the “need for the 
gas was clear”; and that, with regard to Commission consideration of “end use”, 
the case contains the additional consideration of the dedication of “a large 
portion of the reserves belonging to an interstate pipeline [El Paso] which has 
a bare minimum of reserves for its other services.” (23 FPC at 213 and 214.) 

In the original decision in this case, 22 FPC 900, Opinion No. 333, issued 
November 27, 1959, the Commission, considering the original proposal of South- 
ern California Edison Company to use gas in the generation of electrical energy 
in Los Angeles, said (at 903) : 

Another consideration which forces us to the conclusion that the sale as 
proposed is not in the best interests of the public is El Paso’s present situa- 
tion with respect to its reserves. AS we point out below, El Paso has a 
minimum gas supply to support this service and the rest of its system. 
Additional gas is becoming increasingly difficult and more expensive to 
obtain because of the many purchasers competing for the available gas. 
It takes great diligence and skill simply to obtain enough new gas supplies 
to maintain the present minimum balance for El Paso’s extensive system. 


1% Proceedings for the certification of a second source are pending. See Transwestern 
Pipeline Co., 22 FPC 391, and subsequent orders of September 23 and September 29, 1959. 
However, assuming certification, Transwestern’s domestic sources are needed in addition 
to the further supply to El Paso here considered. 


676—807—6.1—__13 
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In view of the constantly increasing demand for more gas for all kinds 
of customers in California it would not be in the public interest to commit 
a large portion of El Paso’s sales capacity to one customer for one type 
of gas. * * * 

In Opinion No. 333, the Commission adverted to the issue of whether El 
Paso had sufficient reserves to warrant any new service to California. In this 
case, the Commission referred to a decision of Presiding Examiner Binder, issued 
May 12, 1959, which the Commission said “shows a thorough consideration of all 
the then available evidence.” (22 FPC at 904.) The Examiner had found that El 
Paso could meet its then present requirements, including service to Southern 
California Edison Company, for “about eight years” : i.e., that “El Paso would not 
appear to be deficient until approximately 1966.” (22 FPC at 949.) 

In Opinion No. 333, the Commission announced its acceptance of a document 
signed October 27, 1959, by the Commission’s General Counsel, in which “staff 
stipulates that El Paso has sufficient reserves to support this sale” [referring to 
the sale of an additional 100,000 Mcf per day to certain Los Angeles distributors]. 
The stipulation in question, filed in Docket No. G—12580, is a 2-page document and 
contains no factual data as to El Paso’s acquisition of further reserves after the 
May 12, 1959, finding. 

In another recent Commission decision, Pacific Northwest Pipeline Corporation 
et al., 22 FPC 1091, Docket No. G—13018, issued December 23, 1959, the Commission 
again referred to California’s “continuing and increasing demand for gas,” and 
El Paso’s “need of additional supplies of gas in order to continue retention of 
service to California.” (p. 1096). The opinion, permitting the merger of Pacific 
Northwest with El Paso, refers to the Commission’s concern with the lengthening 
of El Paso’s “life of reserves” and the increase of its “gas supplies for the indef- 
inite future,” and especially El Paso’s greater opportunity under the merger of 
acquiring additional reserves “in the Rocky Mountain area or Canada.” 
(p. 1097). 

The Commission’s concern with El Paso’s reserve situation has been expressed 
over a period of time. See El Paso Natural Gas Co., 19 FPC 393, 394, 396, and 
397, finding that “with its supplies of gas now certificated El Paso will be able 
to meet in full the estimated requirements for natural gas of its existing cus- 
tomers only through 1963.” See also El Paso Natural Gas Co., 16 FPC 1354, 
1357, requiring El Paso to enter into a “definite program demonstrating how its 
future system requirements are to be met and how the ultimate consumers will 
be protected.” 

The current findings of the Commission in these recent cases, added to the 
evidence in the record, clearly indicate that El Paso not only has a market for 
the Canadian gas to be supplied to California by displacement, but has an im- 
mediate and pressing need for such resources, which, the record shows, are not 
obtainable elsewhere. 

The record also shows some needs for additional gas in the Northwest Divi- 
sion service area, but this is not of high present significance in view of the fact 
that substantially all of the new gas there received will be displaced to Califor- 
nia. In the event that Northwest Division proposes new service to the area 
displacing coal, the Coal Intervenors will have ample opportunity to present 
their objections in connection with the applications that must be submitted for 
certification of such new service. 

Montana Power is badly in need of new sources of gas supply. There has 
been no significant discovery of gas intrastate since the Cut Bank Field in 
1926; there is little or no gas available from neighboring States, and future 
deliverability from the Pakowki Lake Field in southern Alberta—over the 
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existing facilities of Canadian-Montana—has been drastically reduced from the 
estimates made when the supply was authorized and connected in 1955." 

By the time A&S gas is connected in 1962, Montana Power's reserves will 
have a life expectancy of only eight years. The connection now sought will 
increase Montana Power's supply by over 50 percent, with a substantial increase 
in the life of its available gas reserves. Montana Power has no other available 
source within economic supply distance for adding significant gas reserves. 

The Coal Intervenors suggest that Montana Power’s application should be 
by way of amendment to its existing importation permit for gas from Pakowki 
Lake, and that Montana Power might reduce gas requirements by curtailing 
or ceasing industrial gas supply. However, the present project is not related 
to the Pakowki Lake permit, and Montana Power’s need for gas in the amount 
to be supplied by A&S, as well as the amount to be realized from Pakowki Lake, 
is established by uncontroverted testimony. Equally, there is clear evidence, 
without evidence to the contrary, that maintenance of Montana Power’s pro- 
jected industrial supply is essential to preserve its economical load factor. 


Jurisdictional Matters, Issues Raised, and Approach 


At this point, we may summarize certain matters of general background 
presented by the record, as follows: 


1. The Authorizations Required. 


(a) PGT must have (i) a certificate of public convenience and necessity 
authorizing the construction and operation of its proposed mainline from the 
International Boundary to California and the transportation and sale of gas 
to flow therein, under Section 7(c) of the Natural Gas Act (Docket No. G—17350) ; 
(ii) an import permit under Section 3 of the Act (Docket No. G—17351) ; (iii) a 
Presidential Permit to construct, operate, maintain, and connect the necessary 
import facilities at the Boundary under Executive Order No. 10485 of September 
8, 1953 (Docket No. G—17352). 

(b) Northwest Division must have (i) Section 7(c) certification of the new 
facilities it will build near Spokane, Washington, to receive the gas from PGT, 
and to transport and sell the gas to flow therein, as well as to transport and sell 
the “displacement” gas at Ignacio, and also to authorize, in principle, service to 
new communities along the mainline in its service area where subsequently au- 
thorized in Section 7(a) proceedings (Docket No. G-17902); (ii) a Section 3 
import permit (Docket No. G—18033). As is apparent from the facts stated, 
Northwest Division needs no Presidential Permit, because PGT will make the 
Boundary interconnection. 

(c) Montana Power must have (i) a Presidential Permit for its Boundary 
interconnection (Docket No. G—17370); (ii) an import permit under Section 3 
of the Act (Docket No. G-17371). As has been found, Montana Power serves 
gas only in Montana, and is not, therefore, a “natural-gas company” required 
to have Section 7(c) certification of the new facilities and supply. 


2. The Hearings. 


After consolidation of the several applications, they were duly set down for 
hearing. The public hearings with resepect thereto occupied 16 days, com- 


15 Pakowki Lake was connected, and authorized, on the basis of 100,000 Mcf per day 
deliveries. See Montana Power Co., 14 FPC 227, 242; see also idem., 11 FPC 1, concern- 
ing the first importation from this field for a specific supply requirement. It has never 
taken gas in amounts over 70,000 Mcf per day, and estimates that only 45,000 Mcf will 
be available from this source on the peak day in the winter of 1964-1965, with declining 
deliverability thereafter. In short, the Pakowki Lake project has not met the 1955 esti- 
mates, either of reserves or deliverability. 
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mencing on October 15, 1959, and, after appropriate adjournments for study 
of testimony and preparation of cross-examination, concluded on December 8, 
1959. Briefs were filed by applicants, Staff, and certain intervenors, the last 
brief having been received on February 4, 1960. 


3. The Issues and Positions of Participants. 


In the record and on brief, participants in the proceedings have taken the 
following general positions, sometimes at issue with certain aspects of the 
proposals: 

(a) The California Commission stresses the “unquestioned” need of that State 
for new gas, and the desirability of a source therefor additional to El Paso. 
However, this Commission also points out as a “matter of vital concern” the 
methods by which the ultimate costs of such gas, delivered to the California 
border, may in the future be increased, including (i) potential increases in 
producer prices other than periodic escalations, and (ii) potential increases in 
estimated transmission costs of Trunkline, Alberta Natural, and PGT. The Cali- 
fornia Commission refers to its position taken in Pure Oil Co., Docket No. 
G-17930, that “favored nation” and other similar escalation provisions in 
producer contracts are contrary to public policy, and suggests that, since most 
price increase contingencies are “outside the jurisdiction of the Commission,” 
consideration should be given to the imposition of terms and conditions “for the 
protection of the American consumer.” 

(b) The City and County of San Francisco ask for the granting of the 
applications, stressing the interests of its consumers in gas supply from an 
alternate source “over and above the present recognized supplies” which war- 
rant, in view of its belief in the integrity of the regulatory scheme in Canada, 
“some sacrifices of domestic regulation in the interests of both the utility 
corporations and the customers involved.” 

(c) The Idaho Public Utilities Commission, the Washington Public Service 
Commission, and the Public Utility Commissioner of Oregon appeared in general 
support of the applications of PGT and Northwest Division, and to urge that 
availability of gas for service to communities along the PGT mainline be insured. 
As a result (particularly of the Oregon Commissioner’s active participation), 
assurances of en route gas service were obtained, as noted above. 

(d) In view of the assurances of additional gas supply for Washington and 
Oregon, Cascade urges on brief early favorable action on the PGT-Northwest 
Division applications. 

(e) The Montana Public Service Commission fully supports the proposed 
additional gas supply to Montana Power. 

(f) The Coal Intervenors, although not opposing the PG&E project in prin- 
ciple, urged on brief that (i) the availability of gas is not demonstrated, absent 
action of the Energy Board, a matter made moot by the recent Energy Board 
action; (ii) gas reserve estimates are overstated; (iii) Northwest Division has 
no need for more gas in its service area, and the California need for such gas 
by displacement is unproven, and deliverability speculative; and (iv) Montana 
Power’s application could be satisfied by amendment of its existing import per- 
mit, which has never been used to the full 1,000,000 Mcf per day maximum. 

(g) The Staff, aside from inconclusive disparagement of PGT’s gas storage 
operations (this also is of concern to the California Commission) and some 
criticism (submitted “without any specific recommendation,” Br. 73) of A&S 
reserve and availability studies, seems to contend mainly that: PGT’s costs 
should be allocated between PG&E and Northwest Division on the demand-mile 
plus commodity-mile basis, rather than on the demand-mile basis accepted in 
principle by both; Trunkline’s rate of return should be limited to 744 percent 
by “border price” condition attached to the import permit; PGT’s rate of return 
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should be limited to 6144 percent; 50,000 Mcf per day should be reserved from 
displacement volumes available to El Paso from Northwest Division, to insure 
service to new customers in the latter’s service area; and accounting-entry 
separation should be maintained between Northwest Division and E) Paso. 

4. Price Issue Raised Sua Sponte. 

Except for the rather abstract expressions of the California Commission, no 
participant in the record has raised or discussed the question of how much this 
project gas will cost the American consumers. Yet, as will be seen, the prospec- 
tive gas costs at the border, and the future possibilities of higher Canadian 
costs over which this Commission has no control, make the issue one of high 
importance. After many millions of dollars are invested in the general project, 
there will be no practical alternative to continuation of the project supply at 
almost any price that may be exacted. 

Stated simply, domestic gas prices in the project area are, for the most part, 
regulated in the interests of consumers from the wellhead to the burner tip. 
Should the situation be otherwise in the case of Canadian gas? 

5. Commission Approach to Import Prices. 

In an early case, the Commission ruled that a project contemplating a pipeline 
solely for importation of Canadian gas would not be certificated, because of the 
inherent difficulty of protecting American consumers. Northwest Natural Gas 
Co., 13 FPC 221, Op. No. 271, issued June 18, 1954; followed, in an Examiner’s 
decision, Midwestern Gas Transmission Co., 16 FPC 466, 484-485, with the 
suggestion of a treaty “to assure a definite supply of gas * * * at a reasonable 
and stable price.” 

The Commission soon receded from this approach, leaving the convenience 
and necessity of given future projects for gas importation to be decided “on the 
particular facts of a given case.” Midwestern Gas Transmission Co., 16 FPC 486, 
488. 

In Texas Eastern Transmission Corp., 16 FPC 27, the Commission certificated 
the importation of up to 200,000 Mcf of gas per day for the life of a 20-year 
contract between Texas Eastern and a Mexican supplier, without any findings 
relating to the price of the gas. The Commission approach is set forth as follows 
(16 FPC at 36) : 


* * * We view the importation as proposed indicative of mutual benefit 
which our country and its neighbor to the South may receive by commercial 
relation and as illustrative of the mutual faith, confidence, and respect each 
has for the other. We must dismiss as unfounded the fears of the City of 
Pittsburgh * * *. 


As to importation from Canada, the Commission currently fosters the general 
principle of Canadian supply, and has said: 


* * * Canadian gas should and inevitably will be made available to this 
[north central and midwestern area] and probably other areas of this 
country, to the mutual benefit of both United States purchasers and Canadian 
sellers. This of course would be consistent with the policies of cooperation 
and joint endeavor which have long characterized the relations of this nation 
and Canada not only in matters pertaining to the import and export of 
natural gas but in our general economic relationships and matters of 
natural defense as well * * *. [American Louisiana Pipe Line Co., 20 FPC 
575, 584-585, 592. ] 


See also, permitting importation without rationale of the problem of providing 
for means to review the reasonableness of price; Montana Power Co., 11 F.P.C. 1; 
idem, 14 FPC 227, 242; and Pacific Northwest Pipeline Co., 14 FPC 157. 
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The most recent gas import case is Midwestern Gas Transmission Co., 22 FPC 
775. It there appeared that Midwestern proposed to buy gas from Trans-Canada 
at a point of interconnection on the International Boundary between Manitoba 
(near the town of Emerson) and Minnesota. The price of 204,000 Mcf per day 
under a firm 25-year contract, at 75 percent load factor for the first three years, 
was 30.8 cents per Mcf at the border.” Escalations (apparently periodic) of one- 
cent per Mcf at 100 percent load factor were provided for every five years of 
the contract. 

In addition to the border price, the costs to the ultimate consumer would in- 
clude transmission of the gas through some 500 miles of new Midwestern pipeline 
costing $52,277,000, and some 97 miles of new Michigan Wisconsin Pipe Line 
Company line costing $24,177,000. 

The Commission discussed at length matters relating to gas reserves and 
deliverability, Canadian authorizations, and the details of the United States 
facilities, financing, markets, and proposed rate schedules. However, the opinion 
does not evaluate the impact of the border price of the gas, or the ultimate cost 
of the gas to the consumer, on existing rates. The opinion does not deal with 
the reasonableness of border price or unit transmission charges. However, the 
Commission indicated that, as to “future proposals for the import of additional 
quantities of gas,” it would “take appropriate action to assure that the terms 
and conditions of all such proposals, including price provisions, are consistent 
with public interest.” (22 FPC at 782.) 

It is thus clear from the decided cases that the Commission generally favors 
importation of gas, and has authorized importation without ruling on the price 
thereof to be paid by domestic consumers. It would seem beyond question, 
however, that present and future prices to be paid for foreign gas as delivered 
at the border are, in principle, of the highest significance to proposed import 
certifications—just as in the case of proposed certifications of domestic supply.” 




























Price of Gas and Transmission 





Will the gas cost too much? The issue has two aspects: (1) field prices 
proposed to be paid to the Canadian producers, translated into border prices 
after Canadian transmission, and (2) proposed basis for computing transmission 
charges of Trunkline, Alberta Natural, PGT, and Canadian-Montana ; also service 
company charges. 


Field Prices to Ad&S. 





A&S has successfully pursued the policy of entering into uniform (“postage- 
stamp”) price provisions for all of the many separate Canadian producers in the 
area of interest, now covering 22 fields in western Alberta. The price, in these 
uniform 25-year contracts, will start at 14.50 cents“ per Mcf, at a pressure base 














1628.31 Cents per Mcf at 100 percent load factor commencing the fourth year. (Cana- 
dian dollars @ 15.025 psia.) 

17 As to domestic supply, see Atlantic Refining Co. v. P.S.0. of New York, 360 U.S. 378; 
P.8.C. of New York v. F.P.C., 361 U.S. 195; and discussion in Gulf Oil Corp., Docket No. 
G-17973 et al., Examiner’s decision issued February 8, 1960. In general, see “Natural 
Gas and Pacific Northwest,” Address by Jerome K. Kuykendall, Chairman of the Com- 
mission, release of March 25, 1960, pp. 8-9. Were the conclusion otherwise, valid claims 
of discrimination against American producers would certainly be presented. See Delhi- 
Taylor Oil Corp., Docket No. G—6504, Offer of Settlement, dated December 3, 1958, p. 20 
(Mexican gas); and C0. V. Lyman, Docket No. G—9289 et al., testimony of C. V. Lyman 
given June 8, 1959, official transcript, p. 961 (Mexican gas). 

18 Prices are in Canadian currency. Assumed initial delivery after July 1, 1961. 
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of 14.4 psia, for the year ending June 30, 1962. Converting the pressure base to 
the standard 14.73 psia, the price becomes 14.83 cents per Mef, and these 
Canadian cents, in turn, become 15.28 cents in American money at current ex- 
change rates. Periodic escalations are provided for each of the six succeeding 
years. Respectively, the escalations (in Canadian money at 14.4 psia) are 
to 15.25 cents (16.07 cents U.S. currency and measurement), 15.75 cents (16.59 
cents), 16.25 cents (171% cents), 16.50 cents, 16.75 cents, and to 17.00 cents for the 
period from July 1, 1967, through June 30, 1968. Thereafter, periodic 5-year 
escalations are stipulated—to 17.25 cents from July 1, 1968, through June 30, 
1973; to 18.50 cents and 19.75 cents during the succeeding two 5-year periods, 
and to a price of 21.00 cents per Mcf (Canadian, at 14.4 psia) from July 1, 1983, 
to the end of the contract. 

Additionally, A&S agrees with each producer to “endeavor to redetermine the 
prices to be paid on July 1, 1968, and at five-year intervals thereafter,” and to 
submit the matter to arbitration” in the event of disagreement; the redeter- 
mination to be “in no event” lower than the escalated fixed prices noted above. 

The price provisions alsc contain “favored nations” commitments, as follows: 

1. Commencing in August, 1968, A&S will notify each producer of the preceding 
year’s weighted average cost of Alberta gas to A&S. If such cost is higher than 
the price payable to the given producer for deliveries in any month of the suc- 
ceeding year (commencing on the next following November 1st), A&S will make 
up the difference to the given producer. 

2. A&S agree to furnish each producer with copies of subsequently entered gas 
purchase contracts. Such producer may then elect to adopt that subsequent 
contract in respect of his gas sales to A&S. 

Further provision is made for the assumption by A&S of one-half of the burden 
of new or increased taxes imposed on the producers; for heating value adjust- 
ments above or below 1000-1025 Btu content per cubic foot; and for currency 
adjustment whenever Canadian dollars are worth more than 105 cents or less 
than 95 cents in American currency. 

A&S must take-or-pay-for 90 percent of the daily contract quantity agreed on 
with the given producer, with a 2-year make-up period. 


Field Prices to Westcoast 


For the Savanna Creek gas at the volumes of sweet pipeline gas ultimately 
recovered, Westcoast will pay a starting price of 12 cents per Mcf (Canadian) 
for gas (at 15.025 psia) delivered prior to January 1 (11.8 cents at 14.73 psia), 
escalating one-third of a cent the next year, one cent the following year, and 
then one-third of a cent per year for the duration of the contract expiring on 
January 1, 1982. Assuming that average day volumes of gas deliveries increase 
(due to new discoveries in the area), graduated increases in base and escalated 
price are provided for in the amount of one-cent for each of several ranges of 
volumetric increase.™ 

The Savanna Creek contract also contains provisions for: “favored nations” 
increases in the event that Westcoast hereafter buys gas in western Canada on 


An arbitrator is to be selected by each party, and the two selectees are to name a 
third; absent agreement, the third to be named by a judge of the Supreme Court of 
Alberta. 

194 These contracts were negotiated before the Northwest Division—PG&E projects were 
consolidated. The escalation for higher gas ‘“‘takes” is based on the theory that as West- 
coast increased its deliveries, savings would be realized because of increased pipeline effi- 
ciency, and that the producers should share in these savings. 
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terms more favorable to any producer; automatic increase in price equivalent to 
any price reduction granted by Westcoast to Northwest Division; 50 percent 
sharing by the producers in any future price increases granted by Northwest 
Division to Westcoast; minimum “takes” of gas; sharing in revenues from 
sulphur and other by-products produced ; currency adjustments ; and Westcoast’s 
assumption of three-quarters of any future taxes levied on the gas production. 

For the Calgary gas, after processing, Westcoast will pay a starting price of 
14 cents per Mcf (Canadian) for gas at 14.4 psia delivered prior to January 1, 
1962 (14.32 cents at 14.73 psia), escalating to 14.5 and 15 cents in 1962 and 1963, 
respectively, (14.83 and 15.34 cents at 14.73 psia), and at the rate of one-quarter 
cent per year for the duration of the contract expiring 20-years from the first 
day of January following the date of first delivery of gas. 

The Calgary contract also contains provisions for: “favored nations” adoption 
of any future Westcoast gas purchase contract in a large portion of Alberta; 
minimum “takes” of gas; increased export contract volumes matching new 
increased reserve estimates ; currency and heating value adjustments ; renegotia- 
tion of price July 1, 1970, and each five years thereafter; and Westcoast’s as- 
sumption of three-quarters of any future taxes levied on the gas production. 
Transmission and Service Company Operating Costs. 

So far as operating expense, depreciation, depletion, taxes, and all other “above 
the line” * charges, it apears that all components of the project will operate on 
a reimbursement basis, with such charges computed and allocated substantially 
in accordance with the Commission’s Uniform System of Accounts. With 
provision for annual disclosure of such charges, made later herein, the cost-of- 
service provisions in respect of “above the line” items are clearly unobjectionable. 
To such charges, however, the proposals contemplate addition of a flat, blanket 
provision for capital costs, by way of overall rate of return. 


Transmission and Service Company Return. 


Recapitulating, the proposed overall rates of return for the several components 
of the general project are as follows: 


7% percent or higher—Trunkline. 
714 percent flat—A&S, Westcoast, Alberta Natural, Canadian-Montana. 
61% percent flat—PGT. 

[All other components (Northwest Division, PG&E, and Montana Power) 
will receive return on project investment as allowed under their general 
existing and future rate schedules. ] 


It is appropriate, in view of the fact that these claims seem high from a his- 
torical point of view, to articulate in general the extent to which they are subject 
to regulatory control. 

1. Cost of Debt. The claims for overall return result primarily from the 
current high and rising cost of debt capital (interest-bearing bonds and deben- 
tures) needed to finance the construction. For various reasons, including fear 
of inflation and the current investor conception of the ever-expanding general 
economy, relatively more money is currently available for stock than for debt 
securities, compared to past periods. The margin of return required for each 
class, formerly wide in the case of stable utilities, has been steadily closing, 
due to rise in interest rates. There is, however, still a margin in favor of debt 
financing, and it is, therefore, still to the benefit of consumers that utility capital 
structures be constructed of debt capital to the extent consonant with safety. 


*” This conventional phrase denotes all charges to operating revenues before provision 
for capital costs. 
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The high and rising cost of utility company debt capital is a matter of concern, 
not only to regulatory commissions, charged with protection of consumer prices, 
but to the utility companies themselves. To such companies, high-price debt 
money is theoretically no more desirable than high-price steel pipe. The utility 
companies and their stockholders do not benefit from current high interest costs 
incurred in raising debt capital. If the margin between bond interest rates and 
profits available for dividends narrows, such companies and their stockholders 
are actually detrimented. 

The problem of high and rising cost of debt capital is not a problem that is 
within the control of the companies involved in this project, or of any utility 
regulatory commission concerned therewith.” In short, whenever the overall rate 
of return must be set at levels exceeding the levels of prior years because of bond 
interest rates, the regulatory authority has no alternative to allowance of the new 
high rate except to disallow the projected expansion. 

2. Cost of Equity. The only area of money-costs over which the regulatory 
authority does have control is allowance to common equity, which is usually, 
and here, the smallest component of overall rate of return. Such allowance must 
be set at least at the minimum level on which the equity money will be available. 
In the present case, it seems clear that, in principle, all component companies 
intend to set overall return only at such rate as will provide reasonable return on 
equity, after allowing for differential, presumably reflecting risk, between U.S. 
standards and those applicable in western Canada. 

Specifically, in the present case, it is clear and uncontroverted that cost of 
utility money both for debt and equity securities, consequently overall rate of 
return, is higher in Canada, particularly for new companies in western Canada, 
than similar costs and rates for utilities located in the United States.” 

Keeping in mind the difference between cost of debt and cost of equity, the 
record shows the following facts as to the several project components: 

1. Trunkline. This company’s exhibits are based on an assumed 12% percent 
allowance for equity capital, and an assumed 5%4 percent allowance for interest 
costs. If interest money cannot be obtained at 5% percent, Trunkline would need 
more than 714 percent overall, to provide the assumed allowance for equity. 

2. Westcoast. The record is not clear as to the prospective return on this 
company’s equity capital, associated with the 7144 percent overall return stipu- 
lated in its agreement in principle with Northwest Division. Investment in the 
project was left undetermined at the time the record was closed herein, but 
may be as high as $13,273,000 (American currency) if Westcoast, rather than 
Trunkline builds the Savanna Creek lateral. It is indicated that Westcoast’s 
new financing for the project may be based on 75 percent debt capital, costing 
an interest rate of about 6 percent. 

3. Alberta Natural. With a prospective investment of $37,456,000, this com- 
pany’s debt financing will amount to $28,364,000, pro forma stated at a 5 percent 


™ In this era of widespread utility expansion, there is to some extent a “race for interest 
money” between utility companies serving in different areas, with public authorities neces- 
sarily assisting their own companies to expand by granting higher allowances for debt 
costs. The possibility of a planned attack by concerted action of all public authorities, 
under national leadership, to impose ceilings, might be studied. Absent coordinated ac- 
tion, it would seem that funds customarily reserved for utility bonds will continue to be 
available only at inordinate cost. 

2 The Alberta Utility Commission has recently allowed one of the Alberta distributors 
a 7% percent return, and has allowed the other such distributors a 7% percent return, 
reflecting in principal part current high interest rates. 
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interest rate. The record clearly shows that such interest rate will be insuffi- 
cient under the conditions postulated when the record was made. 

4. A€S. Strictly a service company, A&S will be almost entirely financed 
by 6 percent notes payable to its parent PG&E. Original investment will amount 
to $1,838,000. Functioning as a foreign department of PG&E, the protection 
of consumer interest in respect of its profits will presumably be assured by the 
California Commission. 

5. Canadian-Montana. As in the case of A&S, this company’s investment will 
be made entirely by its parent. Montana Power's rates are fixed after “rolling 
in” i.e., consolidating Canadian-Montana’s revenues and expenses. Theoreti- 
eally, at least, the level of Canadian-Montana’s return should, therefore, be 
immaterial to the Montana consumers, protected by the Montana Commission. 

6. PGT. This proposed interstate pipeline, alone among the new project 
components, will be subject to the Commission’s continuing general jurisdiction. 
At the proposed 85 percent debt ratio capitalization, and the assumed 51% percent 
cost of debt money, PGT would realize 12.17 percent on its 15 percent equity 
capital at 6144 percent overall return, and 10.50 percent on such capital at a 
614 percent overall return. As the 10 percent of debentures are converted into 
common stock, however, return on equity will be correspondingly reduced. 


Resulting Border and Delivered Prices. 


Taking the third year of deliveries as representative of prices payable within 
the immediate future, the following table has been constructed to show the 
Examiner’s calculation of the prospective price for project gas in American 
cents at a standard pressure base: 


TABLE I. COSTS PER MCF DELIVERED—THIRD YEAR 
(In American cents at 14.73 psia) 


PG&E Northwest Montana Canadian 
Division Power 





Mad vie os. 2 ae cease cdoea oa 
Terminal 46. 65 





® 16.34 Cents per Mefis the actual cost in the field; the difference represents volumes used or lost in transit. 

+ E] Paso’s presentation is deficient in showing of field volumes purchased; this figure, therefore, includes 
cost of Westcoast’s field facilities and service, and may include all or part of gas used or lost in transit. 

¢ Westcoast will supply Canadian sales; footnote (b) applies. ‘The 20.74 cents figure may be in excess of 
amounts actually payable per contracts. 


4 If related to border volumes, the PG&E border cost would be 27.43 cents per Mcf; the presentation of 
the other applicants is deficient in showing of border volumes. 


The method of cost computation used in Table I was selected on the basis 
that only gas which reaches its destination has value, and that such value 
includes amounts attributable to gas lost or used in transmission. The border 
price data furnishes a point of rough comparison with border prices in prior 
certifications. 

Table II shows the absolute, and the relative between components, magnitude 
of annual dollar involvement in the project: 
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TABLE II. ANNUAL COSTS—THIRD YEAR 
(In American dollars at 14.73 psia) 
Paid to: 
Producers: 
Beedsa aad 26, 887,000 Westcoast..............-.. 7, 641, 060 
Service Companies: 
A&S...-.. 
Transmission No. 1: 
Trunkline 2, 457,000 Trunkline 1, 685, 000 
Transmission No. 2: 
pO a , 241,000 Alberta Natural > 1, 000, 000 
Canadian-Montana ¢-_- ---- lies F 26, 000 
Transmission No. 3: 
iy , 063, 000 2 . 1, 102, 000 
Transmission No. 4: 
PG&E 9, 602, 000 349, 000 


eee * 3, 109, 000 


3, 235, 000 $14, 886, 000 


Delivered Costs: 
Antioch 0, 509, 000 
PE ee 2, 726, 000 


$73, 235,000 Igmacio..........-.-- ipeil $14, 886, 000 


¢ Includes annual cost of Savanna Creek facilities. 
> Net after $541,000 off-line sales in British Columbia. 
¢ From this point upstream, Montana Power shares costs with A&S pro rata; its share is $2,700,000. 


The diagram on the following page similarly shows computation, on a 


standard basis, of gas flow. 


Comparative Level of Border and Delivered Prices. 

PG&E’s prices for Canadian gas at Antioch will be about six cents per Mcf more 
than PG&E is now paying El Paso for domestic gas detivered at Milpitas, which 
is a central point on the PG&E system comparable to Antioch. Furthermore, the 
existing rates at Milpitas are in effect subject to refund, if later determined to 
be excessive. The project gas supply will increase the weighted average cost of 
all PG&E gas by about two cents per Mef in 1963."* 

Northwest Division and El Paso presented no comparative price or market 
data; referring the Commission to its general knowledge on the subject. (Br. 
p. 25, Reply Br. p. 3.) 

As to the price aspect, in comparison with the project gas at 26.95 cents per 
Mcf, at the border, we may note that El Paso’s average cost of purchased gas, 
per its latest Annual Report to the Commission (Form 2) for the year ended 
December 31, 1958, was 11.10 cents per Mcf. The border price of the gas being 
delivered at Sumas is 22 cents per Mcf. See Pacific Northwest Pipeline Corp., 
14 FPC 157. It is indicated that the Northwest Division prices for the Canadian 
project gas will be the highest it has ever paid, whether field or border prices 
are the criterion. See Carter Oil Co. et al., Docket No. G—13679, Hearing of 
February 9, 1960, Transcript p. 33 et seq. 

According to sworn statements in El Paso’s most recent rate increase applica- 
tion, Docket No. RP-60-3, filed February 23, 1960, reflecting data from which its 
average cost of gas purchased can be computed for the test period ended October 
31, 1959, the Canadian project gas at third year prices would raise such average 
cost by .74 cents per Mcf. Roughly relating El Paso’s third year requirements, 
four billion cubic feet per day, with the relatively small project output, 150 
million cubic feet per day (Reply Br. p. 3), it is evident that, translated to cur- 


rent figures, the project gas must be very substantially more expensive to El Paso 
than its domestic gas supply. 


2a Tf, as is likely, the increased cost is all borne by firm consumers excluding ind”s- 
trials, the increase would. of course, be considerably higher. 
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It is also clear that the supply of this new gas will drastically increase Mon- 
tana Power’s costs. For the existing supply from Pakowki Lake, Montana 
Power’s 1962 cost will be 15.34 cents per Mcf; 1963 cost, 16.60 cents per Mcf; and 
1964 cost, 15.86 cents per Mcf. As to gas from its nine domestic sources, Mon- 
tana Power is paying wellhead prices ranging from 3.92 cents per Mcf to 15.69 
cents per Mcf, and averaging 7.27 cents per Mcf.* 


Conclusions on Price of Gas and Transmission. 


The record facts as to future field prices to be paid for the project gas, and 
the transmission costs therefor, do not warrant blanket authorization of the 
project as sought by applicants. Blanket authorization might imply, inter alia, 
(a) acceptance during the life of the gas fields of the paradoxical economic 
preference of Canadian producers in respect of their ability to charge what the 
market will bear, over American producers restricted by regulation in the con- 
sumer interest; (b) approval in principle of “field price” contracts with diverse 
unregulated escalation prospects; (c) Canadian service and transmission charges 
not necessarily regulated in the interest of American consumers; and (d) 
acceptance of imperfect showings as to (i) cost of equity involved in project 
eapital, and (ii) necessary rates of overall return as hinged on the cost of 
interest-money capital at the time of financing. 

On the other hand, the project sponsors clearly need the gas here involved. If, 
as a practical matter, adequate consumer protection can be provided for, the 
facts as to this need do not permit a conclusion that authorization of the project 
should be denied or postponed pending the evolution of Canadian-American action 
for consumer price protection. 

The following additional considerations are given weight in the resolution of 
the “price” issue: 

1. Although the price of project gas will be more than the estimated future 
price of domestic gas to the same markets, the project gas will not be grossly 
“out of line” with domestic gas, as domestic prices are now forecast, during 
the initial years of supply by the project. 

2. The “price” issue can be dealt with in two aspects: price during the initial 
years of supply, and higher prices which may later be applicable to the project 
gas. 

3. The regulatory process is not necessarily static, but on the contrary con- 
tinuously changing to meet new conditions affecting the public interest. It is 
desirable to retain the possibility of future control over contract prices and rates, 
which possibility is not necessarily implicit in the Canadian regulatory process 
unless provided for at the outset. 

4. If the Commission and all others concerned are continuously during the 
life of the project supplied with the facts behind prices at the Canadian border, 
the basis will be established for appropriate action—a change in the regulatory 
process—in the light of such facts. For instance, the “good neighbor” policy 
of Canada (stressed in Commission decisions), and Canada’s need for gas 
markets, might at a future time, if warranted by the facts, lead to consumer 
protection by way of treaty, joint commission, other Canadian-American under- 
standing, or future Canadian regulation. 

5. The subject cannot be rationalized by unilateral action of this Commission 
in the imposition of border price conditions, because (a) it is impossible to fore- 
cast future costs and revenue needs of the Canadian companies, and (b) such 


To these wellhead prices, however, must be added the costs for gathering, processing, 
transmission, and compression—costs not reflected in the record—to meaningfully compare 
costs of existing domestic supply with the projected new supply. 
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action would be in substance an unseemly attempt to indirectly control Canadian 
regulatory policy. 

6. Full publication of facts as to profits and price in and of itself will tend 
to inhibit excessive cost incurrence, especially when coupled with American 
regulatory control over all American components of the project. 

7. Local authorities in the areas to be supplied, as well as this Commission, 
should at all times be in possession of the facts as to cost incurrence. Officials 
charged with consulwer protection will then be in a position to take appropriate 
action with respect to the project companies subject to their jurisdiction. 

8. In the event that the annual reports signal the existence or possibility of 
excessive costs or prices in the Canadian components of the project, further 
action may be taken by the Commission, the local authorities in the territories 
to be served, or jointly by both, to induce representation, through appropriate 
channels to the appropriate Canadian authorities, on behalf of American con- 
sumers. On the other hand, if Canadian prices do not exceed amounts considered 
just and reasonable, according to American standards, as is anticipated by the 
project sponsors, no further action will need to be taken during the life of 
the project except the receipt and dissemination of the annual reports as 
prescribed. 

9. In view of the evident good faith desire of all project components, including 
the Canadian components, to serve project gas at the lowest reasonable rates, 
there will be no objection to the requirement of full disclosure of prices back 
to the wellhead annually during the life of the project, or to the reservation of 
the possibility of future Canadian price regulation as described. Certainly, 
the report requirement will not be onerous. It will furnish a safeguard, be- 
lieved adequate, to the interests of American consumers. 

All things considered, it is concluded that, subject to conditions: 


(a) as to further showing of necessary overall rate of return for project 
companies when financing is in imminent prospect, as later detailed; 

(b) requiring the regular periodic disclosure of cost and pricing facts, as 
later detailed ; and 

(c) reserving the possibility that, after completion of the project, the Cana- 
dian producers and the Canadian companies may be subjected, despite their 


existing contracts, to such further regulation as may be evolved for the pro- 
tection of American consumers. 


The applications herein should be approved as consonant with the public con- 
venience and necessity in respect of prices as now estimated. 

As to condition (a) above, it should be made clear at this point that the 
current market situation with regard to interest rates is unstable, and subject 
to variation within a relatively broad range. It is impossible, therefore, to now 
state with reasonable accuracy the interest rates which will be applicable to any 
of the components of the project; consequently impossible to conclude that the 
overall rates of return sought by PGT and applicable to the Canadian companies 
are consonant with the interests of domestic consumers. Furthermore, with 
respect to Westcoast and Trunkline, there are important lacunae in the proof 
as to capital structure and rate of return applicable to project investment. Such 
data will be supplied on the further showing to be made herein. 

Also as to condition (a) above, it should now be noted that the overall rates 
of return to be considered on the further showing herein will be considered pri- 
marily on indicated returns to equity for PGT, A&S, and Canadian-Montana in 
comparison to the return provided for in The Manufacturers Light and Heat Oo., 
23 FPC 446, Docket No. G—12197 et al., order issued February 25, 1960. Shel- 
tered as they are by cost-of-service contracts, the risks undertaken by these 
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companies do not warrant high returns on equity. In respect of the other Cana- 
dian components of the project, similarly sheltered, the return on equity should 
be in the lowest range of percentage applicable to new gas utility projects iu 
western Canada. 

Conclusions on Other Issues 
Allocation of PGT Costs. 


PGT and Northwest Division have agreed on an allocation of PGT costs on the 
basis of “demand-miles,” i.c., each will pay the proportion of such costs related 
to its Maximum Daily Demand times distance of transmission. The Staff asks 
that the “demand-mile commodity-mile” allovation basis be substituted, citing 
Atlantic Seaboard Corp., 11 FPC 43, and Northern Natural Gas Co., 14 FPC 
11, Opinion No. 281, issued May 20, 1955. These decisions recognize that alloca- 
tion methods are ultimately a matter of judgment, and the decisions are based 
on the particular allocation equities applicable to the facts there considered. 

In the present case, the Staff principally contends that it is possible for PG&E 
to “line-pack,” i.e., store gas in, the PGT mainline, and to take more than its 
Maximum Daily Demand, thus paying less proportion of charges than would be 
incurred were the allocation to be based on relative demands of PG&E and North- 
west Division. The answer is that PGT’s mainline is to be financed by PG&E 
without Northwest Division’s participation, and the Washington-Oregon portion 
of such mainline at the outset will be almost entirely for service to PG&E. “Line 
pack,” if it occurs, would not substantially detriment Northwest Division; fur- 
thermore, there is no reason to believe that it will occur in significant amounts. 

Additionally, the record shows that the project is based on firm gas require- 
ments of PGT (for PG&E) and Northwest Division, and not for commodity gas 
to e.g., new Northwest Division industrial consumers. Capacity, rather than vol- 


ume, is the reason for cost incurrence. In the future, if the facts of operation 
change, a change in tariff may be applied for or imposed. At present, there is no 
showing that the allocation formula agreed on by the two users of the PGT main- 
line, dealing at arm’s length, discriminates against or burdens either such user, 
or that the composite ratio of demand-miles plus commodity-miles would reflect 
allocation equities better than the more simple ratio agreed upon Staff's con- 
tention is therefore denied. 


PGT Debdt Ratio. 


Staff in effect recommends that, as a condition of authorization, PGT be 
restricted to 75 percent or less of debt securities, with at least 25 percent in 
equity securities. 

It is recognized that the Commission has in past cases adopted a standard of 
75 percent debt ratio, and has required dividend restrictions where higher debt 
ratios were temporarily authorized. See e.g., Hl Paso Natural Gas Co., 9 FPC 
187; Roanoke Pipe Line Co., 9 FPC 453; Transcontinental Gas Pipeline Corp.. 
9 FPC 32; Houston Texas Gas & Oil Corp., 16 FPC 145. This is not, however, 
a rigid general rule, regulation, or policy of the Commission. There is no in- 
herent virtue in the 75-25 formula; each case must be decided on its own 
merits. Relative stability and bondholder protection for a hypothetical pipeline 
with doubtful reserves or uncertain market and 50 percent debt ratio might 
be considerably less than stability and protection afforded by a much higher 
debt ratio applicable to a pipeline with secure reserves and market. 

In the case at bar, PGT is in effect a sponsored subsidiary, nurtured by 
PG&E. PG&E will own 50 percent of PGT’s capital stock, and PG&E’s close 
associates will own another 25 percent of such stock. PG&E is known to be one 
of the strongest and most financially conservative distribution comaanies in the 
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country. It is financed on the strong basis of only about 50 percent debt ratio. 
PG&E will completely control PGT’s policies. PG&E will from the very outset 
of operations meet, and in effect insure, PGT’s earnings. 

The evidence shows that the use of convertible debentures will save PGT 
approximately $850,000 annually because of the interest deduction available 
in computing income taxes. This entire amount will enure to the benefit of 
the ultimate consumers. It is crystal clear from the record that the 85 percent 
debt ratio for PGT, ultimately attributable to PG&E policy, is dictated by 
PG&E’s desire to implement the public interest in low rates by a low-cost PGT 
capital structure. No substantive considerations have been advanced tending to 
indicate that under the particular facts of this case, the proposed 85 percent 
debt ratio will prejudice the interests of investors or consumers. 

Under the circumstances of this case, particularly (1) the strength of the 
sponsorship, (2) the probability that the sponsors will buy substantial amounts 
of the debentures to avoid dilution, (3) the effective protection of PGT earnings, 
from the outset, by way of its cost-of-service contracts (a) for sale of gas to 
PG&E and (b) for transportation of gas for Northwest Division, it is concluded 
that PGT’s capital position will be at least equally as strong with 85 percent 
debt ratio as the position of many presently operating pipelines with 75 percent 
debt ratio. Therefore, the clear savings to the consumers from the proposed 
eapital structure make such structure entirely appropriate aad consonant with 
the public interest, and Staff’s contentions to the contrary must be denied. 

It must also be recognized, however, that the circumstances of this case are 
highly unusual, and probably not to be encountered in the future certificate 
applications. This decision, therefore, is not to be considered as a precedent 
or policy changing general statements and approach as stated in past cases. 


States Market. 


The adequacy of Northwest Division’s supply to meet demands in its own area 
is not relevant to the issues herein. The proposal is not one to “literally flood 
the northwest market where it would seriously threaten existing coal markets” 
(Coal Intervenors’ Br. p. 11), but primarily to displace present flow to the 
northwest to California, where need for new gas is demonstrated. 


























Northwestern 


Montana Power Filing. 





Montana Power’s present application is supported by clear evidence of need 
for new gas, if it is to continue to operate at efficient load factor. Its proposal 
is correctly made as a new application, rather than as an amendment to its 
existing permit to import Pakowki Lake gas. 
















Consummation of Definitive Canadian Contracts. 





Since all Canadian construction will be on a cost-of-service basis, and all 
parties thereto are able to finance such construction, it is substantially imma- 
terial to the interests of American consumers whether Westcoast or Trunkline 
undertakes to build the $4 million new Savanna Creek lateral. However, such 
construction should, of course, reflect the cheapest capital costs, in the event 
that one of such parties is able to finance more advantageously than the other, 
especially in view of Trunkline’s reserved right to apply for rate of return 
higher than 7% percent. The facts as to proposed construction and financing 
will, of course, be finalized and presented in the rate of return showing to be 
made to the Commission, as later detailed herein. 


Reservation of Gas for New Service. 


The Staff suggests that 50,000 Mcf per day of Kingsgate deliveries be reserved 
for service in the northwestern States. However, apart from the obvious difficulty, 
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without evidence, of selecting a reasonable amount to be reserved, which in itself 
makes the Staff suggestion infeasible, the suggestion must be denied for want of 
specific evidence as to economic feasibility of any given new service. See Trunk- 
line Gas Co., 21 FPC 704 (on appeal to CADC).* There is no substantial question 
but that off-line service will be available in Idaho, Washington, and Oregon under 
conventional conditions. The suggested reservation is, therefore, unnecessary. 


Urgency of Final Determination. 


It was much stressed at the hearings that the final determination hereof must 
not be delayed, because plans for millions of dollars of construction work during 
the coming short Canadian summer season were involved. Accordingly, prepara- 
tion of this report has been undertaken on a “rush” basis, but has involved a 
completely new synthesis of the facts, due to deficiencies in the presentation by 
the applicants. For want of a coordinated approach by the applicants on brief, 
nearly all of the foregoing computations and correlations of facts had to be done 
as original work by the Examiner. Since the material now assembled herein 
is believed adequate to base determination of the issues, there is a basis for early 
final determination in the Commission's discretion. 

































L’Envoi 






The Supreme Court has unmistakably set the policy of curbing prices demanded 
for new gas while effective price regulation is evolved. See footnote 17, supra. 
No valid distinction can be made between Canadian and United States supply in 
the application of this policy. In this report, every effort has been made to ac- 
commodate the Canadian current regulatory realities to the American public 
interest, with the evolution of future price control in mind. 

One principle will bear reiteration. It is not the value of the gas to the con- 
sumer, or what the market will bear, that is the criterion for determining the 
“price” aspect of certificate cases. With or without strenuously contested issues, 
the Commission will “hold the line” of existing gas prices, and work towards 
reasonable prices not hinged on commodity values. In so doing the recurrent 
“scare” psychology is not given weight, under the Supreme Court’s Atlantic 
Refining decision. In respect of resources, fears that supply will not be avail- 
able have been recurrent and unsound since at least the early 1920’s, when ex- 
haustion of coal reserves for production of artificial gas was a subject of high 
concern. In respect of concerted producer action in the nature of a shut-down of 
supply, appropriate governmental counter-action would, of course, be taken. It 
is believed that the conditions imposed in the Findings and Order to follow, 
providing for publicity and accounting controls looking towards possible further 
governmental action in accord with the “good neighbor” policy, will be welcomed 
by American and Canadian utility interests who accept the principle that public 


service is keyed to cost and reasonable return, and not to the value of gas service 
to willing buyers. 


















ForRMAL FINDINGS AND ORDER 





Upon consideration of the evidence adduced and the argument of counsel, it is 
further found and concluded that: 

(1) PGT, Northwest Division, and Montana Power, severally, each with re- 
spect to the project components with which it is primarily concerned,” shall, prior 
to the commencement of financing the general project described in their appli- 
cations, file with the Commission, and serve on all parties to the record herein, 
a statement with respect to each corporate component of the project, i.e., A&S, 





* [Ep. Note: Affirmed 281 F. 2d 42.] 
* PGT: A&S , Trunkline, Alberto Natural, PGT, and PG&E. Northwest Division : West- 
coast and Northwest Division. Montana Power: Canadian-Montana and Montana Power. 
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Westcoast, Trunkline, Alberta Natural, Canadian-Montana, PGT, Northwest 
Division, Montana Power, and PG&E, containing up-to-date information con- 
cerning the financing, in form and substance equivalent to the information re 
quired by Section 157.14(a) (14) of the Regulations under the Natural Gas Act. 

Such statement shall also include, for the first three years after the project 
is in operation, based on up-to-date estimates of cost of debt to be incurred, a 
pro forma statement of amounts applicable to return on equity securities of the 
project component, and a statement of rate-of-return, as computed, applicable to 
the equity securities of the project component properly allocable to the project. 

Within 10 days after the filing and service of such financial statements, any 
party to these proceedings may file with the Commission comments, suggestions, 
or other material relating thereto. Immediately thereafter, having due regard 
for the exigencies of the financing and construction time schedule, the Commis- 
sion will determine and publish its conclusion as to the public convenience and 
necessity of the general project, and of each of the three specific projects forming 
such general project, in respect of the cost thereof associated with rate of return 
to the project companies as disclosed in such statements. 

(2) With respect to A&S and Canadian-Montana, wholly-owned subsidiaries 
operating on a cost-of-service basis, and in effect departments of established, 
stable domestic utilities, the overall rate of return disclosed by such financial 
statements shall be such return as is sufficient to provide, in respect of equity 
securities allocable to the project, a return in the range of 10-12 percent. 

(3) With respect to Alberta Natural, Trunkline, and Westcoast, the overall 
rate of return disclosed by such financial statements shall be no more than that 
sufficient to provide, in respect of equity securities allocable to the project, a 
return in the range of the prevailing rate of return on equity securities now 
being realized by utility companies operating in western Canada, including the 
returns currently being realized by Trunkline and Westcoast. 

(4) With respect to PGT, the overall rate of return disclosed by such financial 
statements shall be such rate as is sufficient to provide, in respect of its equity 
securities, a return in the range of 10 percent. 

(5) With respect to PG&E and Montana Power, the information as to return 
applicable to equity securities disclosed by such financial statements shall not 
affect the disposition of these applications, but is required to complete the record 
available to the California and Montana Commissions. 

(6) It is the intent of findings (1) through (5) to provide the necessary 
flexibility to insure that going rates of interest which must be paid for debt 
capital will be provided for in the overall rates of return for each of the 
components of the project and to assure fair and reasonable allowances for re- 
turn on equity securities of project components (other than PG&E and Montana 
Power, which are subject to their respective State Commissions), in the limited 
context of the protection of the interests of the American consumers of project 
gas at the outset of the project and subject to such further action as may be 
taken by Canadian or State authorities directly concerned with the regulation 
of any of the particular companies which are components of the general project. 

(7) PGT, Northwest Division, and Montana Power severally, each with respect 
to the project components designated in footnote 24, supra, shall, at the commence- 
ment of operations under the project, and for each calendar year on or before 
March 31 thereafter, furnish to the Commission a report, in the number of copies 
to be prescribed by the Secretary, which shall contain the following information: 

(a) The prices paid for the current annual period to gas producers for project 
gas ultimately going to the reporting company, with supporting references to 
contract provisions, including price escalation provisions, if any. 
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(b) Corporate financial statements of Alberta Natural, Trunkline and West- 
eoast according to detailed account classifications, comprising balance sheet, in- 
come, surplus, operating revenues, operating expenses, and plant, together with 
such further information as may be necessary to show the prices charged by and 
costs incurred by Alberta Natural, Trunkline and Westcoast, including data as 
to project investment, operating costs charged to the project, taxes, depreciation, 
capital structure by classes of securities, and interest rates and return on debt 
and equity securities; with the latter rate of return data to be furnished both 
in general and to the extent determinable as attributable to project investment. 

(c) With respect to A&S and Candian-Montana, controlled companies, the 
information customarily furnished annually by companies under the jurisdiction 
of the Commission in FPC Form No. 2. 

(d) Information as to the ultimate annual cost of gas per Mcf as finally 
delivered (i) in the case of PGT to Antioch, (ii) in the case of Northwest Divi- 
sion to Spokane, and (iii) in the case of Montana Power to the point of inter- 
connection between the new line carrying project gas and Montana Power’s 
general distribution system. 

(e) In respect of Trunkline, Westcoast and Alberta Natural, gas system annual 
revenues and volumes of natural gas related thereto; and the derivation thereof 
in respect of sales to and transportation for particular customers, as well as the 
volumes delivered and the Contract Demand used in computing charges 

(f) For the purpose of comparing revenues derived by Trunkline, Westcoast 
and Alberta Natural with the revenues that would have been received under 
an allocation method customarily used by utilities under the jurisdiction of this 
Commission, the sales to and transportation for each particular customer of such 
companies at the system three-day peak. 

(g) A statement of the basis of allocation, and dollar result of allocation, of 
the system cost-of-service of Trunkline, Westcoast and Alberta Natural between 
their respective customers. 

(h) A statement of taxes paid or accrued by Trunkline, Westcoast and Alberta 
Natural for the annual period, with amounts reserved each month of such period 
to meet such tax liabilities; with a comparative statement of the amounts so 
reserved which are by such companies applied as a credit against provision for 
working capital. 

(i) In the event that Trunkline, Westcoast and Alberta Natural construct new 
facilities which affect project facilities, a statement giving the details of such 
construction, construction costs, and operating costs and charges attributed or 
allocated to project gas. 

(j) Copies of all new gas purchase contracts for the further supply of project 
gas, during the annual period, with a summary of changes made from contracts 
previously submitted to the Commission, and a statement of the effect of such 
contracts on purchased gas costs. 

(k) A statement of Westcoast’s costs in respect of the operation of the 
Savanna Creek facilities, including the cost of operating the sulphur extraction 
plant, volumes of sulphur extracted, and similar volumes marketed, with the 
revenues therefrom and the revenues credited to Westcoast. 

(1) A statement of average annual Btu content of gas delivered to each cus- 
tomer of Trunkline, Westcoast and Alberta Natural.* 

(m) Such supplementary information as is necessary to effectuate the intent 
of this condition to the authorizations and permits granted herein. 


It is noted under PGT’s Gas Tariff applicable to both sales and transportation, gas 
may be taken at only 975 Btu’s per cubic foot or even lower “with the consent of the 
Buyer.” 
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(8) El Paso shall maintain, in conformity with the Uniform System of 
Accounts, and file with the Commission annually as a supplement to its FPC 
Form 2, supplemental accounts in scope and form satisfactory to the Commis- 
sion, showing (a) volumes of gas available to Northwest Division segregated 
by reference to source, (b) costs of gas properly allocable to such volumes, 
similarly segregated. 

(9) PGT, Northwest Division and Montana Power shall, at the time of the 
filing provided for in finding (1) supra, by new letter agreements or otherwise, 
demonstrate to the Commission’s satisfaction the ability to provide the annual 
information required by finding (7). 

(10) PGT, Northwest Division and Montana Power shall, at the time of the 
filing provided for in finding (1) supra, present the final agreements in respect of 

(a) PGT and Northwest Division service agreement for transportation service. 

(b) Westcoast and Northwest Division contract setting forth cost-of-service 
rate and basis of computation. 

(c) A&S and Alberta utilities rate schedules and service contracts. 

(d) Westcoast and Trunkline final agreement on construction of the Savanna 
Creek lateral. 

(e) A&S and Trunkline final contract setting forth cost-of-service rate and 
basis of computation. 

(11) PGT’s proposed form of Service Agreement covering transportation serv- 
ice for Northwest Division will be changed pursuant to stipulation with the 
Staff: (a) Paragraph 2.1 will provide that Maximum Daily Demand cannot 
be changed except by superseding agreement filed with the Commission; (b) 
Paragraph 2.4 will be made a part of the applicable rate schedules, with line 
losses allocated, as proposed, on relative demand of PGT and Northwest Division. 

(12) PGT, upon completion of its proposed project and commencement of the 
service herein authorized, will be engaged in the transportation and sale of nat- 
ural gas in interstate commerce for resale for ultimate public consumption, sub- 
ject to the jurisdiction of the commission, and will be a “natural-gas company” 
within the meaning of the Natural Gas Act. 

(18) PGT’s proposed facilities hereinabove referred to, and more fully de- 
scribed in its applications and the evidence herein, will be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and such facilities, together with the construction and operation 
thereof, are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(14) PGT’s proposed sales of natural gas hereinabove referred to, and more 
fully described in its applications and the evidence herein, will be made in inter- 
state commerce for resale for ultimate public consumption, subject to the juris- 
diction of the Commission, and such sales are subject to the requirements of sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(15) PGT has committed to it an adequate supply of natural gas which will 
enable it to render the service herein authorized. 

(16) The said proposed facilities of PGT are adequate to render the service 
herein proposed. 

(17) PGT is financially able to construct and operate the said proposed facili- 
ties, and its financial plan is sound and feasible. 

(18) An adequate market exists for PGT’s proposed sales of natural gas. 

(19) PGT’s plan for rendering service to Northwest Division and PG&E is 
sound and feasible and should assure adequate and dependable service. 

(20) Subject to the conditions of this decision and order, PGT is able and 


willing properly to do the acts and perform the services proposed and to conform. 
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to the provisions of the Natural Gas Act, and the requirements, rules and regula- 
tions of the Commission thereunder. 

(21) The construction and operation of the facilities proposed by PGT and its 
sales of natural gas, together with the construction and operation of any facilities 
subject to the jurisdiction of the Commission necessary therefor, are required by 
the present and future public convenience and necessity, and a certificate of pub- 
lic convenience and necessity should be issued therefor. 

(22) PGT is a “person” within the meaning of Sections 2(1) and 3 of the 
Natural Gas Act and the importation of natural gas proposed by it is subject to 
the jurisdiction of the Commission under the provisions of Section 3 of the 
Natural Gas Act. 

(23) The importation of natural gas proposed by PGT in Docket No. G—17351 
is appropriate and consistent with the public interest and an order authorizing 
such import should be issued on the conditions previously described. 

(24) The issuance of a Presidential Permit, as requested by PGT in Docket 
No. G—17352, for construction, operation, maintenance, and connection of facilities 
at the International Boundary, is appropriate and consistent with the public 
interest. 

(25) El Paso Natural Gas Company (El Paso), as successor to Pacific North- 
west Pipeline Corporation by merger, applicant in Docket Nos. G—17902 and 
G-18033, is engaged in the transportation and sale of natural gas in interstate 
commerce for resale for ultimate public consumption and is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act. 

(26) El Paso is a “person” within the meaning.of Sections 2(1) and 3 of 
the Natural Gas Act and the importation of natural gas proposed by El Paso 
in Docket No. G—18033 is subject to the jurisdiction of this Commission under 
the provisions of Section 3 of said Act. 

(27) The facilities which El Paso proposes to construct and operate, as more 
fully described in its applications, as supplemented, will be used for the trans- 
portation of natural gas in interstate commerce, and the construction and opera- 
tion thereof are subject to the requirements of Subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(28) El Paso has an adequate and assured supply of natural gas sufficient 
to meet those demands which it is reasonable to assume will be made upon it 
as proposed in these proceedings. 

(29) El Paso’s facilities as proposed and designed are reasonable and ade- 
quate to render the service for which authorization is sought and the estimates 
of the cost of constructing said facilities are reasonable and adequate. 

(30) El Paso is financially able to construct and operate the proposed 
facilities. 

(31) El Paso is able and willing properly to do the acts and perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(32) The importation of natural gas from Canada by El Paso will be consist- 
ent with the public interest and should be authorized as heretofore conditioned. 

(33) The transportation of natural gas in interstate commerce by El Paso, 
as herein proposed, and the proposed construction and operation of facilities 
herein authorized are feasible and required by the present or future public 
convenience and necessity, and a certificate therefor should be issued as here- 
tofore conditioned. 

(34) Montana F’ower owns and operates a natural gas production, gathering, 
transmission, and (listribution system in the State of Montana for the sale of 
natural gas for ultimate public consumption in the State of Montana, and is a 
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“person” within the meaning of Section 2(1) and Section 3 of the Natural Gas 
Act. 

(35) Montana Power’s existing gas reserves are being rapidly depleted and it 
needs the gas which it proposes to import in Docket No. G—17371. 

(36) The importation of gas by Montana Power as proposed in Docket No. 
G-17371 will not be inconsistent with the public interest and should be author- 
ized on the conditions heretofore imposed. 

(37) The construction, operation, and maintenance of facilities for the im- 
portation of gas at the International Boundary between the United States and 
Canada as proposed in Docket Nos. G-17370 and G-—17371 will be consistent 
with the public interest. 

(38) Montana Power should be authorized to import gas from Canada as pro- 
posed in Docket No. G—17371 at an average daily rate of 30,000,000 cubic feet 
and at a maximum daily rate of 36,000,000 cubic feet. 

(39) Montana Power should be authorized to construct the facilities for the 
importation of gas at the International Boundary between the United States 
and Canada as proposed in Docket No. G—17370. 

WHEREFORE, It Is ORDERED, Subject to review by the Commission as provided in 
its Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Pacific Gas Transmission Company and El Paso Natural Gas Company, 
severally, to construct and operate the facilities and to make the sales proposed 
herein, as more fully described in this report, in the applications in Docket Nos. 
G—17350 and G—17902, and in the evidence in these proceedings, for the trans- 
portation and sale of natural gas in interstate commerce, upon the terms and 
conditions of the Formal Findings and Order. 

(B) The terms and conditions referred to in paragraph (A) are as follows: 

Prior to the commencement of financing of the project, said applicants shall 
file with the Commission the firm contracts, computations of overall rates of 
return and return on equity of project components, a statement of the provisions 
made for future annual filings and for acceptance in principle by Canadian 
components of the applicability to the project of any future changes in Canadian 
regulation, all in form and substance satisfactory to the Commission and as 
specified in Findings (1) through (7), (9), (10), and (11) hereof. Thereupon, 
in accordance with the foregoing, the Commission will make its final deter- 
mination on the incidental matters left open herein. 

(C) A permit is hereby issued authorizing Pacific Gas Transmission Company. 
El Paso Natural Gas Company, and The Montana Power Company, severally, to 
import natural gas from Canada, all as more fully described in this report, in 
the applications in Docket Nos. G—17351, G—18033, and G-—17371, and in the 
evidence in these proceedings; such permit to take effect upon the final deter- 
mination, when and if issued, accepting and approving the further filings and 
showings provided for in paragraph (B) hereof. 

(D) A Presidential Permit under Executive Order No. 10485 will upon the 
fulfillment of the conditions set out in Section 1 thereof, be issued authorizing 

-acific Gas Transmission Company and The Montana Power Company, severally, 
to construct, operate, maintain, and connect the necessary import facilities at the 
respective points of entry at the International Boundary, as more fully described 
in this report, in the applications in Docket Nos. G—17352 and G—13730, and in 
the evidence in these proceedings; such permit to take effect upon the final 
determination, when and if issued, accepting the further filings and showings 
provided for in paragraph (B) hereof. 

(E) The general terms and conditions of paragraphs (a), (b), (c), and (e) 
of Section 157.20 of the Commission’s Regulations Under the Natural Gas Act 
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shall attach to the issuance of the certificates granted in paragraph (A) hereof, 
and to the exercise of the rights granted thereunder. Provision for the time 
within which the facilities shall be constructed and placed into operation, as 
contemplated by Section 157.20 (b), will be made by the Commission in accord- 
ance with the construction time schedule estimated in the filings to be made 
pursuant to paragraph (B) hereof. 
Rosert M. WESTON 
Presiding Examiner 


MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. G-—20569 
OPINION AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 6, 1960) * 

Syllabus 


1. Commission discusses applicant pipeline company’s market for additional 
volumes of natural gas. P. 179. 
2. Commission distinguishes National Coal case in denying coal intervenors’ 
contention that Commission has duty to weigh interests of competing fuels. 
P. 179. 

8. Mich-Wisc’s “10¢ formula” applied to each lateral, rather than to a combining 
of laterals, since otherwise discrimination will occur. P.181. 

4. In applying Mich-Wisc’s “10¢ formula”, Commission considers interruptible 
as well as firm sales, excludes cost of meter station, and uses Mich-Wisc’s 
estimate of cost of laterals. P. 181. 

. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicant. P.189. 

6. Certificate conditioned to require applicant to build laterals in accordance 

with applicant’s “10¢ formula”. P. 190. 

Charles V. Shannon and Louis Flax for Michigan Wisconsin Pipe Line 
Company. 

Seymour Tabin for Wisconsin Public Service Corporation. 

William HE. Torkelson and H. J. O’Leary for Public Service Commission of 
Wisconsin. 

John F. Zimmermann for Wisconsin Natural Gas Company and Wisconsin 
Michigan Power Company. 

Glen H. Bell for Wisconsin Fuel & Light Company, Wisconsin Rapids Gas & 
Electric Company, City Gas Company and Merrill Gas Company. 

John A. McGrath for Fuels Research Council, Inc., et al.; National Coal 
Association; United Mine Workers of America; Mid-West Coal Producers 
Institute, Inc.; and Upper Lake Docks Coal Bureau, Inc. 

John F. Gaston for Iowa Electric Light & Power Company. 

Paul L. Adams and Louis J. Caruso for Michigan Public Service Commission. 

Reuben Goldberg for Michigan Gas & Electric Company. 

Glen H. Bell and Charles P. Seibold for Wisconsin Southern Gas Company, 
Ine. 

Hugh C. Daly for Michigan Consolidated Gas Company. 

Sprague, Wilcor & Houts for St. Joseph Light & Power Company. 

McManus & McManus for Keokuk Gas Service Company. 


Rieser, Stafford, Lesselyoung & Rosenbaum for Madison Gas & Electric 
Company. 


on 





*Designated Commission Opinion No. 336. 
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Willard S. Stafford for Winnebago Natural Gas Corporation and Natura] 
Gas Distributors, Inc. 

R. J. Sutherland for Wisconsin Power and Light Company. 

Vernon A. Swanson for Milwaukee Gas Light Company. 

Ned Willis for North Central Public Service Company. 

Thomas F. Ryan, Jr., for Michigan Gas Utilities Company. 

Albert J. Feigan for Stanberry, Missouri; Albany, Missouri, American Gas 
‘Company, and Wapello Light Company. 

Charles R. 8. Anderson for Iowa Southern Utilities Company. 

Oscar E. Reed for the staff of Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This proceeding involves the application of Michigan Wisconsin Pipe Line 
Company (Applicant), filed pursuant to Section 7 of the Natural Gas Act, for 
a certificate of public convenience and necessity to construct and operate facili- 
ties which will enable it to transport and sell an additional average daily 
volume of 100,000 Mcf of natural gas from the Laverne Field in Harper County, 
Oklahoma, and the allocation of natural gas for service proposed by certain 
intervenors. Of the 31 customers of the Applicant, 25 intervened in this pro- 
ceeding, together with the Public Service Commission of Wisconsin and the 
Michigan Public Service Commission. The Coal interests are the only inter- 
venors that opposed the grant of this application, along with Staff Counsel. 
This opposition rests on the alleged inadequate showing by Applicant of its 
market demand and gas supply. On June 17, 1960, the intermediate decision 
procedure was omitted. 

Applicant operates a pipeline system extending from its southwest sources of 
natural gas supply in the States of Texas, Oklahoma, and Kansas through the 
States of Missouri and Iowa to its Station No. 10 in Illinois. At that point, one 
branch of the system serves Wisconsin and the other Michigan. In addition, Ap 
plicant is supplied with gas from its affiliate, American Louisiana Pipe Line 
Company, and is authorized to receive gas from Midwestern Gas Transmission 
Company.* The facilities which are here proposed to be constructed to move the 
additional volumes of gas from the southwest source of supply consist of 341.8 
miles of 24-inch loops between Compressor Station Nos. 1 and 10; 4,000 addi- 
tional horsepower at Station No. 1; 2,000 additional horsepower at Station No. 5; 
188.3 miles of 30-inch loops between Station No. 10 and Woolfolk Station; and 
36.8 miles of 12%4-inch, 85-inch, and 654-inch loops on existing lines in the 
State of Wisconsin. These facilities will make unnecessary the construction of 
65.4 miles of 24-inch loops authorized in Docket No. G—18316. Applicant’s sys- 
tem, with these facilities, is designed to meet a market requirement on a day of 
maximum demand of 1, 396, 000 Mcf from its sources of gas, including the volumes 
from storage. 

The estimated cost of the proposed facilities is $44,876,000, and the necessary 
financing has been arranged. This arrangement consists of $35,000,000 of Prom- 
issory Notes to six participating banks; maturing on July 31, 1961, to be repaid 
in 1961 with $31,000,000 of permanent financing and the balance with funds 
generated internally; $6,000,000 of Common Stock which has been sold to its 
parent, American Natural Gas Company; and $4,000,000 of First Mortgage Pipe 
Line Bonds. The First Mortgage Bonds are a part of a $30,000,000 issue bearing 
a coupon rate of 5% percent, which were sold on June 1, 1960, at a competitive 
bidding, pursuant to a registration statement filed with the Securities and Ex- 


2 Opinion No. 331, 22 FPC 775. 
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change Commission. The issuance of the above securities has been approved 
by the Securities and Exchange Commission. This approval is necessary as 
Applicant is a subsidiary of American Natural Gas Company, a registered hold- 
ing company under the Public Utility Holding Company Act of 1935. 

The additional capacity which will result from the issuance of a certificate in 
this proceeding will enable Applicant to meet, in large measure, the requirements 
of Applicant’s existing customers during the winter season 1960-61 and to serve 
new territory or new consumers for which service is sought by intervenors in the 
proceeding.? The evidence of record indicates beyond doubt that the Applicant 
has a market for the additional average daily volume of 100,000 Mcf per day 
which Applicant will obtain from production from the LaVerne Field in Harper 
County, Oklahoma?’ 

Applicant’s customers have committed themselves to executing service agree- 
ments to take the volumes of gas which Applicant proposes to deliver during the 
winter of 1960-61. These volumes shall be reduced to reflect the allocation of gas 
to the intervenors in the proceeding who are seeking gas for service to new com- 
munities or consumers. Allegations that a market for the additional volume of 
gas does not exist cannot seriously be made. 

The Coal Intervenors contend that the Commission has the obligation and 
affirmative duty to weigh the interests of competing fuels in its decision as to 
whether or not a certificate should issue citing National Coal Ass’n. v. F.P.C., 191 
F. 2d 462 (1951). The instant proceeding, however, is clearly distinguishable from 
the case cited. The allegations as to competition in the instant proceeding are 
vague and general. The Coal Intervenors do not specify what effect, if any, the 
construction of Applicant’s facilities and sales of gas therefrom would have on the 
Coal Intervenors’ interests. These Intervenors presented no evidence with re- 
spect to these matters. We cannot read into the National Coal case a mandatory 
obligation on the part of the Commission to conduct an investigation on its own 
motion in a certificate proceeding relating to the displacement of coal by natural 
gas. Even though the Court in the National Coal case accepted as being uncon- 
troverted the allegations made by the coal and related interests with respect to 
the competition and loss of business, the Court nevertheless pointed out in that 
case such considerations are “nowhere made standards governing the issuance or 
denial of certificates.” Here, as in that case, the facts of record clearly support 
the finding that the public convenience and necessity require the construction and 
operation of Applicant's facilities. 

Applicant submitted a study of its gas reserves and the availability of gas from 
such reserves relating to the Laverne Field in Beaver and Harper Counties, 
Oklahoma. This study was made during the early part of 1960 and reflects devel- 
opment in the field to April 1, 1960. Allowance was made for production to Jan- 
uary 1, 1960, and the remaining proven reserves as of that date available to 
Applicant are 1,137,599 Mamcf. This reserve volume was determined by the use 
of a volumetric method and was made in the usual and acceptable way. 


2The volume available to serve existing markets will, of course, be reduced by the vol- 
umes which Applicant is directed to serve by condition to the certificate issued herein. 

® Question has been raised by staff counsel and by counsel for the Coal Intervenors with 
respect to the adequacy of the market testimony presented by Applicant. The question 
posed is whether letters of intent to purchase 200,000 Mecf per day of natural gas above 
the present and projected capacity of Applicant’s system is sufficient to show salability. 
None of the intervenors in the proceeding has indicated that it will not utilize the natural 
gas which is projected for delivery to each of them, and has supported Applicant's pro- 
posed project. We must caution Applicant, however, that in future certificate proceed- 
ings it cannot rely on letters of intent or the so-called preemptive rights of its tariff to 
establish marketability. Applicant must meet the requirements of Section 157.14 of the 
Commission’s Regulations Under the Natural Gas Act with respect to “Market data” and 
must fully support the estimates submitted in conformity therewith. 
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Applicant has in the Laverne Field 144,000 acres dedicated to it, of which 55,000 
acres are undeveloped and not included in the reserve estimate. This field is 
in the development stage and in the surrounding areas are large potential gas 
reserves. The development in the Laverne Field is demonstrated by a compar- 
ison of the present study with those made in the past, as follows: 


| Reserves 

















} Number of 
| producers Number dedicated to 
Date contracting of wells Michigan- 
with Michigan-} Wisconsin 

| Wisconsin |* 
— SS | alsa aa ale —_—_—_——_— 
6 oka it i ha ctuiadieluniiicecinnal 13 | 47| 319,014 Mmet 
Nov. 10, 1958...- i | 29 169 631, 256 Mmef 

1, 147, 571 Mmef 


Riek ccc ok. ecru oo, ee | 75 300 | 

Since the time Applicant has been acquiring contracts for gas in this field, it 
has added additional gas at an average rate of about 2.5 to 3 million cubic feet 
per day each month. 

As has hereinbefore been indicated, the application filed herein relates to the 
construction of mainline facilities which will permit the taking of an additional 
average day volume of 100,000 Mcf of gas and on a maximum day 125,000 Mcf 
from the Laverne Field. Prior to the filing of the instant application, 
Applicant was authorized to enlarge its facilities to permit the taking of 80,000 
Mcf of gas per day from this field.‘ The availability study, based upon the re- 
serve estimate, discloses that there is available to Applicant an average daily 
volume of 143,446 Mcf and a yearly volume of 52,358,000 Mcf from the Laverne 
Field through the year 1974, with declining volumes thereafter. This leaves a 
difference of 36,554 Mcf between the capacity here sought and the scheduling of 
gas from the acreage included in the reserve estimate. This application is a part 
of a continuing program for the taking of additional gas from the Laverne Field 
area. In the brief of staff counsel it is recommended that if a certificate is issued 
such certificate be conditioned so as to permit Applicant to construct facilities to 
enable the taking of only 143,446 Mcf of natural gas per day from the Laverne 
Field. The record, however, reveals that Applicant on a peak day has available 
to it from the Laverne Field in excess of 200,000 Mcf. We can see no reason 
therefore to condition the certificate as requested by staff counsel. The gas from 
the Laverne Field can be used advantageously by Applicant to offset any failures 
in deliveries from other sources for short periods of time. 

Under its contracts with the producers in the Laverne Field, Applicant is obli- 
gated to take or pay for gas as the producers drill additional wells. Based upon 
the rapid development of the field as disclosed by the record it appears that Appli- 
cant within a short period of time will be able to achieve full utilization of all the 
facilities. 

Intervenors Seeking To Serve Additional Markets 


The City of Albany, Missouri, filed on July 14, 1960, a notice of withdrawal 
of its petition to intervene, leaving eight intervenors in this proceeding seeking 
either or both an allocation of gas for additional markets and for the construction 
of lateral facilities by Applicant to render service. These intervenors are: Wis- 
consin Fuel and Light Company ; Wisconsin Public Service Corporation ; Michigan 
Gas Utilities Company; North Central Public Service Company; Wisconsin 
Southern Gas Company; The City of Stanberry, Missouri; American Gas Com- 
pany; and Wapello Light Company. While Applicant has taken the position 


422 FPC 577. 
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that it cannot support the requests that involve additional gas, it does not object 
to rendering such service if authorized by the Commission. 

Involved in the determination of authorizing service to these intervenors, other 
than North Central Public Service Company, is the question as to the extent to 
which Applicant should be required to extend its transportation facilities. Ap- 
plicant has in this proceeding, as in the past, signified its willingness to construct 
all or a part of the relatively short lateral lines necessary for the service au- 
thorized by the Commission. In carrying out this policy, Applicant has applied 
a so-called “10-cent formula.” This formula provides that the operating costs 
of the lateral, or the portions of the lateral, to be installed by Applicant shall 
not exceed 10-cents per Mcf on the basis of the estimated annual firm sales to 
the distribution project in the third year. In the formula, the operating costs are 
set out as 15 percent of the estimated cost of construction of the lateral, or 
portion of the lateral and appurtenant facilities. The 15 percent figure consists 
of Return, 6 percent; Income Taxes, 3 percent; General Taxes, 1.5 percent; 
Depreciation, 3.5 percent; and Operation and Maintenance, 1 percent.’ The 
forniula as applied by Applicant is the taking of the third year firm sales multi- 
plied by 10-cents per Mcf and the resulting figure then divided by 15 percent, 
giving the total amount of dollars Applicant will spend on the lateral. 

While both the Applicant and intervenors rely upon the above formula for 
determining the extent of facilities to be constructed by Applicant, four questions 
have been raised as to the formula: 

(1) Whether the formula should be applied to each lateral rather than to a 
combining of the laterals required off Applicant’s system to render service to 
the different towns proposed to be served by one intervenor ; 

(2) Whether interruptible as well as firm sales should be considered ; 

(3) Whether the cost of the meter station should be included; and 

(4) Whether the cost of the construction to be undertaken by Applicant 
should be predicated on estimates submitted by Applicant’s engineers or those 
of the intervenor. 

The length of the laterals to be constructed by Applicant for service requested 
by six of the intervenors is affected by the determination of these questions. 

Applicant’s position that the formula should be applied to each lateral off 
its system is reasonable, otherwise discrimination will occur in the rendering 
of service to the various towns along the route of the pipeline. This is exempli- 
fied by two similar towns, one required to construct the lateral and another 
having the lateral, or a part thereof, constructed by Applicant because of the 
latter town’s sales being included along with those of another town to be 
served. As to the other three contentions pertaining to the formula, the Com- 
mission in past application proceedings has considered the interruptible sales 
which are made under a 10-year contract along with the estimated firm sales; * 
the meter station has been excluded;* and Applicant’s estimate of the cost of 
the lateral line to be built by it has been used in applying the formula. These 
past practices applicable to the application of the formula are reasonable. 
Accordingly, the formula will be applied in this proceeding in accordance with 
the above determinations. 

North Central Public Service Company is requesting an additional alloca- 
tion of 10,000 Mcf of gas per day to serve the firm requirements of a nitrogen 
fertilizer plant proposed to be constructed at Fort Madison, Iowa, by the Cali- 
fornia Spray Chemical Corporation (Calspray), a subsidiary of Standard Oil 





622 FPC 1157, 1158. 
¢22 FPC 775, 798. 
721 FPC 552, 559. 
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Company of California. This allocation is over and above its present letter 
of intent requesting 5,000 Mcf to serve its present market area of Fort Madi- 
son. To render this service, North Central proposes to construct a 65-inch 
lateral from 7,000 feet of Applicant’s existing system at a cost of $37,594. 
Applicant in turn will increase the capacity of its Keokuk lateral by installing 
514 miles of 6-inch pipe at a cost of $134,690, plus metering facilities of $29,000. 

Calspray takes the position that before it will construct this plant for the 
production of 400,000 tons per year of fertilizer material, it must be assured 
of an adequate gas supply for a 10-year period. The basic plant will cost $18 
million and will require 15 months to complete. The gas requirements for this 
plant are: a firm supply for the first year of 4,073 Mcf per day and 1,344,000 
Mcf per year, and for the second full year 6,118 Mcf per day and 2,007,000 
Mcef per year. To obtain the required annual volumes off of Applicant’s system 
it is necessary to specify a contract demand of 10,000 Mcf per day, which 
represents a demand charge of $300,000 per year. Under the arrangement 
between Calspray and North Central, Calspray will pay the demand charge 
applicable to this purchase beginning on September 1, 1961, plus 30 cents per 
Mef for the first million Mcf per year and 29 cents per Mcf for additional 
volumes. These charges are subject to adjustment depending upon the charges 
to North Central by Applicant. 

Applicant takes the position that, if 10,000 Mcf of gas is allocated to North 
Central for the Calspray plant, such service can only be provided in accordance 
with the terms of its tariff and North Central must pay the demand charge on 
the 10,000 Mcf commencing September 1, 1960. Applicant also takes the position 
that should this service be authorized it would not object to an appropriate 
eondition in the order providing for North Central to release the gas under 
Section 7.4 of its tariff for the contract year commencing September 1, 1960, 
if made 30 days subsequent to the effective date of the order. Under such a 
condition, North Central is willing to accept the requested allocation of 10,000 
Mcf per day, effective as of September 1, 1960. 

The need for a fertilizer plant at Fort Madison is urgent to the welfare 
not only of Iowa but also of the adjacent States. In the entire State of Iowa 
there is no plant that manufactures fertilizer with the nitrogen component. 
Iowa, in 1954, created a State agency known as the Iowa Development Com- 
mission, which is a policy making body consisting of 11 members. The func- 
tion of this Commission, among other things, is to collect, assemble, and analyze 
data concerning agriculture in the State of Iowa. An inadequate supply of 
nitrogen fertilizer in the heart of the Corn Belt and adjacent to the Central 
Prairie subregion located in Iowa, Illinois, and Missouri resulted in the Staff 
of that Commission, in June of 1958, contacting Calspray in Richmond, Cali- 
fornia. At Calspray’s request, the Commission gathered market data cover- 
ing the need and uses of fertilizers in the State of Iowa and contiguous States, 
together with information on communities of the State of Iowa which would 
meet the requirements of the company. The selection of a site depended upon 
such factors as utilities, transportation, water, and the availability of 500 
employees. This need of nitrogen fertilizer in Iowa, Illinois, and Missouri is 
borne out by statistics from the United States Department of Agriculture, the 
Research Division of the Iowa Farm Bureau Federation, and the Department of 
Agronomy of the Iowa State University. The location of a fertilizer plant is 
essential to a successful operation, since availability of a market and trans- 
portation costs of fertilizer are controlling factors. 

In addition to the agricultural benefits, this plant, with a $3,250,000 annual 
payroll, will have a direct effect upon the economy of the State of Iowa. At 
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the present time, the Iowa Commission is vitally concerned with the develop- 
ment of jobs and opportunities for persons who are leaving farm employment, 
such as at Fort Madison. The surplus labor market is due to the gradual 
enlargement of the surrounding farms and the mechanization thereon, which 
has occurred in recent years. That Commission’s study discloses that in the 
Fort Madison area there will be in 1965 a farm labor surplus of 21,904. This 
does not take into consideration the decrease in other non-agricultural employ- 
ment in the Fort Madison area resulting from the removal of industry and 
the introduction of automation. The Director of the Iowa Development Com- 
mission stated that service to the fertilizer plant is more important than the 
allocation of additional volumes of gas for space heating to the State of Iowa. 

Both Applicant and Staff Counsel have taken the position that the additional 
volume of 10,000 Mcf of contract demand should not be allocated to North 
Central until there is in existence a 10-year contract between North Central 
and Calspray. On July 11, 1960, North Central filed a petition to reopen this 
proceeding for the limited purpose of incorporating therein a 10-year contract 
executed on June 30, 1960, between it and Calspray relating to the 10,000 Mcf 
of maximum daily requirements for the Calspray plant. The existence of the 
contract referred to in the petition eliminates the necessity of considering the 
advisability of conditioning the allocation upon the securing of such a contract, 
and the reopening of this proceeding would only delay the issuance of this 
decision. The petition should be denied. 

Wisconsin Fuel and Light Company desires to render gas service in Mosinee, 
Wisconsin, pursuant to a franchise adopted April 20, 1956. This town is 
located approximately five miles south of Wisconsin Fuel’s Wausau service 
area and will require a 2.4 mile lateral line off Applicant’s pipeline which 
is being constructed to supply Wausau. To render this service Wisconsin Fuel 
is not requesting an additional allocation of gas. It takes the position that 
Applicant should construct the necessary lateral line for city gate delivery, 
which is concurred in by Applicant, if service is authorized. 

The three year market survey for this town discloses the following 
requirements : 


Ist year Mcf | 2d year Mef | 3d year Mcf 
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The initial facilities to render this service will cost $169,836, which will be 
financed by Applicant out of a $450,000 Bond Issue and from retained earnings 
and depreciation accrual. The estimated return from this proposed service 
is 0.6 percent for the first year, 8.1 percent for the second year, and 13.1 percent 
for the third year. The above requirements include a proposed sale, which is 
interruptible, to the Mosinee paper mill of 621 Mcf on a maximum day and 162,000 
Mcf on an annual basis for each of the three years. Wisconsin Fuel contends 
that the gas to be used in Mosinee will not displace coal, but if such service is not 
permitted the gas will be used in Manitowac and Wausau, where it is authorized 
to distribute gas, in place of coal. 

Wisconsin Fuel is presently purchasing gas from Applicant for distribution 
in Manitowac, and has received an allocation of gas in Docket No. G—18136 for 
service in Wausau. Its total allocation is 24,261 Mcf of gas from Applicant’s 
system. It is now proposing to meet its present requirements, including those 
of Mosinee, out of a total maximum day demand of 22,882 Mcf. The estimated 
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demands over this volume are to be met by peak-shaving or curtailment of its 
industrial load. Wisconsin Fuel is the only existing customer of Applicant that 
referred in its letter of nomination that the volumes named were based upon a 
ratio of annual contract quantity of 185 to the maximum daily quantity, and if 
the ratio is reduced then an increase in nomination is required. In its brief, 
Wisconsin Fuel contends that on the basis of 180 to 1, being a ratio of annual 
contract quantity to maximum day quantity, the nomination should be 23,518 
Mef, and on the basis of Applicant’s presently effective tariff, which contains a 
ratio of 160 to 1, the nomination should be 26,457 Mcf. An analysis of Wisconsin 
Fuel’s market estimate discloses that, regardless of the above ratios between 
the annual contract quantity and the maximum day quantity, its total require- 
ments including Mosinee, other than industrial sales, can be met out of the 
nomination of 22,882 Mcf. For the year 1960-61, out of the 22,882 Mcf only 11,532 
Mcf, or 50.4 percent, will be required for service to other than industrial use, 
and on an annual basis out of 4,113,194 Mcf only 1,482,047 Mcf, or 36 percent, 
will be required for other than industrial use. Whether or not the total inter- 
ruptible volumes of gas to be sold as estimated on the day of maximum demand 
are essential to the industrial customers has not been shown. Thus the alloca- 
tion of 22,882 Mcf should not be increased herein. 

Wisconsin Public Service Corporation desires to render gas service in Brillion, 
Valders, Mosel, and Lena, Wisconsin. At this time it has franchises to distribute 
gas in Brillion, Valders, and Lena. A franchise to serve Mosel is expected 
shortly. Mosel and Lena are located 3.7 miles and 1.2 miles, respectively, from 
Applicant’s line and will require separate lateral lines. Valders is located 6.2 
miles from Applicant’s line and Brillion is located 11.1 miles from Valders, and 
it is proposed to serve these two towns from one lateral line of 17.3 miles in length. 
Wisconsin Public Service takes the position that Applicant should construct all 
of the lateral line, totaling 22.2 miles; if not, then it will construct the lines. 
Applicant takes the position that it will construct the laterals to Mosel and Lena, 
and should construct only 5.5 miles of the 17.3 mile lateral to serve Valders and 
Brillion. 

Five-year market surveys were submitted. The first three years disclose the 
following requirements: 


lst year 2d year 3d year 
(Mef) (Mcf) (Mef) 


Mosel: 
Maximum day 1, 458 1, 497 


301, 910 307, 720 312, 550 

Lena: 
Maximum 303 341 367 
102, 380 106, 410 


Maximum 207 241 


28, 950 33, 500 
Brillion: 


Maximum 60 717 805 
Annual 130, 420 142, 100 


The facilities at the end of the first year of operation to be constructed for 
service in the four towns will cost $286, 040 and will be financed out of funds 
generated from other operations and from short-term bank loans. Its return 
in each of the four towns will exceed six percent in each of the years, and on a 
combined basis the rate of return will be 11.37 percent the first year, 10.91 per- 
cent the second year, and 9.92 percent the third year. Wisconsin Public Service 
is presently purchasing gas from Applicant and does not request an additional 
allocation of gas to serve these four towns. Included in the above requirements 
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are substantial industrial loads, and insofar as service to Valders and Brillion is 
concerned these loads affect the length of construction of the lateral by Applicant. 
While Wisconsin Public Service believes that, so far as its proposal is concerned, 
firm 10-year contracts for industrial load are not necessary, it has no objection 
to such a condition being included in the certificate. 

Michigan Gas Utilities Company desires to render natural gas service in Way- 
land, Fennville, Douglas, Saugatuck, Coopersville and Berrien Springs, Michigan. 
It holds franchises for such service in each of these towns. Wayland, Coopers- 
ville, and Berrien Springs are located 15 miles, 0.2 mile, and 6 miles, respectively, 
from Applicant’s pipeline and will require separate lateral lines. Fennville is 
located 6.23 miles from Applicant’s line, Douglas and Saugatuck are located 7.39 
miles from Fennville, and service to these three towns will require a single lateral 
of 13.62 miles. Michigan Gas takes the position that, while it will construct all of 
the necessary facilities to serve these communities, Applicant under its formula 
should construct the required laterals to Coopersville and Berrien Springs, 8.12 
miles of the Wayland lateral, and 6.23 miles of the lateral to serve the three re- 
maining towns. Applicant in turn is agreeable to construct the lateral to Coop- 
ersville, but takes the position that it should construct only 2.5 miles of the lat- 
eral to Wayland, 4.6 miles of the lateral to Berrien Springs, and 5.6 miles of the 
lateral to the remaining three towns. 

The market survey discloses the following requirements for the first three 
years: 








lst year 2d year 3d year 
(Mef) (Mef (Mcf) 
! 
eee ecient -- a 
Wayland: | | 
IONE eee ici ee thks TOSS ee 339 | 682 | 930 
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Coopersville: 
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a a a 36, 847 68, 970 97, 125 


Berrien Springs: 





Maximum day 556 1,008 1, 437 

DEERE. ccmenvecmmnaeneigquasavensencsesnniaw “ 132, 992 190, 537 242, 289 
Fennville, Douglas, Saugatuck: 

RS CI Rhian dda tacit cieihbeiniedaciincmahadiel 659 1, 182 1, 628 

ech cite cerns tba atincsictainyccagsniltaaeencice cipinipieieiieniticinnapitiat 141, 742 208, 191 265, 632 








The facilities, including the lateral, are estimated by Michigan Gas to cost 
$1,353,819, of which $344,247 is assigned to Applicant. The construction cost 
of the facilities will be met from temporary bank loans and cash on hand. The 
overall return to serve the above towns is estimated to be .04 percent for the first 
year, 4.1 percent for the second year, and 6.1 percent for the third year. Michigan 
Gas takes the position that it should not be required to serve these towns out of 
its “pro rata” share of gas resulting from these proceedings. It desires to obtain 
an additional allocation of gas equal to its third year maximum day requirements 
of 4,823 Mcf. but takes the position that as an existing customer of Applicant 
it should only be required to contract for its first year requirements of 1,915 Mcf. 
The feasibility of this project, as well as the application of the 10-cent formula 
which Michigan Gas desires to be applied, does not rest on the first year of oper- 
ation. Such an approach assumes that the Applicant will in the succeeding years 
have additional supplies of gas for this particular distributor. This is not cvusist- 
ent with sound administrative practice. 

Wisconsin Southern Gas Company proposes to render gas service in Sharon 
and Clinton, Wisconsin, in which it holds franchises for such service. Sharon is 
located approximately five miles from Applicant’s pipeline and Clinton approxi- 
mately 714 miles from Sharon. Service to these two towns is proposed from one 


































































































































































































186 FEDERAL POWER COMMISSION 


lateral, and Applicant takes the position that it should construct only 1.2 miles of 
the required 12.27-mile lateral. Wisconsin Southern submitted a 5-year survey, 
the first three years of which disclose the following requirements: 


Ist year 2d year 3d year 
(Mcf) (Mef) (Mef) 


Sharon and Clinton: 
IIIS STONE = sia esos Sy cats Manne tnnicic ideal 532 
Annual 62, 498 


The costs of the facilities are based on the 5-year requirements, and are esti- 
mated at $315,837. This figure includes the entire cost of the lateral, but does 
not include the cost of the meter station. The financing of this construction will 
be by short-term bank loan, which will be refunded later as a part of the 
company’s permanent financing of other construction expenditures. The net 
earnings are estimated to be $16,027 for the first year, $20,263 for the second 
year, and $21,649 for the third year. 

Wisconsin Natural Gas Company filed a brief in this proceeding in opposition 
to the requested allocation sought by Wisconsin Southern on the ground that the 
customer requirements of Applicant exceed the supply. Why this company 
opposed only Wisconsin Southern’s requested allocation on this ground is not 
stated. The record in this proceeding does disclose the need for this gas and 
that it is more economical to acquire the required supply from Applicant's system 
than from any other pipeline company. 

Stanberry, a municipality of Missouri, located 8 miles from Applicant’s pipe 
line, desires to install a gas distribution system. A difference has arisen between 
the city and Applicant as to the miles of lateral to be constructed. Applicant 
proposes to construct only 1.5 miles as against 4.94 miles sought by the city. The 
market survey discloses for the first three years the following requirements: 


1st year 2d year 
M Mef 


Maximum day. 


644 785 
98, 200 111, 500 


The distribution system is estimated to cost $220,000, and that part of the lat- 
eral proposed to be constructed by Stanberry is estimated at $45,000. Stanberry 
is in a position to finance the required cost of construction and the citizens therein 
have overwhelmingly, on April 5, 1960, authorized a bond issue of $350,000 for this 
purpose. From the desirability of these bonds, it appears that the city can issue 
the required bonds under favorable terms. The net income is estimated to be 
$7,214 for the first year, $16,945 for the second year, and $24,312 for the third 
year. The rate of attachment of customers as shown in the engineering report 
has been questioned due to the fact that the census figures in 1950 and prior years 
have shown a decreasing trend in population. The requirements estimated for 
this town were based on an actual house count, and as of today the trend of 
population is increasing. 

American Gas Company proposes to render natural gas service in Fairfax, 
Tarkio, and Rockport, Missouri. This company, since October 24, 1959, is engaged 
in the distribution of gas in Carter Lake, Iowa. Service to the Missouri towns 
will require a lateral line 26 miles in length, as Fairfax is 14-miles from Appli- 
cant’s pipeline, Tarkio is 6-miles from Fairfax, and Rockport is 6-miles beyond 
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Fairfax. Applicant takes the position that it will construct 5-miles of the lateral. 
The market survey for the first three years discloses the following 
requirements: 














lst year 
(Mef) 


2d year 
(Mef) 





3d year 
(Mef) 









, 1, 842 
I, -ccncccccecasounccsecencccccesnnecccascoccsuccecocacee 1, 400 229, 000 










The facilities to render this service by American Gas are estimated to cost 
$730, 000. To finance the construction, it is proposed to issue $490, 000 of bonds 
and $255, 000 of common stock. The common stock of this company is held by 
18 stockholders, who will subscribe to the additional shares to be issued. The 
estimated net return related to the service to the Missouri towns is shown as a 
loss of $24,293 for the first year, a net return for the second year of $3,080, and 
for the third year $15,497. The third year net income represents a 6.08 percent 
return on the common stock of $255,000, and on the combined operations of this 
company the return on equity is estimated to be 7.95 percent. 

At the time of the hearing American Gas did not hold franchises from the three 
Missouri towns. Included along with its reply brief is a motion to reopen the 
proceeding to include as a part of the record the franchises granted to it by these 
towns for the rendering of gas service therein. The record in this proceeding 
need not be reopened as official notice will be taken of the franchises issued. 

Wapello Light Company is a sole proprietorship, wholly owned by William L. 
Hassett, and is engaged in the rendering of electrical service in Wapello, Iowa. It 
also holds a franchise to render gas service in this town. To furnish this service, 
a 6.64 mile lateral line off Applicant’s pipeline will be required. Applicant takes 
the position that it should construct only 2.8 miles of ‘the required lateral as 
against the entire length sought by Wapello Light Company. The market survey 
discloses the following requirements for the first three years: 































Ist year 
(Mcf) 


2d year 


3d year 
(Mef) 


(Mcef) 





BITS COURS, sinisiciasiasa satin ccialinestiiaceiaitenndlilbitin mica ditieaniiaaeaiaial 491 754 961 
Es sncthancnsedannsctivetatiabtedusnscsdntbanbetn 82, 100 104, 530 





















The cost of the facilities as estimated by Wapello is $216,710, which is proposed 
to be financed by the issuance of a first mortgage in the amount of $221,000 
on its combined properties. This mortgage is to be retired in 20 years, com- 
mencing the fourth year after issuance. The pro forma balance sheet for Wapel- 
lo Light for the first year discloses that as to total capitalization the owner’s 
equity is 27.5 percent and the long-term debt is 72.5 percent. Further, the finan- 
cial statement of William L. Hassett discloses that as of April 30, 1960, a net 
worth of $442,955. There is no question that this project can be financed. The 
rate of return for this project is shown for the second year as 6.3 percent and for 
the third year as 11.5 percent. 

Interruptible sales are made of gas received off Applicant’s system on the day 
of maximum demand and this record does not disclose any undue effect on Appli- 
cant or its customers as a result of the allocation of gas to the intervenors as 
herein directed. Each of these intervenors has shown that their projects can be 
financed, the need for the gas service in the towns proposed to be served, and that 
such service is economically feasible. 


676-807 —64 
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Proposed Rates 


Applicant presently renders service to its customers under a two part, so-called 
demand-commodity type of rate under the terms of which provision is made for 
nominating an ACQ (annual contract quantity) and an MDQ (maximum daily 
quantity). Each customer company contracts for a maximum daily quantity, and 
may during the contract year purchase from Applicant a volume of gas equal to 
180 times the MDQ:* 

In this proceeding, Applicant has submitted tariff revisions to reflect an in- 
erease in the annual cost of service of about $11,700,000 assuming the proposed 
facilities will cost an estimated $44,876,000 and assuming a 614 percent rate of 
return. It anticipates that sales will increase by about 36,500,000 Mcf per year 
and the billing demands of its customers will increase by 125,000 Mcf. 

The proposed tariff revisions would increase the annual demand charge as con- 
tained in its Rate Schedule ACQ-1 from $29.40 as contained in the tariff now 
under suspension in Docket No. RP60-9 to $30.10. This would be accomplished 
by two tariff changes; (1) an increase in ACQ from 180 days use (as contained in 
the suspended tariff) to 185 days use and (2) a modification of the billing demand 
provision of the tariff. The billing demand under the presently suspended tariff 
is 100 percent of MDQ during four winter months, 70 percent of MDQ during the 
four spring and fall months and 40 percent during the four summer months. 
Michigan Wisconsin proposes to change the billing demand from 40 percent to 45 
percent during the four summer months. The total revenue increase that would 
be generated by these proposals would be about $14,142,000 per year. Under 
the Natural Gas Act, Applicant may not make the proposed tariff changes except 
after appropriate filing in accordance with Part 154 of the Commission Regula- 
tions under the Act. 

The Commission further finds: 


(1) Applicant is engaged in the transportation and sale of natural gas in in- 
terstate commerce and is a “natural-gas company” within the meaning of the 
Natural Gas Act. 

(2) The facilities hereinbefore described, and as more fully described in the 
application, will be used for the transportation of natural gas by Applicant in 
interstate commerce as an integral part of its existing pipe line system, and the 
construction and operation thereof together with the sale of gas by Applicant are 
subject to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed, and to conform to the provisions of the Natural Gas Act and 
the requirements, rules, and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities proposed by Applicant and 
the sale of natural gas by it, together with the construction and operation of any 
facilities subject to the jurisdiction of the Commission necessary therefor, are 
required by the public convenience and necessity, and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) It is necessary and desirable in the public interest, subject to the terms 
hereinafter ordered, for Applicant: 

(i) To improve its transportation facilities and establish a physical connection 
of such facilities with the facilities to be constructed by North Central Public 
Service Company to serve California Spray Chemical Corporation, and to enter 


® This rate schedule except those portions thereof which do not relate to rate level is 
under suspension until October 7, 1960 in Docket No. RP60-9. The presently effective tar- 


iff, which limits the ACQ to 160 times the MDQ is contingently effective in Docket No. 
G-17512. 
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into an appropriate service agreement with North Central Public Service Com- 
pany for the delivery and sale of an additional maximum daily quantity of 
10,000 Mcf of natural gas; 

(ii) To extend and improve its transportation facilities and establish physical 
connections of such facilities with the facilities to be constructed by Wisconsin 
Fuel and Light Company and Wisconsin Public Service Corporation, above re- 
ferred to; 

(iii) To extend and improve its transportation facilities and establish physical 
connections of such facilities with the facilities to be constructed, heretofore 
referred to, by the following named persons and the municipality, and to enter 
into appropriate service agreements with the said persons and the municipality 
for the delivery and sale of the required volumes of natural gas to meet the third 
year maximum daily requirements of the towns proposed to be served by them, 
to-wit: 


Customer Maximum 3d Year Daily 
Volume—Mcf 

Michigan Gas Utilities Company... < natetinniicbncunsnsneninbedild 4, 823 

Wisconsin Southern Gas Company 

American Gas Company 

Wapello Light Company 

Stanberry, Missouri 


(6) As a condition to the extension by Applicant of its facilities to serve 
Mosel, Wisconsin, Wisconsin Public Service Corporation should obtain a fran- 
chise from said town to render the proposed service. 

(7) Each of the parties referred to in the above paragraph (5) that receives 
service under Applicant’s designated Rate Schedule ACQ-1 should be permitted 


to release such portions of the gas not required for service under Section 7.4 of 
said rate schedule. 

(8) The extent of the required lateral facilities to be constructed and operated 
by Applicant for service to the towns proposed herein should be determined by 
Applicant’s “10-cent formula,” as heretofore set forth, and a reasonable time 
should be allowed for the securing of a 10-year contract covering proposed inter- 
ruptible sales. 

(9) The parties referred to in the above paragraph (5) are engaged or legally 
authorized to engage in the local distribution of natural gas to the public. 

(10) The requirement that Applicant serve the towns as provided and referred 
to in the above paragraph (5) will not place an undue burden upon Applicant or 
impair its ability to render adequate service to its existing customers. 


The Commission orders: 


(A) A certificate of public convenience and necessity hereby is issued author- 
izing Applicant to construct and operate the facilities and to make the sales pro- 
posed herein, all as more fully described above, in the Applicant’s application, 
and in the evidence in this proceeding, for the transportation and sale of natural 
gas in interstate commerce for resale, subject to the terms and conditions of this 
order. 

(B) As a condition to the above certificate and subject to Applicant’s accept- 
ance of the certificate hereby issued, it is directed : 

(i) To improve its transportation facilities and to establish and maintain a 
physical connection of its transportation facilities with the facilities to be con- 
structed by North Central Public Service Company, and to sell and deliver to 
said company an additional maximum daily quantity of 10,000 Mcf of natural gas 
under an appropriate service agreement ; 
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(ii) To improve and extend its transportation facilities to the extent deter- 
mined by the application of the “10-cent formula” as herein provided, and to 
establish and maintain physical connections of its transportation facilities with 
the facilities to be constructed by the parties referred to in the above Findings 
5(ii) and 5(iii), and to sell and deliver to said parties the required and addi- 
tional volumes of natural gas set forth therein under appropriate service 
agreements. 

(C) The above direction relating to the extension of Applicant’s facilities 
for service to Mosel, Wisconsin, shall be held for naught if Mosel, Wisconsin, 
does not issue to Wisconsin Public Service Corporation a franchise for the 
rendering of gas service within 60-days from the date this order is issued. 

(D) The interruptible sales proposed to be made, by the parties named in 
the above Findings 5(ii) and 5(iii) in the towns referred to, shall be included 
with the firm sales in determining the length of lateral to be constructed under 
the “10-cent formula,” provided that such interruptible sales are made under 
10-year contracts executed 30-days from the date of issuance of this order and 
Applicant is so notified within that time. 

(E) Each of the parties referred to in the above Finding (5) who will 
receive service under Applicant’s designated Rate Schedule ACQ-1 may notify 
Applicant within 30-days from the date this order issues of the portion of 
natural gas it desires to release under Section 7.4 of said rate schedule. 

(F) The additional volumes, over that set aside for the parties named in 
the above Finding (5), shall be allocated to Applicant’s existing customers as 
provided for in its Tariff. 

(G) There shall attach to the issuance of this certificate, and to the exercise 
of the rights granted thereunder, the general conditions applicable to certifi- 
cates as set forth in Subsections (a), (b), (c), and (e) of Section 157.20 of 
the Commission’s Regulations Under the Natural Gas Act. 

(H) The construction of facilities by Applicant authorized herein shall be 
completed within six months from the date this order issues. 

(I) Paragraph (B) above shall have no force or effect as to any party which 
fails to obtain such other authority as may be required under State law and 
does not construct and place its project in operation to the extent of being able 
to receive service from Applicant within six months from the date on which 
this order issues, save and except as to North Central Public Service Company 
the time is extended to November 1, 1961. 

(J) Permission is hereby granted to the City of Albany, Missouri, for the 
withdrawal of its petition to intervene in this proceeding. 

(K) The petitions of North Central Public Service Company and American 
Gas Company to reopen this proceeding are denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PUBLIC SERVICE COMPANY OF OKLAHOMA, DOCKET NO. E-6816 
ORDER REJECTING FILING 
(Issued August 8, 1960) 


Kamo Electric Cooperative e¢ al., (Kamo) through counsel of record in the 
above-docketed matter, proferred a document entitled “Exceptions of Kamo 
Electric Cooperative et al. To Decision of Presiding Examiner.” The decision 
referred to was issued by the Commission’s presiding examiner on May 11, 1960, 
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as an initial decision pursuant to Section 1.30 of the Commission’s Rules of 
Practice and Procedure. 

As filed, the aforementioned document (hereinafter referred to as “Excep- 
tions”), does not comport with the requirements of Section 1.15(f) of this 
Commission’s Rules of Practice and Procedure. That section, in framing the 
standards of acceptability of pleadings, documents and other papers filed in 
proceedings before this Commission, provides that any paper containing defama- 
tory, scurrilous, or unethical matter will be rejected by the Commission. 

The subject “Exceptions” do, in our opinion, embody such improper matter 
in the numerous references therein concerning the personal character, motives, 
and integrity of the presiding examiner, rather than being confined to a dis- 
cussion of the issues of fact and law here presented for Commission consideration 
and decision. For that reason, thé proferred “Exceptions” are unacceptable for 
filing with this Commission. 

This rejection of the “Exceptions” of Kamo is, without prejudice to the right 
of Kamo to resubmit any exceptions to the May 11, 1960, decision which Kamo 
may wish to file pursuant to, and in the form prescribed by, Section 1.31 of the 
Commission’s Rules of Practice and Procedure, and we will afford Kamo a 
reasonable period of time to file any such exceptions. 


The Commission finds: 


It is necessary and appropriate for the purposes of the Federal Power Act 
and the Commission’s Rules of Practice and Procedure thereunder that Kamo’s 
“Exceptions” be rejected by reason of the failure thereof to comply with the 
requirements of Section 1.15(f) of those Rules; that Kamo be afforded the 
further opportunity to submit exceptions to the Presiding Examiner’s Decision 
issued May 11, 1960, in this proceeding; all in the manner as hereinafter provided. 
The Commission orders: 


(A) Kamo’s “Exceptions” proferred herein on July 15, 1960, are hereby 
rejected. That rejection shall be deemed completed by the return of one copy 
of such “Exceptions” to each of the counsel of record appearing upon behalf 
of Kamo in the above-docketed proceeding. 

(B) The Secretary shall, concurrently with the issuance of this order, return 
one copy of the “Exceptions” of Kamo to each of its counsel of record as set 
forth in paragraph (A) above. 

(C) Kamo is hereby afforded the additional period of up to and including 
August 22, 1960, within which to submit exceptions pursuant to and in the 
form prescribed by Section 1.31 of the Commission’s Rules of Practice and 
Procedure to the Presiding Examiner’s Decision issued herein on May 11, 1960. 








HUMBLE OIL & REFINING COMPANY (SUCCESSOR TO CARTER OIL 
COMPANY), DOCKET NO. G-13679; PAN AMERICAN PETROLEUM COR- 
PORATION, DOCKET NO. G—15387; EL PASO NATURAL GAS COMPANY 
(SUCCESSOR TO PACIFIC NORTHWEST PIPELINE CORPORATION), 
DOCKET NO. G-16188; BELCO PETROLEUM CORPORATION (SUCCES- 

SOR TO BELFER NATURAL GAS COMPANY), DOCKET NO. G—17640 


ORDER MopIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER 
(Issued August 9, 1960)* 
Syllabus 


1. Although Commission has in past recognized that differences in delivery 
pressures and well depth are factors pertinent to initial prices of producer 
sales, here these factors are not of decisive importance. P. 193. 


*Initial decision appears on p. 195. 
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2. In view of Catco, Commission conditions certificates to require that the 
proposed 16-¢ initial price be reduced to 15-¢, considering, among several 
factors, other certificated prices in area. P. 193. 

3. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act toapplicants. P. 194. 

Commissioner Sweeney not participating. 

William J. Merrill, Jesse H. Foster, Jr., George H. Lawrence, Paul H. Long 
for Humble Oil & Refining Company. 

J. P. Hammond, Clifford O. Stone, Jr., Harold H. Young, Jr., William J. Grove, 
for Pan American Petroleum Corporation. 

George D. Horning, Jr., John J. Curtin, Jr., Leon M. Payne, Charles H. McGee, 
for El Paso Natural Gas Company. 

Royal J. Voegeli for Belco Petroleum Corporation. 

John Paul Geneau for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

On May 2, 1960, the presiding examiner issued an initial decision in these pro- 
ceedings by which he would grant certificates of public convenience and necessity 
under subsections (c) and (e) of Section 7 of the Natural Gas Act (Act) to 
three independent producers of natural gas, Humble Oil & Refining Company 
(Humble), Pan American Petroleum Corporation (Pan American), and Belco 
Petroleum Corporation (Belco), authorizing them to sell gas to El Paso Natural 
Gas Company (El Paso). The examiner’s decision would also certificate facili- 
ties proposed by El Paso necessary to receive deliveries. The gas would be 
produced in the East LaBarge Field in Sublette and Lincoln Counties in south- 
western Wyoming. Humble, Pan American, and Belco proposed to sell to Hl 
Paso approximately 6,000 to 8,000 Mcf of gas per day, at a price of 16 cents per 
Mcf for gas at a pressure of or in excess of 860 psig, or 15 cents per Mcf at a 
pressure of between 500 and 860 pounds. In approving the producers’ sales, 
the presiding examiner would impose conditions requiring that the producers 
should make delivery of the gas to El Paso at a pressure in excess of 860 pounds, 
and requiring that the initial price for the sale of such gas to El Paso should be 
15 cents per Mcf. 

Exceptions were filed by the producers, objecting to the attachment of the 
price conditions, and by staff counsel, objecting to certain claimed technical 
errors. Considering the producers’ exceptions, basically their position is that, 
under the holdings of the Commission and the Courts, particularly the Supreme 
Court’s decision in Atlantic Refining Co. v. Public Service Comm’n of the State 
of New York, 360 U.S. 378, the Caico case, the record supports the 16-cent initial 
price for 860-pound gas proposed by the producers, and not the attachment of 
any price conditions. Arguing that sales at 15 cents for 500-pound gas have 
already been certificated in this field, they contend that the gas involved in 
this case is produced from deeper wells and delivered at higher pressures, and 
that the producers thus forego definite benefits and incur additional costs 
which inure to the benefit of El Paso and justify the l-cent per Mecf price 
differential for this gas over 500-pound gas. They argue, in effect, that in view 
of all the circumstances, 16 cents for 860-pound gas is the equivalent of 15 cents 
for 500-pound gas. Also, they contend that under Catco, market prices for gas 
should be considered, but that the examiner ignored the fact that the Commission 
has certificated a sale at a price of 16 cents for gas at 860 pounds pressure in 
the South Rangely Field, some 200 miles distant in Colorado. They contend that 
the South Rangely sale is in the same general gas purchasing area as the instant 
sale and that that gas is destined for a common market and that, furthermore, 
it is produced from shallower wells. 
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In addition, they argue that the Catco case calls for consideration of not just 
price but all pertinent factors. And they contend that the producers’ proposed 
initial price would have no impact on the price structure of El Paso and would not 
cause price triggering due to favored nation clauses; that the proposed price is 
not out of line with current and certificated prices in the area; that it would have 
the desirable effect of stimulating exploration and development; that at the 
price proposed, the East LaBarge gas would still be cheaper than gas purchased 
by El Paso from Colorado Interstate Gas Company or delivered from Canada; 
and that no customers of El Paso opposed the price requested. 

Further, they argue that for the examiner to require that they deliver gas to 
El Paso at a pressure of 860 pounds psig unlawfully abrogates the terms of their 
gas sales contracts, which provide for alternative prices of 16 cents for 860- 
pound gas and 15 cents for 500-pound gas. They contend that requiring this 
higher pressure violates Section 1(b) of the Act, exempting from Commission 
control “. . . the production or gathering of natural gas.” They further argue 
that the effect of such a requirement is to compel the producers to enlarge their 
production facilities because heavier and more costly equipment would be re- 
quired to maintain the higher pressure, and that this would violate Section 7(a) 
of the Act and judicial decisions thereunder, which deny the Commission author- 
ity to compel the enlargement of the transportation facilities of a natural-gas 
company. 

We conclude that the presiding examiner’s decision should, except in certain 
minor particulars hereinafter enumerated, be affirmed,. We agree with the ex- 
aminer that the initial price for gas sold by the producers at 860 pounds should 
be 15 cents per Mcf. In our view, the above arguments of the producers, most of 
which are dealt with in the examiner’s decision, do not justify the proposed ini- 
tial price of 16 cents for such gas. In reaching this conclusion, we are guided by 
the Supreme Court’s decision in the Catco case. There, although the Court said 
that the Commission should consider all the factors and has broad discretion in 
determining whether a producer’s proposed initial price has been supported, it 
emphasized that price is an element of prime importance which must be scruti- 
nized closely with a view to protecting the consumer by holding the line against 
unjustified price rises. Particularly is this so, said the Court, in the case of 
prices from new production areas, where large volumes of gas may be present. 

All things considered, the factors relied on by the producers in this case are 
not so weighty as to require the conclusion that the 16-cent price proposed 
herein is required by public convenience and necessity or is in the public interest. 
The South Rangely Field is sufficiently distinguishable from the East LaBarge 
Field as to warrant not attaching overriding importance to South Rangely Field 
prices here. And although the Commission has in past cases recognized that 
differences in pressures and well depths are factors pertinent to the initial prices 
of proposed producer sales, in this case we cannot find that these factors are 
of decisive importance. Many other instances could be cited where gas is 
being delivered from two sources in the same general producing area with even 
wider variances in depths and pressures but at the same price. It appears that 
15 cents per Mcf is the highest price at which a sale of gas has yet been perma- 
nently certificated in the East LaBarge Field, or in the State of Wyoming.* In 
view of the Supreme Court’s emphasis in the Catco case on holding the line on 
gas prices, particularly in new and undeveloped gas fields, we consider that we 
should not lightly give our approval to these proposed new higher initial prices. 
One or a few higher prices in a new field inevitably exert pressure for increased 





















































1The sale of gas at rate of 18.5 cents per Mcf in Wyoming has been filed for and sus- 
pended under section 4(e) of the Natural Gas Act relating to rates. 
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prices for other sales in the vicinity, even though all sales may not be identical 
as to conditions of production or delivery, thus forming the basis for general 
area price rises. The prevention of such results was a major objective of the 
Catco decision. 

Contrary to the producers’ contentions, we are not abrogating their contracts. 
We merely authorize their sales of gas subject to the condition that the price 
therefor be 15 cents, rather than the 16 cents proposed. 

Staff in its exceptions objects to the examiner’s certificating the construction 
of the facilities proposed by El Paso, contending that they had already been 
constructed by Pacific Northwest Pipeline Corporation prior to the merger of 
these two companies. A witness for El Paso stated that Pacific Northwest con- 
structed these facilities, which consist of some four and one-half miles of 6-inch 
lateral supply line costing some $137,000, before it was fully realized that a 
certificate was required for them. Notwithstanding, El Paso seeks permission 
both to construct and operate them. Staff’s position, that there is no justifica- 
tion for authorizing the construction of facilities already built, is well taken. 
It is sufficient for purposes of this proceeding that only the operation of these 
facilities need be authorized, and our order will so provide. 

Also, staff contends that Humble should be issued an amended certificate 
in these proceedings, in view of the fact that it has heretofore been issued a 
permanent certificate in its docket herein, and the fact that its application 
requests an amended certificate. On this matter too staff’s objection is well 
taken, and our order will give effect to this recommendation. Since Humble 
has never commenced deliveries under the certificate heretofore issued to it, 
the authorization herein granted shall supersede the authorization earlier issued 
to the company. Also our order will require certain rate filings to be made 
by the producers to effectuate the provisions of this order, as set forth in the 
ordering paragraphs hereto. 


The Commission further finds: 


Subject to the modifications set forth above and in the ordering paragraphs 
hereinafter, and consistent with these modifications, the presiding examiner’s 
initial decision in these proceedings is hereby adopted by the Commission as 
its decision in this case as of the date of issuance of this order. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued on May 2, 1960, 
in the above-entitled proceedings, is hereby modified as set forth above and in 
these ordering paragraphs, and as so modified, is adopted by the Commission 
as its decision in this case as of the date of issuance of this order. 

(B) The presiding examiner’s decision is hereby modified to provide that in 
lieu of the certificate the examiner would issue, Humble is issued an amended 
certificate of public convenience and necessity, authorizing the sale of natural 
gas in interstate commerce for resale proposed by Humble, together with the 
construction and operation of any facilities subject to the Commission’s juris 
diction necessary therefor, upon the terms and conditions of this order, and of 
the examiner’s decision to the extent consistent with this order. With the 
issuance of said amended certificate to Humble, the certificate heretofore issued 
in this Docket No. G—13679, on March 25, 1958, in Glenn L. Haught, et al., 
Docket Nos. G—11133, et al., is hereby superseded and is of no further force 
and effect. 

(C) Humble, Pan American and Belco are hereby authorized to deliver gas 
to El Paso, in lieu of the “in excess of’ 860 pounds provided for in the presiding 
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examiner’s decision. As conditions to the authorizations herein granted Humble, 
Pan American and Belco, the initial price for the sales of gas to El Paso at or 
in excess of 860 pounds psig is fixed at 15 cents per Mcf, at 14.65 psia. 

(D) The presiding examiner’s decision is hereby modified to provide that El 
Paso be authorized only to operate the facilities involved in its docket but 
not to construct the same. 

(E) Pan American’s contract of May 1, 1958, is hereby accepted for filing as 
Pan American Petroleum Corporation FPC Gas Rate Schedule No. 236, to be 
effective on the date of initial delivery, subject to compliance by Pan American 
with the provisions of this order. 

(F) The prior acceptance of Belco’s (formerly Belfer’s) amendment of No- 
vember 14, 1957, to be effective February 6, 1958, as Supplement No. 5 to 
Belfer Natural Gas Company, et al. FPC Rate Schedule No. 1, is hereby 
rescinded and such amendment is hereby accepted for filing as Supplement 
No. 5 to Belco Petroleum Corporation FPC Gas Rate Schedule No. 3, to be 
effective on the date of initial delivery, subject to compliance by Belco with 
the provisions of this order. 

(G) As further conditions to the authorizations herein granted Humble, 
Pan American and Belco, these parties shall each submit, within 90 days of 
the date of issuance of this order, supplements to their respective FPC Gas 
Rate Schedules Nos. 210, 236 and 3, applicable to the sales herein certificated, 
specifying an initial rate of 15 cents per Mcf at 14.65 psia for sales of gas from 
the East La Barge Unit, together with billing statements reflecting this rate. 

(H) The billing statements attached to the related rate filings of Humble 
and Pan American reflecting an initial rate of 16 cents per Mcf at 15.025 psia 
for sales of gas from the East La Barge Unit are hereby rejected. 

(1) To the extent not herein granted, all exceptions to the examiner’s decision 
are hereby denied. Likewise, all requests for oral argument are hereby denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY UNDER 
THE NATURAL GAS ACT 


(Issued May 2, 1960) 


Kurtz, Presiding Examiner: These proceedings involve applications for 
certificates of public convenience and necessity, pursuant to Section 7 of the 
Natural Gas Act. Humble Oil & Refining Company, Pan American Petroleum 
Corporation, and Belco Petroleum Corporation (producers) propose to sell nat- 
ural gas from and in the East La Barge Field in Wyoming to El Paso Natural 
Gas Company, which company in turn proposes to purchase such gas to augment 
its supply for existing markets. 

El Paso Natural Gas Company, a Delaware corporation, is the successor in 
interest to Pacific Northwest Pipeline Corporation, pursuant to a merger approved 
by the Commission by order issued on December 23, 1959, in Docket Nos. G—13018 
and G—13019, 22 FPC 1091, and both companies will hereinafter be referred to 
as “El Paso.” 

Humble Oil & Refining Company, a Delaware corporation, is the successor in 
interest to Carter Oil Company, pursuant to a merger referred to in an order of 
substitution of parties issued by the Commission on December 31, 1959, in Docket 
No. G-3714 et al, and both companies will hereinafter be referred to as “Humble.” 

Belco Petroleum Corporation, a Delaware corporation, is the successor in 
interest to Belfer Natural Gas Company, a partnership, as disclosed by a motion 
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in the instant proceedings filed on September 30, 1959, requesting substitution, 
and will hereinafter be referred to as “Belco.” 

Pursuant to notice, the above applications were consolidated for hearing, 
which was held on February 9 and 10, 1960. No petitions to intervene were 
filed in these dockets. Initial briefs were filed by the Applicants on March 7 
and 8, 1960; by Staff counsel on March 23, 1960, and reply briefs by Applicants 
on April 7, 1960. 

The East La Barge Field is located in the Green River Basin in Wyoming. 
The contracts here under consideration cover 13,398 acres, of which 11,423 acres 
are Federallands. This acreage is subject to a unit operating agreement, under 
which Belco is the unit operator. Approximately one-half of this unit is in 
Sublette County and the other half in Lincoln County, Wyoming. In this unit 
the interests held are approximately 50 percent by Belco, 25 percent by Humble, 
and 25 percent by Pan American. In 1924, the La Barge Oil Field was dis- 
covered by the Wyoming Reserve Oil Company, and gas was discovered in the 
East La Barge Field in 1957 by John L. Kemmerer in the Frontier Formation 
of this unit. As the result of a farm-out arrangement, he received a 50 percent 
interest in the unit. On December 10, 1957, Mr. Kemmerer assigned his inter- 
est in the unit to Beleo. As of today, 11 wells have been drilled within the unit, 
with one of the wells being deepened. Of these wells, seven are considered 
commercial and four as dry holes. At the present time, El Paso has connected 
two of the wells to its system. 

The only gas producing formation in this field is the Frontier Sand, with the 
wells having a shut-in pressure of between 2400 and 4000 pounds. This pressure 
is more than sufficient to meet El Paso’s proposal to take this gas into its 
system without compression at a pressure in excess of 860 pounds so as to buck 
the operating pressure of 860-pounds in its Big Piney lateral. The volume of 
gas to be taken by El Paso will be approximately 7,000 or 8,000 Mcf per day. 
No deliveries of gas have been made from this unit, although temporary certifi- 
cates were requested by Humble and Belco. These requests were dependent 
upon a similar request by El Paso, which was not made. Pan American did not 
file for a temporary certificate because El Paso was not in a position to take 
the gas. There is one additional well in the field, known as the Beneficial Oil 
Company Well No. 1, operated by Belco. This well tract is within the unit 
limits, but is not committed to the unit or to the production therefrom. 

El Paso has constructed a 65 inch lateral line of approximately 4.56 miles, 
together with related facilities, extending from a point on its existing 16-inch 
pipeline in Lincoln County, Wyoming, known as the Big Piney Lateral, to con- 
nections with the two wells of the producers at the outlet side of the separators 
located near each well, in the East La Barge unit in Sublette County, Wyoming. 
The cost of these facilities is estimated at $137,371. El Paso constructed and 
made the connections to the wells under the mistaken belief that a certificate 
was not required. These facilities have not been placed in operation. 

On September 3, 1958, El Paso filed its application requesting authorization 
for the construction of the above lateral line and the operation thereof for the 
sale of natural gas in interstate commerce. El Paso estimated that, based on a 
geological survey presently available, approximately 101,600,000 Mcf of natural 
gas reserves underlie the acreage covered by the aforesaid contracts, of which 
approximately 36,000,000 Mcf will be produced. The reserves so estimated lie 
within the Second Frontier and Muddy Formations, and the computation is based 
upon standard conditions of 14.73 psia and 60° F., with an assuming abandon- 
ment pressure of 500 psia. El Paso estimates that the initial deliverability which 
will be realized from the two wells now drilled on the acreage will approximate 
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$3,000 Mcf per day on an average day basis. The average Btu content of the 
natural gas is estimated to be approximately 1100 Btu. 

Belco’s application, filed on January 23, 1959, results from its contract with 
El Paso, dated November 14, 1957, which contract is in the form of an amend- 
ment to Belco’s original contract with El Paso, dated August 26, 1955, as subse- 
quently amended at various times. Under the amendment of November 14, 
1957, Beleo has agreed to sell and deliver to El Paso an additional 30 billion cubic 
feet of natural gas over and above 400 billion eubic feet of natural gas dedicated 
under the original contract, as amended, by bringing under the original con- 
tract Belco’s interest in the East La Barge unit. While the amendment provides 
for the construction by El Paso of a pipeline into the East La Barge Field, the 
total volumes of gas can be delivered by Belco from anywhere on its acreage 
eovered by the contract. 

The original contract of August 26, 1955, provided for the sale of 150 billion 
cubic feet of natural gas at a maximum daily rate of 20,000 Mcf per day from 
Belco’s oil and gas leases held in Sublette County, Wyoming, with El Paso 
having the right to buy such additional gas as may become available from said 
leases. El Paso obligated itself to take-or-pay-for an average of 15,000 Mcf 
of gas perday. These volumes were subject to adjustment resulting from future 
reserve studies, and have now been adjusted upward. The delivery point is at 
or near the wellhead, at the discharge of Belco’s mechanical separators. Under 
the terms of the original contract, the price to be paid was 15 cents for gas 
delivered at or in excess of 500-pounds, with downward revisions in the price 
at lower delivery pressures. In addition, the contract contains price adjust- 
ment revisions relating to taxes, inflation, and also Belco reserves the right to 
process the gas for recovery of liquefiable hydrocarbons before delivery. By 
agreement dated August 7, 1957, the price was increased to 16 cents for gas 
delivered at a pressure of 860-pounds. This increase was suspended by the 
Commission’s order issued January 31, 1958, and, on motion of Belco, was made 
effective as of July 6, 1958, subject to refund. 

Humble, by its filing on December 5, 1958, seeks to amend its certificate of 
public convenience and necessity, issued by the Commission on March 25, 1958, 
in Docket No. G—13679, which authorized the sale of natural gas by Humble 
to El Paso, from its interest in the East La Barge Field. This certificate was 
accepted by Humble. This authorized sale is covered by a gas sales contract 
dated August 23, 1957, providing for an initial price of 15 cents per Mcf for 
gas delivered at pressures of 500 or more pounds, with the obligation on the 
part of Humble to deliver gas having a heating value of 950 Btu. The contract 
price is subject to periodic increases, redetermination, and tax adjustments, 
with Humble reserving the right to process the gas for recovery of certain 
liquefiable hydrocarbons. Under the terms of this contract, El Paso is obligated 
to take the greater part of 25 percent of each well’s daily stabilized producing 
capacity at the operating pressure of El Paso’s gathering system, or a volume 
ratable on the basis of reserves, potential, and acreage with other wells in the 
field. This obligation to take is limited to one million cubic feet for each 10 
billion cubie feet of recoverable gas reserves committed under the contract. 
El Paso has the right within a two year period to make up the volumes of gas 
paid for but not taken. 

On August 7, 1958, Humble and El Paso entered into an agreement amending 
the contract of August 23, 1957, whereby the gas delivered from the East La 
Barge Field at or in excess of 860-pounds would be priced at 16 cents per Mcf. 
This agreement is the basis for Humble’s certificate application in the instant 
proceedings. Deliveries of gas by Humble have not commenced, although it 
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sought, on January 27, 1959, to invoke Section 157.28 of the Commission’s Regu- 
lations Under the Natural Gas Act, relating to temporary certificates. This 
was denied, on the ground that El Paso had not sought a temporary certificate 
to move this gas. 

Pan American’s application was filed on June 30, 1958, as a result of its 
contract with El Paso dated May 1, 1958, and covers its interest in natural 
gas produced in the East La Barge unit. Pan American is to receive initially 
16 cents for natural gas delivered at or in excess of 860-pounds pressure, and 
for gas delivered between 500 and 860 pounds at the rate of 15 cents. The 
contract provides as to price for periodic increases, sets forth a price redeter- 
mination clause, a so-called “favored nations” clause which is limited in its 
operation to the East La Barge unit, and a tax adjustment provision. The 
contract also refers to a separate agreement between Pan American and El 
Paso under which Pan American will receive from El Paso compensation for 
liquid and liquefiable hydrocarbons recovered from the gas in a plant to be 
constructed by El Paso in the Big Piney Field, Wyoming, with the right to 
process reverting to Pan American upon termination of this arrangement. Pan 
American is obligated to deliver gas having a Btu of at least 950. 

Under the terms of the Pan American contract, El Paso is obligated to 
take-or-pay-for the greater of 25 percent of each well’s daily stabilized producing 
capacity, or a volume ratable on the basis of reserves, deliverability, and acreage 
with its takes from other wells in the field, with the right to take up to 100 
percent of the deliverability from the wells. Notwithstanding these provisions, 
the maximum average daily quantity which El Paso is obligated to take is one 
million cubic feet for each eight billion cubic feet of recoverable gas reserves 
committed under the contract. El Paso’s recoupment of gas paid for but not 
taken is limited to a 2-year period. 

Pan American, in its application, questioned the jurisdiction of this Commis- 
sion but requests that, in the event it should be determined that the Commission 
has jurisdiction, the certificate issue on the condition that such certificate expire 
simultaneously with the expiration of its sale contract. During the hearing, 
Pan American amended its application to eliminate these issues. 

The only issue in these certificate proceedings is whether or not the proposed 
rate to be charged, as set forth in the pricing provisions of the contracts for 
natural gas to be sold and delivered by the producers to El Paso, is supported 
by evidence showing its necessity to the present or future public convenience 
and necessity. The propriety of raising the rate issue in certificate cases is 
recognized by the Commission and sanctioned by the courts. 

In Atlantic Refining Co. v. Public Service Commission, 360 U.S. 378, 390 (1959), 
Mr. Justice Clark, for the Supreme Court, stated in regard to the Natural 
Gas Act: 

It is true that the Act does not require a determination of just and 
reasonable rates in a § 7 proceeding as it does in one under either § 4 or § 5. 
Nor do we hold that a ‘just and reasonable’ rate hearing is a prerequisite 
to the issuance of producer certificates. What we do say is that the in- 
ordinate delay presently existing in the processing of § 5 proceedings requires 
a most careful scrutiny and responsible reaction to initial price proposals 
of producers under §7. Their proposals must be supported by evidence 
showing their necessity to ‘the present or future public convenience and 
necessity’ before permanent certificates are issued. This is not to say that 
rates are the only factor bearing on the public convenience and necessity, 
for §7(e) requires the Commission to evaluate all factors bearing on the 
public interest. The fact that prices have leaped from one plateau to the 
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higher levels of another, as is indicated here, does make price a consideration 
of prime importance. This is the more important during this formative 
period when the ground rules of producer regulation are being evolved. 
Where the application on its face or on presentation of evidence signals the 
existence of a situation that probably would not be in the public interest, 
a permanent certificate should not be issued. 

In these proceedings, the propriety of raising the rate issue is not questioned. 
This issue was recognized by all parties, including Staff counsel, at the opening 
of the hearing. All of the evidence offered was directed toward this issue, 
except for the establishment of a prima facie case on the other issues, which will 
be covered in the formal findings of this decision. 

At the conclusion of the presentation of the evidence on behalf of the applicants, 
Staff counsel moved for a dismissal of the application, on the ground that the 
evidence offered by the applicants did not justify the proposed initial rate named 
in the pricing provisions of the contracts, and thereupon the proceedings were 
concluded. 

The Commission, in protecting the public interest for the benefit of the con- 
sumers as to the initial rate to be charged in certificate cases, is not limited in 
its consideration to any one criteria, such as the determination of the rate level 
on a cost-of-service approach. The Commission may, under appropriate circum- 
stances, condition the certificate so as to prohibit the charging of rates that are 
out of line, or which would cause general price rises or an increase in an appli- 
eant’s existing rates. The burden of establishing that the proposed rate is 
“clearly shown to be required by the public convenience and necessity” for the 
“full protection of the public interest” rests upon the applicant. Atlantic Re- 
fining Co. v. Public Service Commission, supra, pp. 391, 392. In support of this 
issue, the producers offered in evidence their contracts with El Paso, a non- 
affiliated company. In addition, it was contended that the contracts did not 
name rates which would be out of line with other contracts entered into by 
El Paso, or effect a raising of rates to be charged. Also, evidence was offered 
related to the market price or value of the gas and to certain costs. 

The evidence adduced disclosed that El Paso maintains a policy of having a 
uniform price applicable to a particular area from which gas is purchased to 
supply the Pacific Northwest system. When El Paso establishes a price in an 
area for gas, it then offers the same price to all producers for the same quality 
of gas under similar delivery conditions, and amends existing contracts which 
do not conform so as to have one price in the area. El Paso’s pricing areas 
along its Pacific Northwest system are designated as San Juan, Bar X, Piceance 
Creek, Rangely, and Big Piney. The prices paid for gas from other pipeline 
companies are not a part of this pricing policy, such as contracts with Colorado 
Interstate Natural Gas Company, and for gas imported from Canada. El Paso 
considers the East La Barge Field as a production unit in the Big Piney area, 
along with the Big Piney gas field and other fields to which its 16-inch Big Piney 


1Counsel for El Paso: “There is only four and one-half miles of pipeline involved and 
the cost is only $137,000, and it just seems ridiculous to go to a full-blown hearing when 
there was no question on any issue whatsoever so far as El Paso or the producers are con- 
cerned excepting only whether or not the price should be in accordance with the terms of 
the contract or whether there should be a condition annexed as to the price. * * * the 
sole issue in this hearing being whether the certificate should issue with or without price 
conditions’ (Tr. pp. 9-10). 

Staff Counsel: “With respect to the actual issue to be tried before you this morning, we 
believe that under the CATCO case, the burden of proof is upon the producers and we 
expect them to receive and produce evidence that will fully support their proposals in 
accordance with that decision.” (Tr. p. 12.) 
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supply lateral connects. This lateral was placed in operation on or about 
November 1, 1956. In carrying out this policy in the Big Piney area, El Paso 
increased the price to Humble to conform to the subsequent contract with Pan 
American of 16 cents. The price to Pan American is the same as set forth in 
Belco’s amendment to its contract of August 19, 1957, which was filed on Janu- 
ary 6, 1958, and suspended on January 31, 1958. At the present time, El Paso is 
offering in the Big Piney area 18% cents for gas delivered at 860-pounds 
pressure or above, and 17% cents for gas delivered at 500-pounds. Today El 
Paso would negotiate these same contracts at the 1814 cent price for the 
860-pound pressure. 

El Paso, as a “good business endeavor,” offered the above prices in this area 
to stimulate production by producers, as it wanted to acquire all of the available 
reserves to support a pending application before the Commission to transport 
gas to the Nevada-California border. There can be no question that the higher 
the price paid for gas, the desire of the producers is further incited to produce 
and sell natural gas. Neither the level of the prices or the justification thereof 
necessary to maintain development in this area is disclosed in this record. 
Under the above policy of El Paso of maintaining a uniform price in an area, 
und also by reason of the renegotiation clauses in the contracts, the contracts 
will shortly be amended to provide for the 18% cent price. Belco has stated 
that it will file for this price. However, the highest price paid for gas by El 
Paso in this area from the various producers, which is not subject to a rate 
suspension order of the Commission, is 15 cents.2 In the Birch Creek and Dry 
Piney Unit, which is a part of El Paso’s Big Piney pricing area, Mountain Fuel 
Supply Company, serving Salt Lake City, is purchasing gas for 15 cents per Mcf. 
To issue a certificate for the sale of gas in the Big Piney area at a price in excess 
of 15 cents, in the face of another company making purchases therein at 15 cents, 
and in the face of the Commission’s suspension order in this area, certainly 
would not be “holding the line” and the increases in charges will affect rates to 
be charged for all future gas to be purchased by the Mountain Fuel Company, 
as well as by El Paso. 

Market value evidence, to a limited extent, was introduced, consisting of prices 
paid by El Paso under certain contracts, as justification of the price named in the 
contracts here under consideration. This evidence disclosed prices paid by El 
Paso, ranging from 12 cents in Utah to a proposed price of slightly more than 29 
cents for gas to be imported from Canada at Kingsgate. If anything, this evi- 
dence by reason of the wide variation in the prices clearly shows that there is no 
market value as such for gas purchased by El Paso. Aside from the fact that 
such prices are subject to regulation, the record does not disclose sufficient facts 
relating to the conditions and circumstances surrounding the other sales to make 
a determination as to their similarity. This attempt to establish a market value 
for the gas which is subject to regulation by the Commission is analogous to the 
case of Dayton Power & Light Company v. Public Utilities Commission of Ohio, 
292 U.S. 290, 299, in which Mr. Justice Cardozo; speaking for the Supreme Court, 
commented on the attempt to establish a market value for natural gas lease 
holders, stating: 

In the second place, the profits to be earned in a regulated business must 
vary with the rates established by the supervising agencies of government, 
with the result that prophecies, however radiant, may be upset over night by 
the publication of a lower schedule. 


2 Mountain States Drilling Company is selling gas to El Paso from this area under @ 


temporary certificate at 18% cents per Mci, which is subject to further Commission 
action. 
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In addition, other contentions were advanced in justification of the rate to be 
charged, including the willingness and advantage to El Paso of having the gas 
delivered at the higher pressure, selecting statistics on operations and cost trends, 
and conditions associated with the production and delivery of the gas to El Paso 
as affecting the producers’ cost of operation. 

The willingness on the part of El Paso to pay more for gas, even though such 
higher payments may result in advantages or savings to it, is not a basis on 
which rates to be charged by producers can be justified. The question here is 
the reasonableness of the charges to be made by the producers. 

Selected statistical information was offered to show that Pan American’s costs 
of doing business had increased, with the claim that it should get more for gas 
today to keep abreast of inflation and the increasing costs of doing business. 
Such contentions undoubtedly are effective at the negotiation table, but rates are 
not determined by the Commission on the basis of negotiations between the par- 
ties or on trended cost studies. 

The accessibility of the wells, terrain, and weather conditions referred to in 
this record certainly affect operating costs, but standing alone are insufficient to 
justify the rates. Such costs do not reflect the complete cost of doing business. 
There is no contention here that sufficient cost information was not or could 
not be made available. The witnesses took the position that they did not know 
what costs had been incurred in the East La Barge Unit, even though such costs 
are reflected on the books of the company and under the operating agreement en- 
tered into as of September 15, 1958. all costs incurred in the development and 
operation of the participating area for or in connection with production are ap- 
portioned between the producers, and Belco, as the operator, has the specific 
duty to “Keep full and accurate records of all costs incurred, and controllable 
material and equipment, which records, and receipts and vouchers in support 
thereof, shall be available for inspection by authorized representatives of the 
other Parties at reasonable intervals during usual business hours at the office 
of Unit Operator ;” The only inference that can be drawn from the producers’ 
failure to place in evidence their complete costs is that it would be adverse to 
the establishment of the 16 cent price. 

The producers take the position that they are only obligated under their 
contract to deliver gas at a pressure of 500-pounds, for which they will receive 
15 cents, and that deliveries at or about 860-pound pressure justifies the increase 
to them of 1-cent in the rate. In support of this contention only general state- 
ments were made to the effect that such an increase is reasonable. No pay-out 
or other cost studies were placed in evidence. The proposal in these certificate 
proceedings rests on deliveries of gas to El Paso at a pressure in excess of 860 
pounds, not at 500-pounds, for which the producer will receive 16 cents per 
Mcf. It is this price of 16 cents which raises the rate issue in these proceedings, 
not what would result under different conditions of delivery under rates made 
applicable thereto as set forth in the contracts negotiated between the parties. 
Reference ig made to the decision in J. M. Huber Corporation, 22 FPC 338 
(August 10, 1959), to the effect that pressure is a factor in considering the 
price. The Commission, in that case, did refer to the difference in cost between 
gas gathered and compressed, but rested its decision on the fact that it had 
certified other applicable sales at prices in excess of that proposed therein. The 
contention here that the 860-pound pressure for delivered gas justifies an in- 
creased charge is the same as was made by Belco in support of its Supplement 
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No. 3 to its FPC Gas Rate Schedule No. 3. The Commission suspended this 
supplement because the increased rate and charge so proposed had not been 
shown to be justified. The record in this case is barren of any probative value 
for a determination of the rate proposed to be charged by the producers that 
the increase is justified by the delivery of gas at the higher pressures. The 
rule of evidence that “if weaker or less satisfactory evidence is offered when 
it appears that stronger or more satisfactory was within the power of the 
parties, the evidence offered should be viewed with distrust” is applicable here. 
5 Nichols Applied Evidence 4187. 

In these proceedings, the failure to justify the rate of 16 cents proposed to 
be charged by the producers does not preclude issuance of the requested certifi- 
eates on this record, under the holding in Atlantic Refining Co. v. Public Service 
Commission, supra, if such certificates are conditioned so as to permit the sale 
under the conditions as here proposed at a pressure in excess of 860-pounds 
and at a rate of 15 cents. If and when the pressure at the wells is not suf- 
ficient to deliver the gas in excess of 860-pounds, applications to amend the 
certificates can always be filed for Commission consideration. 


Additional Findings and Conclusions 


Upon consideration of the record in these proceedings, it is found and con- 
cluded, in addition to the findings and conclusions heretofore stated, that: 

(1) Hl Paso Natural Gas Company is a natural-gas company within the 
meaning of the Natural Gas Act. 

(2) El Paso’s facilities for which a certificate is requested will constitute 
an integral part of El Paso’s interstate transmission system, and will be used 
to transport natural gas moving in interstate commerce for resale to ultimate 
consumers, and the construction and operation thereof are subject to the require 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) El Paso is a qualified applicant under Section 7 (e) of the Act, and is 
able and willing properly to do the acts and to perform the service proposed 
and to conform to the provisions of the Act and the requirements, rules, and 
regulations of the Commission thereunder. 

(4) The facilities above referred to and the operation of such facilities, in- 
cluding the sale of the natural gas to be purchased, are required by the public 
convenience and necessity, and a certificate authorizing the same should issue 
upon the terms and conditions of this order, which terms and conditions are 
reasonable and required by the public convenience and necessity. 

(5) The motion filed by Belco Petroleum Corporation requesting a substitu- 
tion as the applicant herein in lieu of Belfer Natural Gas Company should be 
granted. 

(6) Belco Petroleum Corporation, Humble Oil & Refining Company, and Pan 
American Petroleum Corporation are now, or will become upon the commence- 
ment of the sale of natural gas proposed in these proceedings, natural-gas 
companies within the meaning of the Natural Gas Act as independent producers 
of natural gas as defined in the Commission’s Regulations, engaged in the sale 
of natural gas in interstate commerce for resale for ultimate public consumption, 
and such sales, together with the construction and operation of any facilities 
subject to the jurisdiction of the Commission necessary therefor, are subject 


to the requirements of subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 
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(7) Each of the independent producer applicants, subject to the requirements 
of this order and the conditions of the certificates issued to them, is able and 
willing properly to do the acts and to perform the service proposed and to con- 
form to the provisions of the Act and the requirements, rules, and regulations 
of the Commission thereunder. 

(8) The sales of natural gas by each of the independent producer applicants 
to El Paso, together with the construction and operation of any facilities subject 
to the jurisdiction of the Commission necessary therefor, are required by the 
public convenience and necessity if made as proposed in these proceedings at a 
delivery pressure in excess of 860-pounds and at a rate of 15 cents per Mcf, and 
certificates authorizing the same should issue to each of them upon the terms 
and conditions of this order, which terms and conditions are reasonable and 
required by the public convenience and necessity. 


ORDER 


Wherefore, it is ordered, subject to review by the Commission, that: 

(A) A certificate of public convenience and necessity hereby is issued to El 
Paso Natural Gas Company for the construction and operation of the facilities 
installed and for the sale of natural gas as proposed, subject to and upon the 
terms and conditions hereinafter ordered. 

(B) Belco Petroleum Corporation hereby is substituted as applicant in 
Docket No. G—17640 in lieu of Belfer Natural Gas Company. 

(C) Beleco Petroleum Corporation, Humble Oil &.Refining Company, and 
Pan American Petroleum Corporation hereby are issued certificates of public 
convenience and necessity for the sale of natural gas in interstate commerce 
for resale as proposed, together with the construction and operation of any 
facilities subject to the jurisdiction of the Commission necessary therefor, upon 
the terms and conditions hereinafter ordered. 

(D) Belco Petroleum Corporation, Humble Oil & Refining Company, and Pan 
American Petroleum Corporation shall make delivery of the natural gas to 
El Paso at a pressure in excess of 860 pounds, and the initial price for the sale of 
such gas to El Paso shall be 15 cents per Mcf. 

(E) The certificates herein issued shall be accepted in writing and under oath 
within 30 days of the date of issuance of this order. 

(F) The certificates issued herein are not transferable and shall be effective 
only so long as each of said applicants continues the acts and operations herein 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations, and orders of the Commission. 

(G) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act or of Part 154 of the 
Commission’s Regulations Under the Natural Gas Act requiring the filing of rate 
schedules for the service herein authorized, and is without prejudice to any 
findings or orders which have been or hereafter may be made by the Commission 
in any proceeding now pending or hereinafter instituted by or against the 
applicants. Further, the action taken in these proceedings shall not foreclose 
nor prejudice any further proceeding or objection relating to the operation of 
any price or related provisions in the gas purchase contracts here involved. 


ALVIN A. KURTZ, 
Presiding Examiner, 


676-807—64——_16 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-—19983 


ORDER DETERMINING RATE OF RETURN DISALLOWING PROPOSED INCREASED RATES AND 
DIRECTING PAYMENT OF REFUNDS AND PERMITTING SUBSTITUTION OF LOWER INTERIM 
RATES 

(Issued August 9, 1960) * 


This proceeding arises from a filing on October 5, 1959, by Tennessee Gas 
Transmission Company (Tennessee) under Section 4(d) of the Natural Gas Act 
of proposed increased rates to its jurisdictional customers totaling $26,590,138 on 
an annual basis. These proposed increased rates were suspended by order of the 
Commission issued November 4, 1959, until April 5, 1960, and such further time 
as they might be made effective in the manner prescribed by Section 4(e) of the 
Act. Upon motion of Tennessee duly made, and by order of the Commission 
issued April 29, 1960, the proposed increased rates became effective as of April 
5, 1960, subject to refund of any charges found by the Commission in this 
proceeding to be excessive. 

Hearing on the lawfulness of Tennessee’s proposed increased rates in this 
proceeding commenced on February 2, 1960. In the course of the hearing, Ten- 
nessee presented all of its direct evidence. This evidence was tested by cross- 
examination on the single issue of rate of return. Evidence on this single 
issue was also presented by the Commission’s staff and by the West Virginia 
Public Service Commission. This evidence was in turn the subject of cross- 
examination by Tennessee, and Tennessee thereafter presented rebuttal evidence 
on the issue of rate of return, the cross-examination of which was concluded 
on May 25, 1960. On that date Commission staff counsel moved that an interim 
order procedure be adopted with respect to the rate of return issue, requesting 
(1) that the Commission consider the record on rate of return and issue its 
order determining the fair, just and reasonable rate of return to be allowed 
Tennessee in this proceeding; and (2) that if the rate of return so determined 
is less than the 7 percent proposed by Tennessee, the Commission direct Tennes- 
see to refund the difference between the rates collected at the proposed 7 percent 
and reduced rates giving effect to the rate of return so determined. Staff's 
motion contemplates that for the purpose of the immediate refund and the 
filing of substitute lower rates for the interim period, all other factors relating 
to rate base, cost of service, allocation, etc., be used as presented by Tennessee. 
Commission staff counsel also moved that the intermediate decision procedure 
be waived in accordance with Section 1.30 of the Commission’s Rules of Practice 
and Procedure. 

3v order issued June 17, 1960, the Commission omitted the intermediate 
decision procedure on the issue of rate of return and directed that oral 
argument before the Commission be heard on (1) the question of the proper 
rate of return for Tennessee and (2) the questions whether as a result of 
determination of the proper rate of return, immediate refunds and rate re 
ductions, if any, should be ordered, and if so, on what basis. Oral argument 
by Tennessee, staff and interveners was heard on July 29, 1960, and these issues 
are now before the Commission for decision. 


*Rehearing denied by order issued September 27, 1960, infra., p. 525. Approved in part, 
set aside and remanded in part, 203 F. 2d 761 (CA5—1961). 
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Rate of Return 


Tennessee proposes in this proceeding an overall rate of return on its net 
investment rate base of 7 percent. Staff, and those interveners who have 
taken a position on the rate of return issue, contend that this rate of return 
is not justified and that Tennessee has not shown the need for such a high 
rate of return. Staff’s position is that the fair, just and proper rate of return 
for Tennessee is not in excess of 6% percent, whereas those interveners who 
have addressed themselves to this issue take the position that Tennessee is 
entitled to no more than 6 percent, except for one intervener who would allow 
Tennessee 614 percent. 

Based on the evidence of record, the parties’ briefs, and the oral argument, 
we are of the opinion that 64% percent is the fair, just and reasonable rate 
of return to be allowed Tennessee for the purpose of this interim order, and 
is in accord with the principles and standards set forth by the Supreme Court 
in Bluefield Water Works and Improvement Co. v. Public Service Commission 
of West Virginia, 262 U.S. 679, and in F.P.C. v. Hope Natural Gas Co., 320 
U.S. 591. 

For the purpose of determining an overall rate of return, Tennessee utilizes 
eapitalization ratios which purport to be based on the capital structure of 
Tennessee alone. Staff and the West Virginia Commission, on the other hand, 
presented their evidence and make their recommendations on the basis of 
Tennessee’s consolidated capitalization. Use of a capitalization on a consolidated 
basis is also urged by certain of the interveners. 

Tennessee, through its divisions and subsidiaries, is engaged in diversified 
activities, some of which are wholly unrelated to its gas transmission business. 
It carries on these activities both on this continent and overseas. Tennessee’s 
chairman testified in this proceeding that 30 percent of Tennessée’s gross and 
net has come from unregulated activities. Tennessee’s evidence shows a total 
capitalization on a consolidated basis of $1,297,861,544, as of February 29, 1960, 
as compared to a total capitalization on a non-consolidated basis, as of the 
same date, of $1,186,721,011. It further shows that of Tennessee’s average net 
plant of $1,053,719,815, some 79 percent represents utility or gas plant, and 
some 21 percent represents non-utility plant. We note these data to show the 
extent to which Tennessee is engaged in activities which are beyond the regula- 
tory scope of this Commission, and to point up the problem with which we are 
faced in fixing rates to be paid by Tennessee’s jurisdictional gas customers. 
The natural gas consumer should not be put in the position of either financing 
or underwriting Tennessee’s non-jurisdictional business, and we are of the 
opinion that for the purpose of determining a proper rate of return to be 
allowed we should look to the capitalization of Tennessee’s gas pipeline business 
rather than to either its consolidated capitalization or the capitalization of the 
company itself on a non-consolidated basis. 

The record at the present time does not reveal what the capitalization of 
Tennessee’s gas pipeline business might be. Tennessee has introduced in evi- 
dence what purports to be its capitalization on a non-consolidated basis, and 
we would be inclined to determine Tennessee’s interim rate of return on that 
basis, but for the fact that the state of the record does not permit us to 
determine the completeness or accuracy of that statement in the absence of 
evidence showing the capital structure of the various subsidiaries of Tennessee. 
Thus, for the purpose of this interim order we shall utilize a capitalization 
determined on a consolidated basis. It should be noted, however, that as a 
practical matter the rate of return which we herein determine to be proper 
would be the same whether we base our findings upon the consolidated capital- 
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ization set forth below, as we here do, or were to use as the basis of our findings 
the non-consolidated capitalization statement put in evidence by Tennessee. 
We emphasize, however, that the determination herein made is for the purpose 
of this interim order only and that such determination is subject to final review 
in the next phase of this proceeding in light of such additional evidence as 
shall be adduced upon resumption of the hearing to show Tennessee’s capital- 
ization insofar as it applies only to Tennessee’s gas pipeline business. Tennes- 
see, upon resumption of the hearing, shall present evidence for this purpose. 

On a consolidated basis, we find Tennessee’s capitalization, as of February 29, 
1960, to be as follows: 


Long term debt 737, 664, 739 
Preferred stock 177, 782, 266 ; 
Common equity 383, 068,287 29. 


$1, 298, 515, 292 100.0% 


In fixing these capitalization ratios, we have excluded from long term debt 
$18,494,427 of accumulated deferred taxes arising from ‘the use of liberalized 
depreciation under Section 167 of the Internal Revenue Code of 1954, which staff 
contends is equivalent to a long term loan at zero interest. However, in so doing, 
we do not here decide the issue of the proper treatment of the deferred taxes, but 
rather reserve that question for disposition in the next phase of the proceeding, 
together with the question of the proper treatment of the tax benefits for 
statutory depletion and intangible well drilling costs. 

We have treated the $19,264,600 of 4.50 percent convertible preferred stock, 
which as of February 29, 1960, had not been converted into equity, as preferred 
stock. We cannot agree with Tennessee that such stock should be reclassified 
in the capitalization as common equity. Although this stock is presently in the 
process of being converted, we cannot conclude that conversion of the balance 
outstanding is imminent. The $19,264,600 is therefore included in the amount 
of preferred stock shown in the above finding of capitalization. We have also 
included in the amount of preferred stock the premium received by Tennessee 
on five issues of preferred stock amounting to $653,748, which Tennessee concedes 
should be included and which does not appear to be included in the company’s 
statement of consolidated capitalization. 

There is no controversy concerning the average weighted cost of Tennessee’s 
debt and preferred stock, and we accept the cost of 4.35 percent for debt and 
4.90 percent for preferred stock as shown by Tennessee on a consolidated basis. 

The heart of the controversy in this proceeding and the issue which is basic 
to a determination of the overall rate of return to be allowed Tennessee is the 
question of the allowance to be provided in the rate of return for Tennessee’s 
common equity. This allowance takes into account the return which is required 
to attract equity capital into Tennessee’s business. On the basis of the weighted 
average cost of debt capital and preferred stock of 4.35 percent and 4.90 percent 
respectively, and ultilizing the capitalization ratios as determined above, the 
following allowances on Tennessee’s equity capital would be provided by allowing 
the overall rate of return as indicated: 


Overall return Equity Overall return Equity 
allowance allowance 


6 percent 9.69 percent. 6% percent 11.39 percent. 
638 percent 10.12 percent. 6% percent 12.24 percent. 
6% percent 10.54 percent. 7 percent 13.08 percent. 
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In support of its proposed 7 percent rate of return, Tennessee contends that 
it has historically been allowed a return of 14-16 percent on its book equity, and 
that it now should be allowed the same return on book equity to maintain its 
relative position; that a 7 percent rate of return is necessary to maintain a 
proper coverage of its debt interest and preferred dividends ; and that Tennessee 
and other natural gas pipeline companies are entitled to a higher return on 
equity than electric companies which have historically received a return of close 
to 11 percent on a larger common equity base. Tennessee wholly rejects the use 
of earnings-price ratios as a measure of investor appraisal and as a guide to 
determining the proper equity allowance, and relies instead on current earnings- 
book value ratios. Staff, on the other hand, utilizes earnings-price ratios as the 
best guide, to be considered with judgment and in balance with other factors, 
in determining the proper allowance for equity. The West Virginia Commission, 
in turn, derives an allowance for equity from a study of the dividends on 
Tennessee’s common stock in relation to net proceeds, making appropriate adjust- 
ments for pay-out ratio and cost of issuance, etc. 

We have only recently considered the question of the reliability of using 
earnings-price ratios in determining the proper allowance to be made for common 
equity in the rate of return for a natural gas pipeline company. In our order 
issued July 8, 1960, in Southern Natural Gas Co., Docket No. G—20509, 24 FPC 26, 
we confirmed the Commission’s practice of using earnings-price ratios, with 
judgment, as an indication of a proper return on common equity. We stated: 


The investor’s appraisal of the risks inherent-in the enterprise and the 
return which he requires in the light of this appraisal are basic 'to a deter- 
mination of the allowance for common equity, and the Commission as a 
matter of practice has always looked to earnings-price ratios as an indication 
of such investor appraisal. We are of the opinion that the study of earnings- 
price ratios for Southern and comparable pipeline companies over a period 
of years, put in evidence in this proceeding by staff, may properly be used 
with judgment, together with other factors, in determining a reasonable 
allowance for Southern’s equity. 


The record in this proceeding shows that for the five year period, 1955-1959, 
the earnings-price ratios for Tennessee averaged 5.8 percent, and for the seven 
year period, 1953-1959, they averaged 6.2 percent. For ten major natural gas 
pipeline companies, comparable to Tennessee and including Tennessee, the 
earnings-price ratios for 1955-1959 averaged 6.3 percent, and for 1953-1959 they 
averaged 6.4 percent. Moreover, for the 12 year period, 1948-1959, for which 
such data is available for Tennessee, its earnings-price ratios averaged 6.6 
percent and compare favorably with those of the other major pipeline companies, 
and are generally equal to or lower than those of the industry as a whole. Such 
data indicate that Tennessee enjoys a favorable and improving position in the 
money market in relation to the rest of the industry. 

We should note at this point that the somewhat different approach to measuring 
investor appraisal of Tennessee’s common stock which was utilized by the 
West Virginia Commission confirms and supports the results of the earnings-price 
ratio study presented by staff. The evidence introduced on behalf of that com- 
mission indicates a “historical cost of equity capital” of 7.99 percent and a 
“current cost of equity capital” of 7.19 percent. 

The record further shows that Tennessee has been able to maintain a high level 
of earnings while moving towards a more conservative equity ratio. It shows 
that there has been a substantial increase in the market price of its stock since 
1946, reflecting the favorable position which its common stock enjoys in the 
market place. The record also shows that Tennessee has a relatively low risk 
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in connection with the recovery of its cost of service by reason of the minimum 
bill provisions of its rate schedules guaranteeing at least 69.5 percent of its 
estimated revenues from jurisdictional business. 'Tennessee’s position is further 
strengthened by its rapidly increasing gas reserves, these reserves having in- 
creased 63 percent since 1950 as compared to an increase of 36 percent for the 
nation’s reserves for the same period. 

There is no sound basis for Tennessee’s claim that it is entitled to the same 
return on book equity which it has historically enjoyed. To accept such a basis 
for the determination of a proper allowance for equity would be to deny recog- 
nition to changes in market prices, changes in dividend and earnings requirements 
of investors, changes in the relative risk of the natural gas industry as compared 
to other industries, and changes in relative risk of companies within the natural 
gas industry. This we cannot possibly do. We have, however, given considera- 
tion to the evidence of the return on book equity of Tennessee as compared to 
the other major pipeline companies as a factor in fixing a return which is com- 
mensurate with returns on investments of other enterprises having corresponding 
risks, and such evidence confirms our conviction that Tennessee is entitled to no 
more than the return herein provided, and that its position in the industry will 
not be prejudiced by reason of the determination herein made of the proper rate 
of return. 

In five previous rate proceedings before this Commission, the rate of return 
to Tennessee was not a matter of contest. In four of the cases there was agree- 
ment upon a rate of return of 6 percent, and the cases were settled without 
discussion of the rate of return or the allowance on common equity. In the 
fifth and last proceeding, Docket No. G—5259, the issue was heard and the 
examiner noted that the use of the proposed 6 percent rate of return would result 
in an allowance on common equity of 13.71 percent. He further noted that the 
staff had expressed some concern that the allowance on equity might be excessive, 
but had concluded that in view of the high interest rates then obtaining and 
the extremely thin common equity of Tennessee, a 6 percent rate of return should 
not be regarded as excessive. The examiner accepted the agreed upon 6 percent 
rate of return, and his decision in that respect was adopted by the Commission 
(18 FPC 428). There is no substance in Tennessee’s argument that the action 
of the Commission in accepting a 6 percent rate of return in the foregoing cases 
in some way gives it a vested right in the return on equity resulting therefrom. 
And it is clear from the evidence in this proceeding that the high return on 
equity which Tennessee here seeks is not justified. 

Again there is no sound basis for Tennessee’s position with respect to the 
coverage ratio for interest on debt and dividends on preferred stock. ‘There 
is no substantial evidence to show that such coverage ratios must be maintained 
at levels comparable to those of 1954 and prior years, nor is there evidence of 
comparability with other companies and industries to show that the quality 
of Tennessee’s senior securities will suffer in the market place if Tennessee is 
not given the 7 percent rate of return which it seeks. 

There is likewise no substantial evidence to support Tennessee’s contention 
that it needs a 14 to 15 percent return on common equity because certain electric 
utilities have had an average return of almost 11 percent over a period of years. 
We are not convinced that the selection of electric utilities made by Tennessee 
presents a proper basis for comparison, or that the differing risks inherent in 
the two industries can be measured as Tennessee here proposes. It is significant 
to note that according to Tennessee’s own study, the three largest electric utili- 
ties for which data is shown—namely, Consolidated Edison Company of New 
York, Pacific Gas and Electric Company and Public Service Electric and Gas 
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Company—had earnings on common equity for 1958 of 8.1, 9.7 and 8.6 percent, 
respectively. 

Upon consideration of the earnings-price ratio data and all the factors dis- 
cussed above, and giving consideration to the corporate costs of equity financing, 
we conclude that an allowance on common equity of between 10 and 10.5 percent 
is fully adequate for Tennessee, and is sufficient to enable Tennessee to attract 
new equity capital and preserve its financial integrity. As indicated in the 
table set forth above, an overall rate of return of 6% percent will provide 
Tennessee an allowance of 10.12 percent on its common equity, and we shall 
therefore fix the fair, just and reasonable rate of return to Tennessee for the 
purpose of this interim order at 6% percent. 

The overall rate of return so determined is applicable to all of Tennessee’s 
properties, including well-mouth production properties. Tennessee has not 
urged, nor does the record at this point in the proceeding show, that Tennessee 
is entitled to any different rate or return on its production properties. This 
question, however, is bound up with the question of the treatment of tax bene- 
fits for statutory depletion and intangible well drilling costs, which we are reserv- 
ing for disposition in the next phase of the proceeding. Thus final determination 
of the proper rate of return on production properties cannot be made at this 
time, but will be made upon conclusion of the next phase of the proceeding. 


Immediate Refunds 


The propriety and legality of ordering immediate refunds of amounts which 
Tennessee has collected subject to refund since April 5, 1960, has been settled 
by our recent order in the Southern Natural case, supra. The purpose of the 
interim order procedure is to alleviate, to the extent possible, the financial 
burden of increased rates being borne by Tennessee’s wholesale gas customers. 
The record shows that if the rate of return herein determined were 6 percent, 
the effect of such rate of return and associated income taxes would result in 
savings to these customers during the interim period in the amount of $13,037,649 
ayear. Although the savings will be somewhat less on the basis of the 64% per- 
cent rate of return herein determined, the amount of the savings are of such 
magnitude that the public interest requires disallowance of Tennessee’s proposed 
increased rates and a filing of substitute rates based on the 6% percent rate of 
return, such substitute lower rates to be effective as of April 5, 1960. 

Immediate refunds of the increased rates collected by Tennessee since 
April 5, 1960, to the extent that such rates exceed the substitute lower rates 
based on the 6% percent rate of return, will put Tennessee and its customers 
in the same position that they would be in had Tennessee initially filed its in- 
creased rate on the basis of the 6% percent rate of return which we here find 
to be the proper rate of return. Tennessee should not be permitted to retain 
amounts which it has collected on the basis of an unlawful rate of return, and 
we shall therefore order immediate refunds of these amounts. 

Tennessee argues here, as did Southern in the Southern Natural case, that 
the interim order procedure is unlawful and inequitable unless the Commission 
makes final disposition of the complex issues of cost allocation and rate design 
at the same time it determines the proper rate of return, since Tennessee may 
not be able to recover its cost of service should the Commission decide these 
issues in such a way that Tennessee would have to make refunds in certain 
zones where its rates are found to be too high but could not recover revenues 
.Tetroactively in those zones where it has charged less than the finally deter- 
mined cost of service. This argument was fully answered by us in the Southern 
Natural order where we concluded, 24 FPC 26, at 27: 
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Should Southern suffer legal injury by reason of the Commission’s final 
order in the second phase of this proceeding, it may seek judicial review. 
It cannot, however, be heard to complain of an order which fixes a proper 
rate of return and looks only to the establishment of interim rate levels 
based on such proper return and which in all other respects are based on 
the methods and procedures employed by Southern in making its rate filing, 
including its own allocation and rate design methods. 

Certain of the intervening customer companies have expressed the fear that 
their right to receive refunds of all amounts collected from them by Tennessee, 
in excess of what is finally determined upon the conclusion of the next phase 
of the proceeding to be just and reasonable, will be prejudiced by an order at 
this time directing interim refunds upon the allocation and rate design methods 
proposed by Tennessee. We cannot agree that these customers will be so preju- 
diced by this interim order. As noted above, this order serves to place such 
customers in the same position as if Tennessee had initially filed its proposed 
increased rates utilizing the rate of return which we herein find to be proper. 
Tennessee’s customers will be afforded all the protection provided by the terms 
of the Natural Gas Act. 


The Commission finds: 


(1) The fair, just and reasonable rate of return to be allowed Tennessee in 
this proceeding is 644 percent; subject, however, to final disposition in the next 
phase of this proceeding of the related issues as to accumulated deferred taxes 
and tax benefits for statutory depletion and intangible drilling expenses, and 
final determination of the rate of return to be allowed Tennessee with respect 
to its well-mouth production properties; and subject to such further considera- 
tion as may be required in light of additional evidence which shall be presented 


in the next phase of the proceeding to show Tennessee’s capitalization insofar as 
it applies only to Tennessee’s gas pipeline business. 

(2) The proposed increased rates filed in this proceeding by Tennessee, and 
presently being collected by Tennessee subject to refund under the order of the 
Commission issued April 29, 1960, whereby the proposed increased rates became 
effective as of April 5, 1960, are excessive and should be disallowed. 

(3) Tennessee should be permitted to file herein substitute lower rates satis- 
factory to the Commission, based on the 64% percent rate of return herein 
found to be proper for the purpose of this interim order, such substitute lower 
rates to become effective as of April 5, 1960, upon acceptance by the Commission, 
subject to refund in accordance with the Commission’s order of April 29, 1960, 
and the undertaking heretofore filed by Tennessee in accordance with the terms 
of that order. 

(4) Tennessee should be required to make prompt refunds with interest at 
7 percent, in accordance with the Commission’s order of April 29, 1960, and 
the undertaking heretofore filed by Tennessee, of all amounts collected by it 
from its jurisdictional customers subject to refund under its proposed increased 
rates; provided, however, that if Tennessee files substitute lower rates as herein 
provided, the amount of such refunds should be the excess of the amounts s0 
collected over what it would have collected on the basis of the substitute lower 
rates so filed and found to be satisfactory by the Commission. A plan for 
making such refunds should be submitted for approval of the Commission. 


The Commission orders: 


(A) The proposed increased rates filed in this proceeding by Tennessee are 
hereby disallowed. 
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(B) Tennessee may, within 15 days of the date of this order, file in lieu thereof 
appropriate substitute tariff sheets to its FPC Gas Tariffs containing lower 
rates satisfactory to the Commission, based on the 6% percent rate of return 
herein found to be proper for the purpose of this interim order. Tennessee shall 
accompany its substitute filing with supporting cost of service and allocation 
data, to be computed and presented in the same form and manner as contained 
in its exhibits heretofore offered by it in this proceeding, revised only to reflect 
a 6% percent rate of return and Federal income taxes associated therewith. 
Tennessee shall further furnish with its filing a statement setting forth the 
method of computation of such substitute rates and showing the derivation 
thereof. Tennessee shall also accompany its substitute tariff sheets and support- 
ing data with a certificate showing service of copies thereof on all purchasers 
under the rate schedules involved, interveners in this proceeding, and interested 
state commissions. Comments by such parties shall be submitted to the Com- 
mission within ten days after service by Tennessee as required herein. 

(C) Upon acceptance of such filing of substitute rate as satisfactory to the 
Commission, the rates, charges and classifications set forth in Tennessee’s substi- 
tute tariff sheets shall become effective as of April 5, 1960, subject to refund, 
in accordance with the Commission’s order of April 29, 1960, and the undertaking 
heretofore filed by Tennessee in compliance with the terms of that order, and 
subject to further orders of the Commission in this proceeding. 

(D) Tennessee shall, within 15 days of the date of this order, file with the 
Commission its plan for promptly refunding to its jurisdictional customers the 
amounts which by finding paragraph (4) the Commission has found should be 
refunded by this order. Tennessee shall accompany its plans for refunds with 
a statement setting forth the computation of the refunds and interest, and the 
derivation thereof. Tennessee shall also accompany its plan for refunds and 
supporting statement with a certificate showing service of copies thereof on all 
purchasers under the rate schedules involved, interveners in this proceeding, and 
interested state commissions. Comments by such parties shall be submitted to 
the Commission within ten days after service by Tennessee as required herein. 
Upon approval by the Commission of said plan of refunding Tennessee shall make 
the refunds as so approved within 30 days thereafter, and shall report to the 
Commission within said 30 days the amounts so refunded to each jurisdictional 
customer. 

(BH) Tennessee shall, in the next phase of this proceeding, present additional 
evidence to show its capitalization insofar as it applies only to its gas pipeline 
business, as more fully discussed in the body of this order. 

(F) The issues as to accumulated deferred taxes and tax benefits for statutory 
depletion and intangible well drilling expenses, and final determination of the 
rate of return on Tennessee’s well-mouth production properties, shall be reserved 
for the next phase of this proceeding, together with all other issues as yet 
undisposed of, and further consideration shall be given at that time to the 
additional evidence with respect to rate of return presented by Tennessee in 
accordance with paragraph (E) above. 

(G) This order is without prejudice to further hearings in this proceeding 
on the reserved issues not herein decided and to such further order or orders as 
the Commission may issue in the disposition of the reserved issues and in final 
disposition of this proceeding. 

Chairman Kuykendall dissents and states he would allow a rate of return 
of 64%. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY AND TEXAS GAS TRANS. 
MISSION CORPORATION, DOCKET NO. CP60—44 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 11, 1960) 


American Louisiana Pipe Line Company (American), a Delaware corporation 
with a principal office in Detroit, Michigan, and Texas Gas Transmission Corpo- 
ration (Texas Gas), a Delaware corporation with a principal office in Owensboro, 
Kentucky, filed in Docket No. CP60—44 a joint application on February 25, 1960 for 
a certificate of public convenience and necessity pursuant to Section 7(c) of the 
Natural Gas Act, authorizing the exchange of natural gas through existing and 
a proposed new interconnection between the facilities of American and Texas Gas 
at the points hereinafter described and as more fully described in the application 
on file with the Commission. 

Installed interconnections and proposed interconnection : 

1. Where American’s pipeline interconnects with the 26-inch line of Texas Gas 
near Slaughters, in Webster County, Kentucky. 

2. Where American’s pipeline interconnects with the 26-inch line of Texas Gas 
in Acadia Parish, Louisiana. 

3. Where American’s pipeline interconnects with the 10-inch line of Texas Gas 
in Cameron Parish, Louisiana. 

4. A proposed new interconnection between American’s pipeline and the 16-inch 
line of Texas Gas near Bedford, in Lawrence County, Indiana. 

It is estimated that the facilities which Texas Gas proposes to construct will 
cost approximately $7,000. American’s tie-in facilities will cost approximately 
$3,800. Both will be financed by the respective companies from cash on hand. 

The purpose of the proposed exchange is to permit American and Texas Gas 
to make deliveries of natural gas to the system of the other when either is 
confronted with a situation on its system which can be alleviated by exchange 
deliveries. The exchange will be made, pursuant to a letter agreement dated 
February 15, 1960, at one or more of the subject delivery points, when it can be 
made without impairment of its obligations by either Applicant to its other 
customers and without undue inconvenience to its system operations. 

Neither American nor Texas Gas desires to make regular exchange deliveries 
of natural gas to the other; however, each foresees that it may be able, under 
certain circumstances, to make available to the other at the subject delivery 
points substantial quantities of gas which will assist the other in its system 
operations, provide added flexibility of operation and continuity of service, 
particularly during emergencies. 

The exchange of gas proposed will not affect the system gas reserves of either 
Applicant. Under the exchange agreement, any volume of gas delivered by one 
party to the other will subsequently be redelivered by such other party as soon as 
is feasible, but in any event within sixty days following such delivery at any one 
or more of the subject delivery points as may be mutually agreeable to the 
Applicants. No money will change hands in connection with the exchange. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 4, 1960, respecting the matters involved in and the issues presented by 
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the application. No petition to intervene or protest to the granting of the appli- 
cation has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) American, a Delaware corporation having its principal place of business 
in Detroit, Michigan, and Texas Gas, a Delaware corporation with a principal 
place of business in Owensboro, Kentucky, are “natural-gas companies” within 
the meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described, as more fully described in the joint 
application and exhibits in this proceeding, are proposed to be used in the 
transportation and exchange of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, as integral parts of American and Texas Gas 
existing pipeline systems, and the construction and operation thereof by Ameri- 
can and Texas Gas are subject to the requirements of Subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(3) American and Texas Gas are able and willing properly to do the acts and 
to perform the services proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(4) The proposed construction and operation of the facilities, and exchange 
of natural gas by American and Texas Gas are required by the public convenience 
and necessity and certificates therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 157. 
20) should attach to the certificates hereinafter issued to American and Texas 
Gas and to the exercise of the rights granted thereunder and that the time 
within which construction of the facilities authorized by this order shall be 
completed and in actual operation should be fixed at 4 months from the date on 
which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record, and, not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and ‘the same are here- 
by issued authorizing American and Texas Gas to construct and operate the 
facilities hereinbefore described and to exchange natural gas all as more fully 
described in the joint application in this proceeding and the exhibits appended 
thereto, subject to the jurisdiction of the Commission, upon the terms and con- 
ditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (¢c) 
(3), (ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificates granted in 
paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be construc- 
ted and placed in actual operation as provided by paragraph (b) of Section 157.20 
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of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
4 months from the date on which this order issues. 

(D) The exchange of natural gas will be limited to those times when such 
exchange can be accomplished without impairing service to the customers of 
American and Texas Gas. 

(E) Applicants shall file related rate schedules covering the authorized service, 
pursuant to the Commission’s regulations. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


KENTUCKY GAS TRANSMISSION CORPORATION, DOCKET NOS. G-12199, 
G-16816 AND G-—18421 


ORDER APPROVING SETTLEMENT, PRESCRIBING REFUNDS AND TERMINATING PROCEEDINGS 
(Issued August 11, 1960) 


On July 8, 1960, Kentucky Gas Transmission Corporation (Kentucky Gas), an 
affiliate in the Columbia Gas System, Inc., filed an offer of settlement in the 
above dockets together with a motion requesting approval of that settlement 
upon all of the terms and conditions set forth therein. The proposed settle 
ment (attached hereto as Exhibit “A”)* was entered into following a field 
investigation by the Commission Staff of the books and records of Kentucky 
Gas and conferences between Kentucky Gas, its wholesale customers, inter- 
veners and members of the Commission Staff. The Commission Staff concurs 
in the result reached and no wholesale customer of Kentucky Gas or intervenor 
in these proceedings has indicated any objection to the agreement, except to the 
extent hereinafter noted. 

Docket No. G—12199 relates to Kentucky Gas’ rates in effect subject to refund 
from July 14, 1957 through April 6, 1959; Docket No. G—16816 relates to the 
rates in effect subject to refund from April 7, 1959 through May 14, 1959; and 
Docket No. G—18421 relates to the rates in effect subject to refund during the 
period May 15, 1959 through April 4, 1960.2 

The agreement provides that Kentucky Gas will refund to its wholesale 
customers for the aforementioned locked-in periods all amounts collected in excess 
of the stipulated costs or rates shown in the attached Exhibit “A”. As there 
shown, those refunds aggregate $1,143,874, plus interest at the rate of 6 percent 
per annum on the respective refunds, from due date payable under Kentucky 
Gas’ tariff until the date such refunds are made. In addition, Kentucky Gas will 
pass on such refunds to its customers on the same basis as it receives them from 
its supplier. 

The proposed agreement also includes the reservation (Exhibit “A”, par. 10) 
which, as more fully there set forth, would leave the dockets open for further 
proceedings relative to “deferred taxes”, if on ultimate judicial determination 
in the case of City of Lexington et al. v. F.P.C., No. 8101, October Term, 1960, 


*Omitted in printing. 

1The proposed increased rates which were suspended in Docket No. G—20271 and be 
came effective subject to refund on April 5, 1960 are not proposed to be settled by the 
subject motion and agreement. 
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U.S.C.A., 4th Circuit, the Commission’s order with respect to liberalized depre- 
ciation is held to be erroneous. 

The City of Cincinnati, Ohio, and The Kentucky Cities, interveners herein, 
object to Section C of the Offer of Settlement (Exhibit “A”, Section C), and 
more specifically to the sentence therein stating “There were no issues of sub- 
stance other than the level of costs of service”. These interveners contend that 
the section is ambiguous and might be in conflict with the reservation referred 
to above (Exhibit “A”, par. 10). The section referred to is not included as part 
of the basis of settlement. It appears to be more in the nature of the back- 
ground of the conferences held, and obviously is not intended to modify any 
of the provisions contained in paragraphs 1 through 12 under “Basis of Settle 
ment”, and is not here construed to be a modification of those provisions. 


The Commission finds: 


(1) Kentucky Gas is a “natural-gas company” within the meaning of the 
Natural Gas Act, with sales of natural gas for resale subject to the jurisdiction 
of the Commission. 

(2) The increased rates and charges contained in Kentucky Gas’ proposed 
revised tariff and tariff sheets tendered for filing on February 13, 1957, October 
7, 1958, and April 10, 1959, in Docket Nos. G—12199, G—16816, and G-—18421, 
respectively, have not been shown to be just and reasonable, or otherwise lawful 
under the terms and provisions of the Natural Gas Act, and should be disallowed 
as hereinafter provided and ordered. 

(3) The proposed settlement of these proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement submitted for our con- 
sideration by Kentucky Gas on July 8, 1960, is in the public interest and appro- 
priate to carry out the provisions of the Natural Gas Act, and such settlement 
should be approved and be made effective as hereinafter provided. 


The Commission orders: 


(A) The increased rates and charges proposed in Kentucky Gas’ filings re 
ferred to in paragraph (2) above, hereby are disallowed. 

(B) The Offer of Settlement filed by Kentucky Gas on July 8, 1960, and the 
refunds and rates therein set forth, as agreed to between Kentucky Gas and 
its customers, hereby are approved and made effective, subject to the terms 
and conditions of this order. 

(C) Kentucky Gas shall refund to its jurisdictional customers within 60 
days from the date of this order, the amounts, plus interest, computed in 
accordance with the settlement agreement. 

(D) Within 15 days after making of any refund as provided by paragraph 
(C) above, Kentucky Gas shall report to the Commission, in writing and under 
oath, the amount of the refund made to each of its customers, showing separately 
the amount of principal and interest so paid, and shall serve a copy of such 
report upon each of the customers receiving a refund. Concurrently therewith, 
Kentucky Gas shall file with the Commission releases from its jurisdictional 
customers showing receipt of the principal and interest in conformity to the 
plans of settlement approved hereby. 

(E) In the event Kentucky Gas receives any refunds from United Fuel 
Gas Company, its supplier, applicable to any of the periods between July 14, 
1957 and April 4, 1960, including interest thereon, such amounts shall in turn 
be refunded by Kentucky Gas to its customers pursuant to Section B, paragraphs 
8and 9 of the settlement agreement. 
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(F) Kentucky Gas shall file revised rate schedules embodying the settlement 
rates set forth in Section B, paragraph 7, of the settlement agreement, and 
such rates shall be effective as of May 15, 1959, until such time as new rates 
may be made effective consistent with the provisions of the Natural Gas Act. 

(G) Upon full compliance by Kentucky Gas with all the terms and conditions 
of this order and acceptance of the filings made by it, these proceedings shall 
be considered terminated, subject only to the reservation contained in Section B, 
paragraph 10, of the settlement agreement. 

(H) In issuing this order, the Commission’s action is not to be construed 
as a concurrence with the cost of service determinations, allocation methods 
and rate design principles used in arriving at rates and charges for future 
sales, or in computing the amount of refunds agreed upon in the settlement 
agreement, and neither the Commission, its staff, or other parties to the pro- 
ceedings are to be prejudiced or bound thereby in future proceedings. 

(1) This order is without prejudice to any findings or orders which have been 
or may hereafter be made by the Commission and is without prejudice to any 
claims or contentions which may be made by the Commission, Kentucky Gas, 
the Commission staff, or any other party affected by this order, in any proceeding 
now pending or hereafter instituted by or against Kentucky Gas or any other 
companies, persons or parties affected by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP60-14 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 11, 1960) 


On January 19, 1960, United Gas Pipe Line Company (Applicant), filed an 
application, as supplemented on February 23, 1960, and March 31, 1960, in Docket 
No. CP60-14, pursuant to Section 7(c) of the Natural Gas Act, for a certificate of 
public convenience and necessity seeking authorization to construct and operate 
7.5 miles of 16-inch pipeline lateral from a connection with its Mobile-Pensacola 
line in a northeasterly direction looping part of its existing 12-inch lateral extend- 
ing to the Escambia Bay area, all in Escambia County, Florida. 

Applicant’s main service from the lateral at present is to four direct industrial 
customers, and the purpose of the proposed facilities herein is to provide the 
Escambia Bay industrial area of Applicant’s market with additional system 
capacity to meet increasing industrial demands by the four direct customers. 

Applicant’s contracts, as amended, with four industrial customers in the 
Escambia Bay area, namely American Cyanamid Company, Columbia-National 
Corporation, Chemstrand Corporation and Escambia Chemical Corporation, now 
obligate Applicant to deliver up to a total of 85,750 Mcf of natural gas per day at 
14.9 psia as compared with 23,500 Mcf of natural gas per day in 1954.* The present 
capacity of Applicant’s existing Escambia Bay lateral is shown to be 63,721 Mecf 
of natural gas per day. 


1No change, however, is made in the obligation of Applicant with respect to the Amert- 
ean Cyanamid Company contract. 
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Total maximum daily and annual volumes estimated to be delivered to each of 
the four industrial customers and to farm taps of the City of Pensacola and 
Escambia Gas Service Corporation are: 


Mef at 14.9 Psia 


Customer Maximum 
daily delivery} Estimated Annual 
estimated 1960 | _ deliveries 






1960 through 1961 and 1962 
1962 


451, 000 1, 150, 000 










































American Cyanamid Co. ...... 2.2... cccscccccdcccscccccccnce 4, 250 

Columbia-N ational Corp 1, 500 366, 000 460, 000 

Chemstrand Corp. ....-.....----- 56, 000 14, 783, 200 18, 067, 000 

essen Chemtees Oat... .cccacocnaseenesauseneseocsucceanea 24, 000 7, 570, 000 8, 040, 000 

City of Pensacola and Escambia Gas Service Corp. (farm taps)- 9 585 585 
eaecocenencecnncccoceuceccesscscccosseescesoaseccss 85, 759 23, 170, 785 27, 717, 585 








The total incremental deliveries attributable to the proposed facilities are 
estimated at about 20,000 Mcf of natural gas on the maximum day and 7,244,351 
Mcf of natural gas during each of the years 1961 and 1962. 

The cost of the proposed facilities is estimated at $455,321 which is to be 
defrayed out of Applicant’s current working funds. 

No issue of gas supply is involved in the proposed project. 

Pursuant to due notice, a public hearing was convened in Washington, D.C., 
on July 28, 1960, and was continued to August 4, 1960, at which time the 
proceeding was concluded. A petition to intervene was filed by Willmut Gas 
and Oil Company on July 18, 1960; however, such petition was denied by the 
Commission in its order issued August 2, 1960. No other petition to intervene 
or protest to the granting of the application has been received. Staff counsel 
moved orally at the hearing held on August 4, 1960, that the intermediate 
decision procedure be omitted and that the Commission render a decision herein 
pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 





(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of January 20, 1942, in Docket No. G-216 (3 FPC 2). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are to be used in the trans- 
portation of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission as integral parts of Applicant’s existing pipeline system and 
the construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (¢) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
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157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual 
operation within 8 months from the date on which this order issues. 

(6) The volumes of natural gas 'to be delivered by Applicant to the industrial 
customers should be limited to the maximum day estimates, namely: 














Mcf per day 
at 14.9 Psia 
anes CREE CORI ois sn hein ihe canicmamneis 4, 250 
ee ee ) ee 1, 500 
III CROIIROTO s e iti isc enstnsin erin eens pts paitniitinnaenseniaealsig audited 56, 000 
een “CURR: SO nie isch pie nich ecto enn 24, 000 






(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 











The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant, United Gas Pipe Line Company, to construct and 
operate the proposed facilities and to transport natural gas as hereinbefore 
described, all as more fully described in the application, as supplemented, herein, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 8 months from the date on which 
this order issues. 

(D) The volumes of natural gas to be delivered by Applicant to the industrial 
customers shall be limited to the maximum day estimates, namely: 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul Sweeney. 






GULFSHORE OIL COMPANY, ET AL., DOCKET NO. RI60-96 







ORDER ACCEPTING OFFER OF SETTLEMENT 


(Issued August 12, 1960) 










On January 7, 1960, Gulfshore Oil Company, et al. (Gulfshore) tendered 
for filing Supplement No. 6 to its FPC Gas Rate Schedule No. 1 containing 
proposed changes in rates and charges for sales of jurisdictional gas to Ten- 







1The other parties of interest are The Moran Company and Gar-Flo Oil Company. 
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nessee Gas Transmission Company (Tennessee) from the East Placedo Field, 
Victoria County, Texas (R.R. Dist. No. 2). By its aforesaid tender, Gulfshore 
proposed to increase its rates from 11.02818¢ per Mcf to 15.33333¢ per Mcf. 
By order issued February 3, 1960, the Commission suspended and deferred the 
use of said Supplement No. 6 until July 7, 1960 and until such further time as 
it is made effective in the manner prescribed by the Natural Gas Act. The 
proposed increased rates have not, as yet, been placed into effect. 

On July 15, 1960, Gulfshore tendered an Offer of Settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure. 

In its Offer of Settlement, Gulfshore stated that, in consideration for allow- 
ing the rate of 15.0¢ per Mcf to be made effective and the termination of this 
proceeding, it would agree to eliminate from its subject rate schedule the 
schedule of prices, price-redetermination clause (favored-nation clause, and 
tax-reimbursement clause and would substitute therefor the rate of 15.0¢ per 
Mcf to the expiration of the aforesaid contract and a provision for reimburse- 
ment of three-fourths of any tax levied against the Sellers after November 1, 
1959. 

In support of its Offer of Settlement, Gulfshore states, inter alia, that it is 
now entitled, under the contract, to receive a rate of 15.33333¢ per Mcf for all 
gas sold subsequent to January 1, 1959; that the favored-nation and price- 
redetermination clauses were an important element of consideration required 
by Gulfshore for the long-term commitment of their gas reserves to the per- 
formance of the subject contract; that these clauses provided Gulfshore with 
the means of protecting themselves against inflation and insured them of 
receiving a price approximating the current value of their gas during the term 
of the said contract. Gulfshore further states that it is now willing to accept 
the lower rate of 15.0¢ per Mcf for the remainder of the term of the contract 
and give up the advantages of the favored-nation and price-redetermination 
provisions of the contract in the interest of settling this case. 

Tennessee has concurred in the Offer of Settlement and has agreed, in the 
event the offer is accepted by the Commission, to make the contract changes or 
amendments provided for in the offer. None of its customers has intervened in 
this proceeding or expressed on the record any opposition to the Offer of 
Settlement. 

In the judgment of the Commission, settlement of this case in accordance with 
the Offer of Settlement is desirable in the public interest and appropriate to 
carry out the provisions of the Act. Gulfshore is proposing to eliminate the 
favored-nation and price-redetermination clauses in its contract with Tennessee 
involved herein, to waive all its future rights and benefits thereunder, and to 
substitute therefor a fixed rate of 15.0¢ per Mcf for the remainder of the term 
of the contract (until January 1, 1969). 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Ten- 
nessee, as well as customer companies, of the time and expense which might be 
necessary to the conduct of formal hearings in such rate cases as might otherwise 
arise under these clauses. The resulting stability in gas costs would be welcome 
to all segments of the natural-gas industry. Furthermore, freeing the Com- 
mission from the need of considering such proposed increase would enable it to 
concentrate its efforts on other rate cases and other matters having possibly 
more serious consequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settlement 
shall not be construed as approval of any future increased rates proposed by 
Gulfshore under the tax-reimbursement provision or otherwise. 


676—807—6.1——-17 
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The Commission further finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Gulfshore with the 
Commission on July 15, 1960, and in the Appendix* to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be approved by the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Gulfshore on July 
15, 1960, is hereby accepted in accordance with the provisions of this order. 

(B) Gulfshore shall execute with Tennessee amendments to these parties’ 
Gas Purchase Contract dated October 19, 1949, filed with the Commission as 
Gulfshore’s FPC Gas Rate Schedule No. 1, in accordance with Appendix A, 
attached hereto. 

(C) Gulfshore shall, within 30 days from the date of issuance of this order, 
file with the Commission a supplement to their aforesaid FPC Gas Rate Schedule 
No. 1, under Part 154 of the Commission’s Regulations under the Natural Gas 
Act, the executed agreement with Tennessee required by paragraph (B) above. 

(D) Upon Gulfshore’s making a satisfactory filing in accordance with the 
provisions of paragraph (C) above, the rate of 15.0¢ per Mcf contained in the 
required filing shall become effective as of the date of such satisfactory filing, and 
the proceeding in Docket No. RI60-96 is terminated. 

(E) The acceptance of this offer is without prejudice to any findings or 
determinations that may be made in any proceeding which may be heard, or in 


any other proceeding now pending or hereinafter instituted by or against 
Gulfshore. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


W. C. McBRIDE, INC. (OPERATOR), ET AL.; W. C. McBRIDE, INC., DOCKET 
NOS. G—14823, G-16623 AND G—19603 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued August 12, 1960) 


On March 10, 1958, W. C. McBride, Inc. (McBride) tendered for filing Supple- 
ment Nos. 4 and 5 to its FPC Gas Rate Schedule No. 8 proposing an increase to 
14.4¢ per Mcf for sales to Texas Eastern Transmission Corporation (Texas 
Eastern) of natural gas from the Carthage Field, Panola County, Texas. By 
Commission order issued April 7, 1958, in Docket No. G—14823 Supplement Nos. 
4 and 5 to Schedule No. 8 were suspended until April 11, 1958, and were subse- 
quently permitted to become effective subject to refund on October 13, 1958. 

On September 29, 1958, McBride filed Supplement No. 6 to its FPC Gas Rate 
Schedule No. 8 proposing an increase to 14.6 cents per Mcf for sales to Texas 
Eastern in the above producing area. By Commission order issued October 30, 
1958, in Docket No. G—16623, Supplement No. 6 to Schedule No. 8 was suspended 
until April 1, 1959, and was subsequently permitted to become effective subject 
to refund August 20, 1959. 


*Omitted in printing. 
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On September 14, 1959, McBride filed Supplement No. 7 to its F.P.C. Gas Rate 
Schedule No. 8 proposing an increase to 14.8 cents per Mcf for sales to Texas 
Eastern in the above producing area. By Commission order issued October 8, 
1959, in Docket No. G—19603, Supplement No. 7 to Schedule No. 8 was suspended 
until April 1, 1960, and was subsequently permitted to become effective subject 
to refund on April 1, 1960. 

On July 13, 1960, W. C. McBride, Inc. (Operator), et al. (McBride) filed 
Supplement No. 8 to its F.P.C. Gas Rate Schedule No. 6 proposing an increase to 
13.8733 cents per Mcf for sales to Texas Eastern from the West Weesatchee Field, 
Goliad County, Texas.’ This filing has not been suspended nor hearing thereon 
as yet ordered. The requested effective date is thirty days from the date of 
filing. 

On July 13, 1960, and concurrently with the above Supplement No. 8, McBride 
tendered for filing pursuant to Section 1.18(e) of the Commissions Rules of 
Practice and Procedure an Offer of Settlement proposing to settle the issues and 
terminate the proceedings arising from the above filings. The Offer proposes the 
following basis for settlement: 


(1) Acceptance without suspension of the proposed increased rate of 13.8733¢ 
per Mcf. 

(2) Termination of the suspension proceedings in the above captioned dockets. 

Under the terms of the Offer, McBride agrees to eliminate the favored-nation 
and price redetermination clauses from the contracts involved and to substitute 
revised schedules of periodic increases at 5-year intervals beginning in 1963 in 
lieu of the present schedules of annual increases. In addition, McBride would 
also agree to withdraw the increased rate suspended in Docket No. G—19603 and 
to refund the amounts collected in such docket. 
these proceedings. 


There are no intervenors in 


In support of its Offer of Settlement, McBride states, among other things, that 
the instant favored nation and price redetermination provisions were important 
elements of consideration required for the long term commitment of these gas 
reserves to the performance of the contracts; that these two elements of con- 
sideration provided the sellers under the contracts with a means of protecting 
themselves against inflation and of receiving a price approximately the current 
value of their gas during the more than 20-year term of their contract ; that these 
provisions were included in the contracts after arm’s-length negotiations; that 
proposed settlement rates of 13.8738¢ and 14.6¢ per Mcf are the prices agreed 
upon by the parties to the subject contracts and are below recently negotiated 
contract prices for gas produced in the same areas. If the Offer of Settlement 
is accepted, McBride will execute and file an amendment (submitted as an 
exhibit to the Offer) to implement the terms of the Offer with respect to McBride's 
Rate Schedule No. 8. McBride, et al. and the buyer have already executed and 
submitted herewith the necessary amendatory agreement under Rate Schedule 
No. 6. 

Texas Eastern has concurred in the Offer and has agreed to make the provided- 
for contract changes or amendments. If the Commission does not accept 
McBride’s offer before August 15, 1960, the Offer of Settlement is to be considered 
withdrawn. 

McBride will withdraw the increase to 14.8¢ per Mcf under its Rate Schedule 
No. 8 and make appropriate refunds for the difference between che settlement 
rate of 14.6¢ and the higher suspended rate of 14.8¢ per Mcf. 


1 Jupiter Oils Incorporated is also signatory to this contract. 
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The Commission finds: 


The proposed settlement of these rate proceedings on the basis described here- 
in, as more fully set forth in the Offer of Settlement filed by McBride with the 
Commission on July 13, 1960, and in the Appendix* to this order, is in the public 
interest and is appropriate to carry out the provisions of the Natural Gas Act and 
should be approved and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by McBride on July 
13, 1960, is hereby approved in accordance with the provisions of this order. 

(B) Within thirty days from the date of issuance of this order, McBride shall 
execute with Texas Eastern pursuant to Section 154.94 of the Commission’s 
Regulations, an amendment to the Gas Purchase Contract, filed with the Com- 
mission as McBride’s FPC Gas Rate Schedule No. 8 as amended in accordance 
with the Appendix attached hereto. 

(C) Upon compliance with Paragraph (B) above, the proceedings in Docket 
Nos. G—14823, G—16623 and G—19603 shall be terminated. 

(D) The excess rates collected under Supplement No. 7 to McBride’s FPC 
Gas Rate Schedule No. 8 as suspended and made effective subject to refund 
in Docket No. G-—19603 shall be refunded to Texas Eastern. Such excess rates 
shall be computed as the difference between McBride’s rate of 14.6¢ per Mcf 
provided in Supplement No. 6 and its rate of 14.8¢ per Mcf filed in Supplement 
No. 7, for all gas delivered under its FPC Gas Rate Schedule No. 8, from April 
1, 1960, to the date of issuance of this order. 

(E) Supplement No. 7 to McBride’s FPC Gas Rate Schedule No. 8 as suspended 
and made effective subject to refund in Docket No. G-19603 is hereby permitted 
to be withdrawn. 

(F) Supplements Nos. 4, 5 and 6 to McBride’s FPC Gas Rate Schedule No. 8 
are hereby permitted to continue in effect without refund obligation. Supple- 
ment No. 8 to McBride’s FPC Gas Rate Schedule No. 6 is hereby permitted to 
become effective without refund obligation as of August 13, 1960. 

(G) This order and the action taken herein is without prejudice to any find- 
ings or determinations which have been or may hereafter be made by the Com- 
mission in any proceeding or proceedings now pending or hereafter instituted 
by or against W. C. McBride, Inc., or W. C. McBride, Inc. (Operator), et al. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G-—12399 ; 
CHAMPLIN OIL & REFINING COMPANY, DOCKET NO. G-14830; 
AMERADA PETROLEUM CORPORATION, DOCKET NO. G—16029; CITIES 
SERVICE GAS COMPANY, DOCKET NO. G—16217; PHILLIPS PETROLEUM 
COMPANY, DOCKET NOS. G—16280, G-16439; CARTER-JONES DRILLING 
COMPANY, INC., DOCKET NO. G—16288; MAGNOLIA PETROLEUM COM- 
PANY (NOW SOCONY MOBIL OIL COMPANY, INC.), DOCKET NOS. 
G-16295, G—-16296, G-16393 & G-16266; JOHNTOM OIL COMPANY, INC., 
DOCKET NO. G-1°375; McCOMMONS OIL COMPANY, DOCKET NO. 
G-16376; ANSON L. CLARK, DOCKET NO. G-16382; CORNELL OIL COM- 
PANY, DOCKET NO. G—16383; BOND OIL CORPORATION, ET AL., 
DOCKET NO. G-16392; HUDSON OIL & METALS COMPANY, DOCKET NO. 
G-16436; THE PURE OIL COMPANY, DOCKET NO. G—17493; GULF OIL 


*Omitted in printing. 
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CORPORATION, DOCKET NO. G-16761; RIDDELL PETROLEUM COR- 
PORATION, DOCKET NO. G-17828; FAIN-PORTER DRILLING CORPORA- 
TION, DOCKET NO. G-17831. 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFYING 
PRESIDING EXAMINER’S DECISION 


(Issued August 12, 1960)* 
Syllabus 


. Commission considers prices in area, and in other Oklahoma fields, depth of 
drilling, lack of triggering effect, and slight impact on weighted average unit 
cost in finding that proposed 16¢ initial price is not “in line,” and imposes 
condition that it be reduced to 15¢. Pp. 227-229. 

. Problem of initial price cannot be solved by attempting to perpetuate a price 
level that has become obsolete. P. 227. 

-. Question of refunds under condition in temporary certificate discussed in view 
of Sunray case. P. 229. 

. Cities Service’s certificate for sale to Natural limited to one year, since it is a 
“spot sale” to dispose of surplus gas for a temporary period. P. 229. 

5. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act. P. 232. 

Commissioner Sweeney not participating. 

Kenneth W. Wagner, Lowell E. Sachnoff, Clarence H. Ross, Charles C. 
McDugald, for the Natural Gas Pipeline Company of America. 

H. Carter Burdette, Bernard A. Foster, Jr., Cecil E. Munn, Warren Scarbor- 
ough, Sherman S. Poland, for Champlin Oil & Refining Company. 

Robert E. May, Robert J. Stanton, Robert T. James for Amerada Petroleum 
Corporation. 

Robert N. Berry, Robert R. McCracken, Jack Werner, Harry 8. Littman, for 
Cities Service Gas Company. 

James G. Williams, Jr., Harry D. Turner, Kenneth Heady for Phillips Petrol- 
eum Company. 

Robert G. Schleier for Carter-Jones Drilling Company, Inc. 

Tom P. Hamill, W. 8S. Richardson, William P. McClure for Magnolia Petroleum 
Company (now Socony Mobil Oil Company, Inc.). 

Robert H. Middleton for Anson L. Clark ; and for Cornell Oil Company. 

John C. Snodgrass for Pure Oil Company. 

Merle E. Minks, Anthony G. Riddlesperger, Stewart W. Mark for Gulf Oil 
Corporation. 

J. I. Gibson for Riddell Petroleum Corporation; and for Fain-Porter Drilling 
Corporation. 

Justin A. Stanley and Richard G. Ferguson for Northern Illinois Gas Company. 

W. B. Waternman, Edward J. Hartman for Iowa-Illinois Gas and Electric 
Company. 

Latham Castle for Illinois Commerce Commission. 

John C. Lawyer for Northern Indiana Public Service Company. 

Mark W. Putney, Hubert C. Jones for lowa Power and Light Company. 

Charles R. 8. Anderson for Iowa Southern Utilities Company. 

John F. Gaston for Iowa Electric Light and Power Company. 


*Initial decision appears on p. 233. Amended by order issued August 19, 1960, infra, 
p. 305. Application and motion for correction and further amendment denied by order 
issued October 10, 1960, infra, p. 853. 
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John T. Updegraff, for City of Sigourney, Iowa. 

Jerome J. McGrath, James A. Gammon, Welly K. Hopkins, Charles W. Stadell 
for National Coal Association, United Mine Workers of America, Fuels Research 
Council, Inc., and Midwest Coal Producers Institute, Ine. 

Norman A. Flaningam, John 8S. Carlson, John L. Arrington, Jr., for Oklahoma 
Natural Gas Company. 

James L. White for Colorado Interstate Gas Company. 

J. J. Danaher, John C. Melaniphy, Joseph F. Grossman for City of Chicago, 
Illinois. 

Robert S. Hunt, James M. Van Vliet, Jr. for Illinois Power Company. 

William I. Harkaway and Robert L. Russell for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

In this proceeding Natural Gas Pipeline Company has applied for a certificate 
under Section 7(c) of the Natural Gas Act to increase the capacity of its system 
by 185,000 Mcf and the producers listed in the above entitlement have sought 
authorization to sell gas to Natural. Cities Service Gas Company has sought 
authorization to construct an interconnection with a gasoline plant owned by 
Phillips Petroleum Company, to construct and operate metering stations, and 
to sell and exchange gas with Natural. Phillips and Magnolia Petroleum Com- 
pany (now Socony Mobil Oil Company, Inc.) have applied for authorization to 
sell certain surplus gas to Cities Service. Iowa Power and Light Company, 
Iowa Southern Utilities Company and Illinois Power Company intervened, 
seeking gas for service to certain communities in Iowa and Illinois. The pro- 
cedural steps are set forth fully by the examiner. 

The Commission in G-4280 authorized the construction and operation of certain 
facilities by Natural and a sale by Lone Star Gas Company to Natural with a 
condition that if Lone Star accepted the certificate authorization, Natural should 
file with the Commission an application for such authorizations as necessary 
to increase the sales capacity of its system between Fritch, Texas, and Joliet, 
Illinois by 100,000 Mcf per day of gas. On April 12, 1957, Natural filed an 
application in Docket No. G—-12399 for an expansion of the capacity of its system 
by 185,000 Mcf per day which was to follow upon a 485,000 Mcf per day expan- 
sion applied for in Docket No. G-9966. When the authorization sought in Docket 
No. G-9966 encountered difficulty, Natural amended its application in the present 
docket on April 3, 1958, as supplemented on April 15, 1958. 

Natural sought temporary authorization to construct and operate the facilities 
covered by its amended application, and authorization to construct was granted 
by the Commission by letters dated June 20, 1958 and July 9, 1958. The Com- 
mission, however, specified that an increase in the delivery obligation above the 
100,000 Mcf per day required by its order in Docket No. G-4280 would depend 
upon a further showing of available gas supply. On September 10, 1958, Natural 

filed a second amendment to its application in which it asserted that it had 
acquired additional supplies of gas as required by the Commission. It further 
sought in this amended application authorization to construct and operate addi- 
tional compressor facilities, laterals, and further to interconnect its Jack and 
Wise Counties, Texas pipeline with a pipeline of Cities Service Gas Company in 
Carter County. 

Natural sought temporary authorization to construct and operate the facilities 
necessary to attach its additional reserves in the Chitwood, South Rainey and 
West Cement Fields in Oklahoma. Magnolia Petroleum Company, in Docket 
Nos. G—16295 and G—16296, Anson L. Clark in Docket No. G—16382, Amerada 
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Petroleum Corporation in Docket No. G—16029 and Cornell Oil Company in 
Docket No. G—16383, all filed applications to sell natural gas to Natural from 
the Oklahoma sources, and sought temporary authorizations to commence these 
sales. By its order of December 2, 1958, 20 FPC 776, the Commission granted 
temporary authorization to these parties, with the condition, however, that the 
Applicants agree to refund any portion of the difference, if any, between the 
proposed initial price of 16 cents per Mcf and such price as the Commission should 
find was warranted by the public convenience and necessity. All of the pro- 
ducers, with the exception of Magnolia Petroleum Company (Magnolia), accepted 
the temporary authorization with the price condition. By Commission order 
issued December 19, 1958, 20 FPC 859, temporary authority was issued to Natural 
to construct the additional facilities and to operate both those facilities and the 
facilities previously authorized to be constructed. All of the facilities for which 
permanent authority is sought in these proceedings have been constructed and 
are in operation. 

By application and petition for rehearing filed December 31, 1958, and amended 
January 2, 1959, Oklahoma Natural Gas Company requested that the Commission 
vacate the temporary certificates, or if issued, that a rate condition should have 
been imposed. By order issued January 30, 1959, 21 FPC 131, the Commission 
denied Oklahoma Natural’s request. 

On February 4, 1959, Magnolia filed in Docket No. G—16296, a second request 
for temporary authorization to deliver gas to Natural. On February 13, 1959, 
Riddell Petroleum Corporation and Fain-Porter Drilling Corporation having a 
working interest in the Magnolia acreage in the South Rainey Field in Oklahoma, 
filed in Docket Nos. G—-17828 and G-17831, applications for permanent and tem- 
porary certificates authorizing the sale of gas to Natural. Temporary authoriza- 
tion was granted to these parties by letter of the Commission of March 11, 1959. 

Other producers listed in the entitlement and discussed below also applied 
to sell gas to Natural. Their applications were consolidated with the applications 
of the other parties by order of January 30, 1959 and notice of June 17, 1959, 
and all were granted temporary certificates. 

Cities Service on September 5, 1958, filed its application, as amended, seeking 
authorization to construct and operate an interconnection with the Bradley Gaso- 
line Plant owned by Phillips, metering stations, and the sale and exchange of 
gas with Natural. 

When the facilities here involved were placed in operation, pursuant to the 
temporary authorizations, new service agreements were executed with Natural’s 
customers covering all of the increased capacity except for certain capacity which 
was deferred until action could be taken by the Commission on the request for 
service to new towns. Iowa Power intervened, seeking 1071 Mcf per day of gas 
for service to Emerson, Malvern and Pacific Junction, Iowa; Iowa Southern 
intervened seeking 3628 Mcf per day of gas for service to Sigourney, Osceola, 
What Cheer and Keota, Iowa; and Illinois Power intervened seeking 598 Mcf 
per day of gas for service to Ladd, Atkinson and Sheffield, Illinois. We may take 
note before going further that the examiner granted the requests of the inter- 
venors. Subsequently Illinois Power and Iowa Southern filed motions to sever 
the issues connected with service to these towns. By order issued June 22, 1960, 
the Commission granted these motions and ordered Natural to establish physical 
connection with the facilities proposed to be built by the three distributing 
utilities and to deliver the quantities of gas referred to above. No application 
for rehearing has been filed so that the issues relating to service to these towns are 
eliminated from the proceedings. 

Intervention was permitted to the City of Chicago and other parties as well as 
to Oklahoma Natural and the three distributing utilities referred to above. 








226 FEDERAL POWER COMMISSION 


The City of Chicago objected to the initial price of 16 cents proposed by the 
producers in central Oklahoma ; but did not present any evidence. 

Hearings on the applications were held from September 21, 1959 through 
September 24, 1959, and evidence was presented by Natural, the producers, 
distributing intervenors and the staff of the Commission. After the exchange 
of briefs the examiner issued his decision on March 11, 1960 in which he 
granted certificates to the parties. With respect to the producer sales in 
Texas, he accepted without condition the proposed price of 13 cents per Mcf; 
with respect to the sales in Oklahoma, he was of the opinion that the existing 
area price was no more than 11 cents per Mef, and he required a rate of 11 
cents per Mcf as a condition to the certificates instead of the proposed rate 
of 16 cents per Mcf. 

Exceptions with respect to the price condition for the Oklahoma produced 
gas were filed by Amerada Petroleum, Gulf Oil Corp., The Pure Oil Company, 
Cornell Oil Co., Anson L, Clark, Socony Mobil Oil Co., Riddell Petroleum Corp., 
and Fain-Porter Drilling Corporation. Cities Service excepts to the examiner's 
refusal to limit its certificate for the sale of gas to Natural to one year. 
Several of the excepting parties asked that the record be reopened to receive 
evidence that has arisen since the close of the hearing, with respect to the 
price level in Oklahoma.* Oral argument was held on July 8, 1960 with Counsel 
for Natural, Amerada, Socony, City of Chicago and staff Council participating. 

We agree with the examiner that Natural has fully justified its project. It 
proposed to build approximately 490 miles of 36-inch and 21 miles of 26-inch 
loops * between Fritch, Texas, and Joliet, Illinois. In addition Natural would 
build compressor stations, town border metering facilities and supply laterals, 
all as adequately detailed by the examiner. There was no issue raised by any 
party or the staff as to the engineering or financial feasibility of the project. 

Natural’s gas reserves, which are estimated to be 5,598,804,000 Mcf at 14.73 
psia on January 1, 1959, and the availability of the reserves appear adequate. 
As explained by the examiner, Natural’s long-term supply available from its 
own leases, pipeline purchases, and long-term contracts with producers falls 
short of its requirements by amounts ranging from 23,979 Mcf per day in 
1960 to 122,865 Mcf per day in 1978. However, the record indicates that these 
deficiencies can be met by short-term, spot purchases and contract additions. 
The examiner found that there is no question but that there was a sufficient 
market to be served by the increased expansion of Natural’s pipeline requested 
in these proceedings. We specifically adopt the examiner’s discussion and 
findings on Natural’s project. 

We may now turn to the application of the independent producers to sell gas 
to Natural. Those selling gas in Jack and Wise Counties, Texas, are: Champlin 
Oil & Refining Company (Docket No. G—14830) ; Phillips Petroleum Company 
(Docket No. G—16439); Carter-Jones Drilling Company, Inc. (Docket No. 

3-16288) ; Socony Mobil Oil Company, Inc. (Docket No. G—16393) ; Johntom 
Oil Company, Ine. (Docket No. G—16375) ; McCommons Oil Company (Docket 
No. G—16376) ; Bond Oil Corp., et al. (Docket No. G—16392); Hudson Oil & 
Metals Company® (Docket No. G—16436). 

The record indicates that the going price in Jack and Wise Counties is 13 cents 
or higher, and we have certificated sales by several producers in those counties to 
Natural at 13 cents.“ Therefore we agree with the examiner that the proposed 13 


1 Amerada, Clark, Cornell, Fain-Porter. 

2“Loops” are pipelines paralleling existing pipelines. 

8 Stekoll Petroleum Corporation has now acquired the Hudson properties. 

4Natural Gas Pipeline Co., 16 FPC 80, 91. Petition to review dismissed, Oklahoma 
Natural Gas Co. v. FPC, 257 F. 2d 624 (CADC) dismissed 358 U.S. 948. The price is 
13.9 cents including a dehydration charge. 
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cent price for the sale of gas by the above producers to Natural should be accepted. 

With respect to prices in Oklahoma, the situation is more complicated. Those 
producers proposing to sell gas to Natural from the West Cement Field, Caddo 
County, are: Amerada Petroleum Corporation (Docket No. G—16029), Anson L. 
Clark (Docket No. G—16382), Cornell Oil Company (Docket No. G-—16383), The 
Pure Oil Company (Docket No. G—-17498) and Gulf Oil Corporation (Docket No. 
G-—16761) ; from the Chitwood Field, Grady County, Socony Mobil Oil Company, 
Ine. (Docket No. G—16295 and G—16296) ; from the South Rainey Field, Washita 
County, Socony Mobil Oil Company (Docket No. G—16296), Riddell Petroleum 
Corporation (Docket No. G—17828) and Fain-Porter Drilling Corporation (Docket 
No. G-17831). 

The examiner applied the standards of the CATCO case° to the applications of 
the Oklahoma producers and found that the 16-cent initial price (to which would 
be added a Btu adjustment) was not shown by the evidence to be in the public 
convenience and necessity, and we agree with this conclusion. The examiner 
thereupon found that the prevailing price in central Oklahoma was 11 cents per 
Mecf and conditioned the certificates issued to the producers at this level. We 
are of the opinion that the problem of initial price cannot be solved by attempting 
to perpetuate a price level that has become obsolete. In fact we think that such 
a price would prevent Natural from entering into further gas supply contracts 
in the area. While there was no issue in this case as to Natural’s need for gas 
or as to the adequacy of its markets, this need is demonstrated by the fact 
already noted that when the facilities involved here were placed in operation 
under temporary certificates new services agreements were obtained with 
Natural’s customers covering all of the increased capacity except for 4500 Mcf 
per day reserved for service to the towns in Iowa and Illinois referred to 
previously. 

In the CATCO case the Supreme Court held that a proceeding under Section 
7 of the Gas Act did not require a determination that the proposed rates were 
just and reasonable but the proposals, including the initial price “must be sup- 
ported by evidence showing their necessity to the present or future public 
convenience and necessity.” The Court said the Commission might attach con- 
ditions to the certificate ‘‘Where the proposed price is not in keeping with the 
public interest because it is ont of line or because its approval might result in a 
triggering of general price rises or an increase in the applicant’s existing rates 
by reason of ‘favored nation’ clauses or otherwise.” ° 

The evidence shows that the prices now being paid by Natural under its existing 
gas purchase contracts will not be affected by the price provisions contained in 
Natural’s contracts with the independent producers who are applicants in the 
present proceedings, for Natural’s contracts do not contain “favored nation” 
clauses. Furthermore the evidence shows that the effect on Natural’s weighted 
average unit cost of gas resulting from the proposed prices would be insignificant. 
Thus with respect to the Supreme Court’s standards, we are concerned only with 
whether the proposed prices are “in line” and other considerations affecting the 
public convenience and necessity. With respect to the kind of evidence necessary, 
on the basis of the Court's decision in CATCO we are of the opinion that cost evi- 
dence is not required here where there are comparative prices in the same general 
area. 

The record shows that as of September 15, 1959, the highest price permanently 
certificated by us for interstate sales in a number of counties in central Oklahoma 
did not exceed 11 cents. There were, however, counties in Northwest Oklahoma 
and the Oklahoma Panhandle with interstate prices ranging up to 17 cents per 


5 Atlantic Refining Co. v. P.S.C., 360 U.S. 378. 
¢360 U.S. at p. 391. 
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Mcf.” We may take notice of the fact that Oklahoma was one of the few areas 
in the country where gas prices were depressed, and most of the gas sold at 11 
cents in this area was produced in conjunction with oil and the average depth 
of the wells was relatively shallow. On September 18, 1959, we certificated a 
sale by a number of producers from the Knox Field in Grady County, Oklahoma, 
to Lone Star Gas Company at the price of 16.8 per Mcf including tax reimburse- 
ment and an adjustment for Btu content.’ In approving the sale we said that our 
primary criteria was the depth of the producing formations between 15,000 and 
16,000 feet. 

It was argued in the exceptions filed by a number of the producers that the 
examiner disregarded the Commission’s order in the Know Field case, where we 
stated that no new plateau for producer prices would be set by certification of 
Lone Star’s prices, as the purchases by Oklahoma Natural would establish the 
plateau regardless of our action. Furthermore, the producers argue that the 
examiner had ignored an agreement between Lone Star and Oklahoma Natural 
with respect to prices paid in the Garvin County plant area, showing that 16.8 
cents was the going price for gas in central Oklahoma. The producers also re- 
quest that the Commission take notice of increases in prices for gas sold to Lone 
Star, as shown by a February 8, 1960 rate filing with the Commission by Lone 
Star, based upon filings by its suppliers, Warren Petroleum Corporation and 
Kerr-McGee Oil Industries, Inc., in Docket Nos. G—20478 and G-—20479. Since 
these producer filings were suspended by us, we do not think such evidence is 
persuasive. The producers also request that the record be reopened to include 
reports by Oklahoma Natural to the Corporation Commission of Oklahoma, dated 
January, 1960, showing prices for gas purchased intrastate by Oklahoma Natural 
of almost 17 cents in Garvin, Lincoln, Oklahoma, Creek and Stephens Counties, 
Oklahoma. While the trend of intrastate prices may have some relevance with 
respect to the public convenience and necessity, our responsibility is towards 
the price of gas in the interstate market and we cannot be bound by intrastate 
prices or triggering effects over which we do not have control. We see no need 
to reopen the record to demonstrate this trend on the part of intrastate prices 
since, whatever its weight, the record already shows this upward trend. In any 
case the intrastate market for gas is limited and large quantities of gas must 
seek the more stable interstate market. 

On the other hand we cannot ignore the trend of intrastate prices or inter- 
state prices. The evidence presented by Natural sets forth how it failed to 
contract for the Knox Field gas and then bid 16 cents on gas from the fields 
involved here believing that this was necessary to meet the competition of other 
buyers. Under these conditions the existing 11-cent prices in central Oklahoma 
do not represent a standard that we can follow. Some increase is clearly essen- 
tial to enable Natural to obtain the Chitwood gas and to obtain further gas 
supplies in the future. 

In the Knozr Field case depth of the gas producing formations was a primary 
criterion. As to the gas fields here involved, we note that the wells are deeper 
than the previous average depth in Oklahoma, but not as deep as those in the 
Knox Field. Evidence in this case indicates that the deepest gas production 
in the West Cement Field is 9,450 feet with the shallowest at 7,300 feet; in the 
Chitwood Field the deepest well is approximately 12,100 feet and the shallowest 
is 11,000 feet; in the South Rainey Field the deepest well is 6,700 feet and the 
shallowest is 6,635 feet. In contrast to the older wells in central Oklahoma the 


* Prices of 17 cents were found in Harper, Woodward, Ellis and Beaver Counties, 16.6 
cents in Texas County and 15 cents in Cimarron County at the end of the Oklahoma 
Panhandle. 


8 Phillips Petroleum Company, et al., 22 FPC 528. 
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gas in the three fields is thus being produced from deeper formations, and is not 
being produced in conjunction with oil except in the case of relatively small 
reserves in the Chitwood Field. 

In the present circumstances we are of the opinion that an initial price of 
15 cents per Mcf plus Btu adjustment for the central Oklahoma sales here in- 
volved will be in the public convenience and necessity. We may note that there 
are only two or three instances in which we have conditioned initial prices at 
less than 15 cents per Mcf.® Other rates have been conditioned at prices higher 
than this” in the southwest area. This 15 cent price would be roughly con- 
sistent with our approving 15 cent and 15.5 cent prices in the Enville and 
Southwest Enville Fields of Love County, Oklahoma.“ The sales were to be 
made by several producers from these fields to Cimarron Transmission Company 
which would, in turn, deliver the gas to Natural. The Southwest Enville con- 
tained four completed wells at an average depth of 8,000 feet and the Enville 
Field contained one completed well at a depth of 10,700 feet. 

To conclude, on the question of initial price, we are of the opinion that in 
view of the many lower existing prices in central Oklahoma, the proposed 16-cent 
price has not been shown to be “in line”. The Knox Field sale involved deeper 
formations and larger reserves and was comparable only in part. There was 
an indication, however, based on intrastate sales that prices were trending 
up rapidly in central Oklahoma. While intrastate sales are not decisive, not 
being subject to our jurisdiction, nevertheless an advance over the 11-cent price 
was indicated particularly in view of Natural’s need for gas and the necessity 
that it enter into further purchase contracts. Taking into account the price 
situation in the area and the depth of the wells in the West Cement, Chitwood 
and South Rainey Fields, we conclude that 15 cents per Mcf is required by the 
public convenience and necessity. 

Exception was taken by Gulf and Amerada to the examiner’s reference™ to 
the condition we sought to impose in issuing temporary certificates to these 
parties and others.“ We required that the producers agree to refund the differ- 
ence between the 16-cent proposed initial price and the price we found required 
by the public convenience and necessity. Gulf and Amerada accepted the cer- 
tificates with a reservation to contest the validity of the condition. In view of 
Sunray-Midcontinent Oil Co. v. F.P.C., 270 F. 2d 404 (CA 10) we are of the 
opinion that such a condition should be considered ineffective because of in- 
definiteness even though the temporary certificates were accepted and service 
begun, and we shall not require refunds of the difference between the proposed 
price of 16 cents and the price of 15 cents. 

Cities Service excepts to the examiner’s refusal to limit its certificate for the 
sale of gas to Natural to one year. The examiner had stated that he so refused 
because the parties had the option of selling the gas beyond the one-year period, 
ending January 20, 1960. It is now settled that we have the authority to issue a 


® Cities Service Gas. Co., et al., 14 FPC 134 (1955), affirmed as Signal Oil and Gas Co., 
238 F. 2d 771 (CA3), cert. denied 353 U.S. 923 (Proposed rate reduced from 12 cents to 
10 cents in Carter County, Oklahoma); Transwestern Pipeline Company, 22 FPC 391 
(Proposed rate of Gulf in Puckett-Ellenburger Field of Pecos County, Texas reduced from 
12 cents to 11 cents, largely because Transwestern would have to bear costs of removal 
of carbon dioxide) ; Woods Petroleum Exploration, Docket No. CI-60—-13, proposed rate 
under temporary certificate reduced from 13 cents to 12 cents in Alfalfa County, Oklahoma. 

1° See, for instance, J. M. Huber, 22 FPC 338, 16 cents in West Panhandle Field of 
Texas. 

4 Teras Pacific Coal and Oil Company, 22 FPC 1059. 

12 Infra., p. 234. 


13 See our order issued December 2, 1958, 20 FPC 776, 778, as amended December 19, 
1958, 20 FPC 859. 
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certificate with a limited term™ as well as to issue a certificate of unlimited 
duration where one of limited term is requested.” The record shows that Phil- 
lips Petroleum in Docket No. G—16280 and Socony in Docket No. G—16266 
have applied to sell certain surplus gas to Cities Service. Cities Service 
has applied for authority in Docket No. G-16217 to construct some 7 miles of 
pipeline to transport this gas from the Bradley Gasoline Plant operated by 
Phillips in Garvin County, Oklahoma to an existing Cities Service line. Since 
Cities Service was not able immediately to use all of this gas, it has also applied 
for authority to construct metering facilities and to sell and exchange up to 38,000 
Mcf of gas per day with Natural. The contract was to run one year ending Jan- 
uary 19, 1960, with an option to review for a further year. The record indicates 
that Natural neither needed nor desired the gas after January 19, 1960, and that 
Cities Service could use the gas on its own system after that date. This appears 
to us a “spot sale” whose purpose was to dispose of surplus gas for a temporary 
period. In these circumstances we are of the opinion that the certificate should 
expire on January 20, 1960. 


The Commission finds: 


(1) Natural Gas Pipeline Company of America, a Delaware corporation having 
its principal place of business at Chicago, Illinois, is a “natural-gas company” 
within the meaning of the Natural Gas Act as heretofore found by the Commission 
in its order issued October 13, 1942, Natural Gas Pipeline Company of America, 
Docket No. G—235 (3 FPC 830). 

(2) Natural’s proposed facilities hereinbefore referred to, and more fully 
described in its application, as amended, will be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and such facilities, together with the construction and operation 
thereof, are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. , 

(3) Natural’s proposed sales of natural gas referred to hereinbefore and more 
fully described in its application, as amended, will be made in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the Com- 
mission, and such sales are subject to the requirements of subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 

(4) Subject to the requirements of this order and the conditions of the certif- 
icate herein issued, Natural is able and willing properly to do the acts and to 
perform the services proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations of the Commission there- 
under. 

(5) The construction and operation of the facilities proposed by Natural, and 
the sales of natural gas proposed by it, are required by the public convenience 
and necessity, and a certificate should be issued to Natural upon the terms and 
conditions of this order, which terms and conditions are reasonable and required 
by the public convenience and necessity. 

(6) Each of the independent producers named above as parties to this proceed- 
ing is or upon initiation of the proposed sales to Natural will be engaged in the 
sale of natural gas in interstate commerce for resale for ultimate public con- 
sumption, subject to the jurisdiction of the Commission, and is or will be a 
“natural-gas company” within the meaning of the Natural Gas Act. 

(7) The sales of natural gas proposed by each of the independent producers 
hereinabove referred to, and more fully described in their applications, are subject 


14 Sunray Mid-Continent Oil Co. v. F.P.C., 239 F. 2d 97 (CA 10), reversed on other 
grounds 353 U.S. 944; see Sun Oil Co. v. F.P.C. 364 U.S. 170, June 27, 1960. 
15 Sunray Mid-Continent Oil Co. v. F.P.C., 364 U.S. 137, June 27, 1960. 
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to the jurisdiction of the Commission and such sales, together with the construc- 
tion and operation of any facilities subject to the jurisdiction of the Commission 
necessary therefor, are subject to the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(8) Each of the independent producer applicants, subject to the requirements 
of this order and the conditions of the certificates issued to them, is able and 
willing properly to do the acts and to perform the services proposed and to con- 
form to the provisions of the Natural Gas Act and the requirements, rules and 
regulations thereunder. 

(9) The sales proposed by each of the independent producer applicants togeth- 
er with the construction and operation of any facilities subject to the jurisdiction 
of the Commission necessary therefor are required by the public convenience and 
necessity, and certificates of public convenience and necessity should be issued 
to each of them upon the terms and conditions of this order, which terms and 
conditions are reasonable and required by the public convenience and necessity. 

(10) Cities Services Gas Company is a “natural-gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission in its 
order issued July 28, 1943, Cities Service Gas Company, Docket No. G-141 (3 FPC 
491). 

(11) Cities Service’s proposed facilities hereinabove referred to and more fully 
described in its application, have been and will be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, aud such facilities, together with the construction and operation thereof, 
have been and are subject to the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(12) Cities Service’s proposed sale of natural gas hereinabove referred to, 
and more fully described in its application, will be made in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the 
Commission, and such sales are subject to the requirements of subsections (c) and 
(e) of the Natural Gas Act. 

(13) Subject to the requirements of this order and the conditions of the cer- 
tificate herein issued to it, Cities Service is able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(14) The construction and operation of the facilities proposed by Cities Service, 
and the sales of natural gas proposed by it, are required by the public convenience 
and necessity, and a certificate of public convenience and necessity should be 
issued to Cities Service upon the terms and conditions of this order, which terms 
and conditions are reasonable and required by the public convenience and neces- 
sity. 

(15) It is consistent with the public convenience and necessity that Cities 
Service’s proposed sale of gas to Natural terminate January 20, 1960. 

(16) The public convenience and necessity require that certain of the cer- 
tificates herein issued shall contain special conditions respecting the initial rate 
for sales of gas, as set forth below. 

(17) The presiding examiner’s initial decision issued herein on March 11, 1960, 
should be modified as hereinabove set forth and as modified, should, to the extent 
consistent with this opinion and order, be adopted by the Commission as of the 
date of issuance of this opinion, to constitute with this opinion the Commission's 
decision in these proceedings. Except to the extent herein granted, the parties’ 
exceptions to the said examiner’s decision are without substantial support in 
fact or reasonable basis in law or are immaterial to the decision in these 
proceedings and should be denied. 
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The Commission orders: 


(A) Certificates of public convenience and necessity are hereby issued to 
Natural and Cities Service, upon the conditions hereinafter set forth, for the 
construction and operation of the facilities proposed, and for the sales of natural 
gas proposed. 

(B) Insofar as the certificate issued to Cities Service applies to its sale of gas 
to Natural, it shall terminate January 20, 1960. 

(C) The general terms and conditions set forth in paragraphs (b), (c) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificates granted in paragraph (A) above, 
and to the exercise of the rights thereunder. Paragraphs (b) and (c), however, 
do not apply to Cities Service. 

(D) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation, as provided by paragraph (b) of said Section 
157.20 of the Regulations, is hereby fixed at six months from the issuance of this 
order. 

(E) Stekoll Petroleum Corporation in Docket No. G-19286 is hereby substituted 
as party in interest in place of Hudson Oil & Metals Company in Docket No. 
G—16436, and Socony Mobil Oil Company, Inc. is hereby substituted as party in 
interest in place of Magnolia Petroleum Company in Docket Nos. G—16295, 
G-16296, G-16393 and G-16266. 

(F) Certificates of public convenience and necessity are hereby issued to 
each of the following named independent producer applicants in this proceeding 
for the sales of natural gas in interstate commerce for resale as proposed together 
with the construction and operation of any facilities subject to the jurisdiction 
of the Commission necessary therefor : 


SC GRISE TY, EE ae, REIN SONI ics ss tesie-aaccinsnhnnian asitartnctcitsenivlia ai G-14830 
RG TORIES COI ooiiiniciicencmicinnepceinenee G-—16439 ; G-16280 
Comte FOS TOETITUINS COMIN, TNO ic ices eisersesin ceric cheatin G-—16288 
RN INE A ta, ONO aii sist ticcccsimcintainlsecpebinmnientamanaapininasvegiaiae G—16393 ; G-16266 
SCE FO SI TI sis cntascsceniniscnsstniinniemniinaes i enlip micas sep spina G-16375 
DIN re a accesses ieee einige Soman aaa aonadne G-16376 
iia se csi caincnsimann comma mamiai G-16392 
SRI, SUNN I in cs een sciences incase G-16436 


(G) Certificates of public convenience and necessity are hereby issued to the 
following named applicants, upon the condition that each of said applicants within 
380 days from the date of issuance of this order shall file with the Commission a 
duly executed amendment of the appropriate provision or section of the pertinent 
contract providing for its sale of natural gas to Natural which shall provide 
that the initial price for the sale of such gas to Natural shall not exceed 15 cents 
per Mcf subject to an adjustment for Btu as provided in the contracts: 


RI Te en aN cece ci ccctctiknecie gp csc ntsc ination G-16029 
Sy CRETE SORE GI ih circ medcdinee samedi G-—16295 ; G—16296 
I Bik, UNE UNeeh cca cacea nc scien cacinyn neem caustic cena tctioes palgsigne cs ipusneetnintotondabdataes G-16382 
ST Ree CNG ascii incase ns ing Sp cnet ch caencelltinh ge can detainee G-16383 
ee re NE eel eric cece rein cdcenecniiend ae mibagieseprcaigiawatsaates G-17493 
ee Pn Sa cn Se ican ceenctp nee os does en arena mceailipasell Milita alah isaac G-16761 
Oa CIENT: COU INN i bier ic inten cient chemi tnthbaipbeahtlcsiala egies G-17828 
SPIRE OORT SOUATTOINS COON I i is cscs teenghjas cations apneic eilig G-17831 


(H) The certificates issued by paragraphs (F) and (G) hereof shall be ac- 
cepted in writing and under oath within 30 days from the date of issuance of this 
order. 
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(I) The provisions in temporary certificates issued to the producers listed in 
(G) above providing for the refund of charges found to be in excess of the rate 
required by the public convenience and necessity shall be deemed ineffective. 

(J) The certificates issued herein are not transferable and shall be effective 
only so long as each of said applicants continues the acts or operations hereby 
authorized, in accordance with the provisions of the Natural Gas Act, and the 
applicable rules, regulations and orders of the Commission. 

(K) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the Com- 
mission’s Regulations Under the Natural Gas Act, requiring the filing of rate 
schedules for the service herein authorized ; and is without prejudice to any find- 
ings or orders which have been or hereafter may be made by the Commission in 
any proceeding now pending or hereafter instituted against the applicants. Fur- 
ther, the action taken in this proceeding shall not foreclose or prejudice any 
further proceedings or objection relating to the operation of any price or related 
provision in the gas purchase contracts here involved. 

(L) Motions made with respect to reopening the record to receive evidence of 
intrastate prices in Oklahoma are hereby denied. 

(M) The presiding examiner’s initial decision issued herein on March 11, 1960, 
is modified as hereinabove set forth and as so modified is, to the extent consistent 
with this order, adopted by the Commission as of the date of issuance of this 
opinion, to constitute with this opinion the decision of the Commission in these 
proceedings. Except to the extent hereinabove granted, the parties’ exceptions 
to the said examiner’s decision are hereby denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY UNDER 


THE NATURAL GAS ACT 


(Issued March 11, 1960) 


CosTELLO, Presiding Examiner: This is a pipeline and independent producer 


certificate case. 


A previous and closely related step in the regulatory history 


of Natural Gas Pipeline Company of America (Natural) is covered by the Com- 
mission’s Opinion 299, issued December 4, 1956 and reported at 16 FPC 80 (G-— 
4280). Generally speaking, Natural seeks permanent authorization for the 
construction and operation of facilities necessary to increase its daily system 
eapacity by 185 Mmcf. As Natural points out in its brief, although the authori- 
zation sought herein involves a sizable system addition and a cost of approxi- 
mately 63 million dollars, there are no complex questions to be determined with 
respect to the pipeline certificate. There is no conflict of interest between any 
of the parties to the consolidated proceeding and no opposition to the grant- 
ing of the certificate to Natural. The facilities for which permanent certificate 
authority is sought herein have been financed, are constructed, and have been in 
operation for over a year. 

The brief submitted by the Staff contains a comprehensive statement of the 
procedural background of the case as it relates to Natural, an adequate state- 
ment of Natural’s project and a well-documented description of the gas supply 
for Natural and the market for the natural gas tor which authorization is sought 
herein. In view of the lack of controversy concerning them, these factual state- 
ments together with the conclusions accompanying them have been utilized, with 
minor editing, by the undersigned, in lieu of the concoction of similar statements. 

As indicated heretofore, the Commission in G—4280 authorized the construction 


and operation of certain facilities by Natural and a sale by Lone Star Gas Com- 
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pany (Lone Star) to Natural with a condition that if Lone Star accepted the cer- 
tificate authorization, Natural should file with the Commission an application 
for such authorizations as necessary to increase the sales capacity of its system 
between Fritch, Texas, and Joliet, Illinois by 100 Mmef per day of gas in order 
to transport the additional volumes of gas to be purchased from Lone Star to 
the markets for which the gas was destined. On April 12, 1957, Natural filed 
an application in Docket No. G—12399 for an expansion of the capacity of its 
system by 185 Mmcf per day. This program was intended to follow upon an 
expansion of 485 Mmef per day which had been sought by Natural in Docket No. 
G-9966. As planned, these programs would complete the looping of Natural’s 
system. When the 485 Mmecf plan encountered difficulty, it was decided to pro- 
ceed with the 185 Mmcf expansion first. Natural therefore filed an amendment 
to its application on April 3, 1958, as supplemented on April 15, 1958 to ac- 
complish this purpose. In its amended application Natural proposed to build 
490 miles of 36-inch and 21 miles of 26-inch loops between Fritch and Joliet, 
Illinois, compressor stations on its supply line between Wise County, Texas and 
Fritch, Texas and additional metering facilities for possible initial service in ten 
communities and at Joliet to handle increased deliveries. 

Natural sought temporary authorization to construct and operate the facilities 
covered by this amended application, and authorization to construct was granted 
by the Commission by letters dated June 20, 1958 and July 9, 1958. The Com- 
mission, however, specified that an increase in the delivery obligation above 
the 100 Mmef per day required by its order in Docket No. G-4280 would depend 
upon a further showing of available gas supply. 

On September 10, 1958, Natural filed a second amendment to its application 
in which it asserted that it had acquired additional supplies of gas as required 
by the Commission. It further sought in this amended application authoriza- 
tion to construct and operate additional compressor facilities, laterals, and 
further to interconnect its Jack and Wise County pipeline with a pipeline of 
Cities Service Gas Company in Carter County, Oklahoma. 

Cities Service Gas Company (Cities Service) filed an application in Docket No. 
G-16217 on September 5, 1958, seeking authorization to construct and operate 
about seven miles of 16-inch line interconnecting a 16-inch line with the Bradley 
Gasoline Plant operated by Phillips Petroleum Company. It also sought au- 
thorization to construct and operate metering stations, and approval of a sale 
and exchange of gas with Natural. 

Natural sought temporary authorization to construct and operate the facili- 
ties necessary to attach its additional reserves in the Chitwood, South Rainey 
and West Cement Field in Oklahoma. Magnolia Petroleum Company, in Docket 
Nos. G-16295 and G—16296, Anson L. Clark in Docket No. G—16382, Amerada 
Petroleum Corporation in Docket No. G—16029, and Cornell Oil Company in 
Docket No. G—16383, all filed applications to sell natural gas to Natural from 
the Oklahoma sources, and sought temporary authorizations to commence these 
sales. By its order of December 2, 1958, the Commission granted temporary 
authorization to these parties, with the condition, however, that the Applicants 
agree to refund any portion of the difference, if any, between the proposed 
initial price of 16 cents per Mcf and such price as the Commission should find was 
warranted by the public convenience and necessity. The Commission found 
that: “‘The price in the area is presently 11 cents, and the proposed rates by the 
producers are to be 16 cents initially.” All of the producers, with the exception 
of Magnolia Petroleum Company (Magnolia), accepted the temporary authori- 
zation with the price condition. 

Cities Service thereafter amended its request in Docket No. G-16217 to increase 
the volumes delivered to Natural from 25,000 Mcf per day to 38,000 Mcf per day 
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for a one-year period, thus replacing on a temporary basis the 13,000 Mcf per day 
which would have been received from Magnolia. Natural requested the tem- 
porary authorization issued by the December 2, 1958 order be amended to in- 
corporate this change. 

By Commission order issued December 19, 1958 temporary authority was 
issued to Natural to construct the additional facilities and to operate both those 
facilities and the facilities previously authorized to be constructed. As here- 
tofore mentioned, on December 20, 1958 the facilities were placed into operation. 

On December 31, 1958, as amended on January 2, 1959, Oklahoma Natural 
Gas Company (Oklahoma Natural) filed an application and petitioned for 
rehearing, stay of order, and other relief. By these filings, Oklahoma Natural 
claimed that it was aggrieved by the Commission orders issuing temporary 
certificates to the producers and Natural. It requested the Commission to vacate 
and set aside the temporary certificates, contending that they either should not 
have been issued, or, if issued, that a rate condition should have been imposed 
fixing the maximum charge. By order issued January 30, 1959, the Commission 
denied Oklahoma Natural’s request. 

On February 4, 1959, Magnolia filed in Docket No. G—16296 a second request 
for temporary authorization to deliver gas to Natural. On February 13, 1959, 
Riddell Petroleum Corporation and Fain-Porter Drilling Corporation filed in 
Docket Nos. G-17828 and G-17831 applications for certificates of public conveni- 
ence and necessity authorizing the sale of gas to Natural. These applications 
cover the working interest of the production owned by Riddell and Fain-Porter 
in the same acreage involved in the Magnolia application in the South Rainey 
Field. Both parties also requested temporary authorization to deliver gas to 
Natural. Such temporary authorization was granted to these parties on March 
11, 1959 by letter of the Commission. 

3y orders dated June 17, 1959 and August 11, 1959, the Commission gave 
notice of the applications filed, consolidated the matters for hearing and fixed 
September 21, 1959 as the date of hearing. Hearings were held from September 
21, 1959 through September 24, 1959, during which time evidence was presented 
by Natural, the producers, and the Staff of the Commission. 


Natural’s Project 


In addition to its proposal to build approximately 490 miles of 36-inch and 
21 miles of 26-inch loops between Fritch, Texas and Joliet, Illinois, mentioned 
heretofore, Natural proposed : 

(a) The installation of one compressor station with 9,000 BHP at Mountain 
View, Oklahoma; at a point on applicant’s pipeline extension between Fritch, 
Texas, and Jack and Wise Counties, Texas; and the installation of one compres- 
sor station with 1,920 BHP at Chico, Texas, at a point of origin of the applicant’s 
Fritch-Jack and Wise Counties pipeline in Wise County, Texas; 

(b) Additional town border metering facilities for service to the towns of 
Pacific Junction, Malvern, Emerson, Osceola, What Cheer, Keota, and Sigourney 
in the State of Iowa and to the towns of Atkinson, Sheffield and Ladd in the State 
of Illinois ; and 

(c) Approximately 9.75 miles of 6, 8 and 10-inch lateral supply lines to connect 
new sources of gas supply to Applicant’s pipeline system, as follows: 

Lateral to Chitwood Field—5 miles of 8-inch pipeline ; 

Lateral to West Cement Field—1 mile of 6-inch pipeline ; 

Lateral to South Rainey Field—.75 miles of 6-inch pipeline ; 

Lateral to Cities Service Chico Gasoline Plant—.75 miles of 6-inch pipeline ; and 


676—S8S07—64———__18 
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One side-tap connection in Stephens County, Oklahoma, for receipt of Cities 
Service Gas. 

Initially the total cost of the facilities was estimated at $86,158,000. However, 
this estimate was subsequently reduced to $62,563,000. Included in this figure are 
costs for ten new town border facilities estimated to cost $200,000 ($20,000 for 
each town’s metering facilities) and the cost of installing facilities to secure new 
gas supplies is estimated at $300,000. Because these facilities are in place, actual 
construction costs are reflected in the hearing record. 

The project was financed substantially as follows: 


Debentures and preferred stock 

Common stock 6, 989, 493 
Ree I ii BS kr ite int intel 29, 330, 101 
1979 Series Bonds 19, 614, 000 
Ghamebel Daw OE Caw CG ian iki hs sik chettcnccne 2, 529,406 


There has been no question raised by any party or by the Staff with respect 
to the engineering and financial aspects of Natural’s project. The economic 
feasibility of the pipeline’s expansion program has been demonstrated, and it is 
the Staff’s contention that the actual deliverability of the system is somewhat 
higher than that indicated by the design. This belief is expressed thus: 

The claimed design is shown on exhibit 12, page 1, which shows operating con- 
ditions on the system when contract quantities, including the quantities reserved 
for interveners herein, are being delivered to each customer. Such a condition 
might exist on a cool (not cold) day in autumn, winter or spring. The additional 
volumes are obtained from storage which is so located that the gas does not 
physically enter Natural’s system. Compressor Stations 109 and 110 therefore 
pump less gas and hence require less fuel (compare exhibit 13, page 1 and exhibit 
14, page 1). This volume of 1, 200 Mcf per day which is not used for fuel can be 
delivered to customers on a cold day. 

In recommending that the interveners in this matter be given a total of 5, 297 
Mcf per day from the system, the Staff has used a part of the 1200 Mcf discussed 
heretofore, since only 4,500 Mcf was reserved by Natural for these parties. 


Gas Supply 


Natural estimates its reserves of pipeline gas as of January 1, 1958, to be 5,712,- 
356, 000 Mcf @ 14.73 psia. (5.743, 543,000 Mcf @ 14.65 psia.) As of January 1, 
1959, Natural’s reserves are estimated to be 5, 598, 804,000 Mcf @ 14.73 psia. 
These reserves, expressed in Mmcf, are broken down in the Staff's brief as fol- 
lows: 


Jan. 1, 1958 Jan. 1, 1959 


Producing properties , 465, 1, 417, 201 
Contracts with producers 2, 336, 471 


Service Agreements 
Colorado Interstate Gas Co. 3. 1, 263, 303 
Lone Star Gas Company. 580, 829 


5, 597, 804 


The Staff’s brief points out that the reserves shown to be available from 
Colorado Interstate and Lone Star are based upon contract quantities for 
twenty years instead of on the years actually remaining under the contracts. 
The Colorado Interstate contract would expire in 1967 and the Lone Star 
contract in 1977. 
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Availability 

Natural’s estimates of available gas to meet average day requirements indi- 
cate a 16-year supply as of January 1, 1960. The Staff’s brief shows this supply 
in two parts: 

(1) Long Term Supply. 

This includes volumes available from Natural’s own leases, pipeline 
purchases, and long term contracts with independent producers. Volumes 
available from these sources of supply are insufficient to meet average day 
requirements. These deficiencies range from 23,979 Mcf per day in 1960 
to 122,865 Mcf per day in 1978. 

(2) Short Term, Spot Purchases and/or Contract Additions. 

Under this heading in its Exhibit 10 Natural has scheduled 68,000 Mcf 
per day for twenty years, or approximately 10 percent of its requirements. 
Natural contends that this figure is composed of several different categories 
as follows: 

(a) Short-term contracts, or “spot” purchases of gas that is taken only for 
a period of months or one year. 

(b) Contracts that are depleted early, or show a tendency to be depleted 
early. Currently carried under this heading would be estimates of available 
gas from West Beaver, Panhandle, Chunn Morrow, and Twin fields. 

(c) The acquisition of long-term reserves as they show up on the market 
and the accumulation of such reserves for a potential expansion. 

To support the prediction that in the future up to approximately 10 percent 
of total average day requirements, or 68,000 Mcf per day, can be met by 
short-term, spot purchases, and/or contract additions, Natural has shown that 
historically its annual average day purchases of spot, or short term gas and 


annual average day purchases under long term contracts for new supply, has 
been as follows: 


Annual average day 
volumes, Mcf 


Short Long term 
term or new sup- 
spot ply 


Furthermore, Natural has indicated that it has acquired additional contracts 
not included in the reserve and availability showings in these proceedings. 
Present estimates are that additions in the Camrick Field will add between 5,000 
and 7,500 Mcf per day; a small addition in Lips Field will add 500 Mcf per day; 
a contract with Cimarron Transmission Company for gas in Love County, 
Oklahoma, which is the subject of Docket No. G-17241 now pending before the 
Commission, will add 12,500 Mcf per day and the contract quantity for a new 
field, Southeast Boyd, is for approximately 5,000 Mcf per day. This is a total 
addition of some 20,000—25,500 Mcf per day. 

By including all availability estimates presented in this proceeding and 
assuming the certification of Cimarron Transmission Company’s sale to Natural 
now pending in Docket No. G—17241 the Staff's analysis indicates that the 
additional gas requirements for the first twelve years, or through 1971, do not 
exceed five percent of total requirements. Although no reserve or availability 
estimates have been submitted, there is indication that some 10,500 to 13,000 Mcf 
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per day of additional gas is available from the sources heretofore mentioned as 
not being included in the reserve and availability studies. = 
Under “Pipeline Purchases,” in its Exhibit, Natural included volumes to be 
purchased from Lone Star Gas Company. Natural, as previously pointed out, = 
assumes the continued availability of contract volumes from Lone Star despite - 
the record made in the Docket No. G-17897 et al. proceedings. - 
If it is assumed that Lone Star will be successful in attaching additional ” 
supplies to meet its contractual obligation to Natural, Natural’s reserves and 
availability estimates are considered adequate to meet the requirements for the te 
185,000 Mcf per day sales expansion, subject of these proceedings, for at least Te 
twelve years. As pointed out by the Staff, this is within the minimal require- 
ments of a twelve year deliverability life expressed by the Commission in Mid- O 
western Gas Transmission Company et al., Docket No. G—16841 et al., Opinion No. 01 
320, issued May 12, 1959, 21 FPC 653. a 
The tabulation included in the Staff’s brief, setting forth the record data on s 
Natural’s gas supply picture, has been reproduced herein as an Appendix. : 
Market fi 
b 
By its decision in Natural Gas Pipeline Company of America, et al., Docket S 
No. G-4280 et al., the Commission recognized that Natural had a ready market y 
for natural gas. It stated: 9 
A market survey completed in 1956 covering the requirements of Natural e 
for a 3-year period shows that there are 100,000 unsatisfied house heating ' 
customers on the Peoples Gas Light & Coke Co.’s system, and 160,000 on the c 
Northern Illinois Gas Co.’s system. This market survey disclosed further : 
that there are in this area unsatisfied demands aggregating peak-day i 
requirements of 475,000 to 485,000 Mcf for the winter of 1957-1958; an 4 
additional 175,000 Mcf for the winter of 1958-1959; and a further addition ] 


of 175,000 Mcf for the 1959-1960 winter season. There are thus additional 
requirements for 835,000 Mcf per day over and above the 510,000 Mcf present 
sales capacity of Natural’s system which is presently operated in excess of 

a 98 percent load factor. And the requirements for gas will continue to 
increase beyond the years estimated, as the record shows. (16 FPC 80, 87.) 
There can be no question but that there is a sufficient market to be served 
by the increased expansion of Natural’s pipeline requested in these proceedings. 
Natural has proposed that the additional capacity be sold to existing cus- 
tomers, except for 4,500 Mcf per day reserved by Natural for service to inter- 
veners for distribution in new towns. The 4,500 Mcf per day represented the 
nominations of these parties to Natural on a prior record. 


















The Interveners 





When the facilities here involved were placed into operation pursuant to the 
temporary authorizations, new service agreements were executed with Natural’s 
customers cowering all of the increased capacity except for 4,500 Mcf which 
was deferred until action could be taken by the Commission on the request 
for service to new towns. 


Iowa Power and Light Company 


Iowa Power and Light Company intervened seeking gas for service to Emerson. 
Malvern, and Pacific Junction, Iowa. It plans to serve only residential and com- 
mercial customers in these communities. The 1950 census showed a population 
of 2,369 with 689 residences and 121 commercials. Third year requirements for 
these three towns are: Peak day, 1,071 Mcf; Annual, 107,240 Mcf. Iowa Power 
would install the necessary facilities to deliver gas to the consumers; the esti- 
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mated cost for installing the system to deliver third year requirements is $320,265. 
Construction of the facilities would be financed out of current working funds. 
Iowa Power apparently is in solvent financial condition and should have no diffi- 
culty meeting its undertaking to construct the facilities necessary to deliver gas 
to these three communities. Operating expenses for the third year of operation 
are estimated at $88,565, with revenues estimated at $107,240; operating income 
is estimated to be $10,933. 

The order in this matter will provide for Natural to deliver up to 1,071 Mcf/d 
to Iowa Power. 


Iowa Southern Utilities Company 


Iowa Southern intervened herein to obtain supplies of gas to serve Sigourney, 
Osceola, What Cheer, and Keota, Iowa. Two separate presentations were made, 
one for Sigourney and the other for the three towns of Osceola, What Cheer, 
and Keota. 


Sigourney 


Initially Sigourney intervened in these proceedings seeking gas from Natural 
for its Municipal Gas Works Distribution System. Iowa Southern has since 
been granted a franchise to provide natural gas service to Sigourney. Iowa 
Southern does not seek to sell gas on an interruptible basis in Sigourney. There 
would be but one industrial customer, Iowa Dairyland Products, which would use 
about 18 Mcf on a maximum day. Otherwise service is expected to be virtually 
exclusively for residential and commercial use. Anticipated third year require- 
ments are: Peak day, 1,148 Mcf; Annual, 131,709 Mcf. Iowa Southern would 
contract for construction of the necesary facilities for the delivery of gas and 
company personnel will install meter and house regulators; estimated third year 
investment is $246,658. This investment will be part of the normal overall con- 
struction budget of Iowa Southern, which is approximately $4,000,000 annually. 
It is anticipated that this would be financed with internally generated funds. 
The total expense for third year operations is estimated at $104,967; total oper- 


ating revenue is estimated at $121,651, resulting in a net operating income of 
$16,684 and a 6.76 percent return on investment in the third year of operation. 

Natural will be directed herein to sell up to 1148 Mcf/d to Iowa Southern for 
service to Sigourney, Iowa. 


Osceola, What Cheer, Keota 


Iowa Southern obtained franchises to serve the City of Osceola and the Towns 
of What Cheer and Keota, Iowa. Third year requirements for these three com- 
munities are: peak day, 2480 Mcf; annual 443,934 Mcf. 

The third year estimated investment is $739,667, which would be financed as a 
part of Iowa Southern’s normal construction budget of approximately $4,000,000 
annually. Its current construction budget is being paid from internally generated 
funds and it is anticipated that these investments would be handled in the same 
manner. Contracts for construction would be let to private contractors for the 
general systems of mains and services and company personnel would be used 
for installation of meters and house regulators and the work associated with 
direct customer service. Third year operating revenues are expected to be 
$327,266 and expenses of $277,683 ; the return on investment would be 6.70 percent 
in the third year of operation. It is not apparent that there will be any difficulty 
in financing the construction of the project. 

Iowa Southern requested that these three communities be considered on a com- 
bined basis. Of the annual quantity, Iowa Southern anticipates in the third 
year, and thereafter, the sale of 164,500 Mecf as interruptible gas to the What 
Cheer Clay Products Company. It would appear that this anticipated sale makes 
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the entire project feasible; if it is unable to attach this interruptible customer, 
the economic feasibility is reduced. In fact, the average cost of gas purchased 
would be increased from 37.83 cents per Mcf with the interruptible sales included 
to 48.29 cents per Mcf without the interruptible sales. Iowa Southern has asserted 
its intent and expectation to attach this industrial. There was no concrete 
evidence in this record establishing that the What Cheer Clay Products Company 
has signified that it would use gas at the price it will be offered to it. Since the 
economic feasibility of this project depends very largely on the assurance of the 
proposed sales to What Cheer Clay Products Co., the Staff contends that the 
project should only be approved subject to Iowa Southern’s first securing from 
this industrial an executed contract for service (Cf. Midwestern Gas Transmis- 
sion Company, et al., Docket Nos. G—18313, et al., Opinion No. 331, 22 FPC 775, 
at pp. 797, 798). This condition, the Staff asserts, will make service to these 
three communities feasible. Upon this condition the Staff recommends that 
Natural be directed to deliver up to 2480 Mcf/d for sale to Iowa Southern for 


service to these three communities. This recommendation will be adopted by the 
Examiner.’ 


Illinois Power Company 


Illinois Power intervened herein seeking to obtain supplies of gas to serve 
Ladd, Atkinson, and Sheffield, Illinois, for which communities it has obtained 
gas franchises. Third year requirements for the three communities are reflected 
in the Staff’s brief as follows: 


Peak day Annual 
Mef Mef 


182 18, 500 
188 198, 400 
228 26, 800 


598 243, 700 


Illinois Power’s witness, Mr. Blakeney, indicated that there has been some 
growth in these three communities since the project was first planned (and 
upon which, incidentally, it has based its case), and that the added customers 
would add to the feasibility of the project. 

Illinois Power proposes to let contracts for the necessary construction of 
facilities, including laterals to Atkinson and Sheffield. Natural’s pipeline runs 
along the edge of Ladd. 

Based upon estimates made in the proceedings in Docket No. G-—9966, (in- 
corporated into this record by reference), Illinois Power anticipated a net loss 
of $529 in the third year of service to Sheffield (following upon losses of $5,582 
and $3,890 in the first and second years). Mr. Blakeney, however, asserted in 
this record that in a reevaluation the negative figure no longer exists. The 
Staff pointed out that the reevaluation is, however, dependent upon additional 
customers attaching, which will not be possible with the 598 Mcf peak day 
requested in this proceeding. Net operating revenue from Ladd for the third 
year would be $5,594 and from Atkinson, $4,100. 

On the showing made by Illinois Power Co. on this record, the Staff asserts 
that it would normally recommend denial, on the ground that it had not shown 
a public need for the gas. However, the Illinois Commerce Commission has 


1Such a contract, while not a part of the record, was submitted to the Commission on 
February 25, 1960. No examination of the filing has been made to ascertain whether the 
contract meets the requirements envisioned by the Staff herein 
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affirmed the desirability of the project. The Commission staff, therefore, has 
accepted its decision as evidence of the local public convenience and necessity. 

The annual quantities deliverable to these communities include interruptible 
sales to the Sheffield Tile Products Company, a brick and tile manufacturer in 
Sheffield, in the amount of 180,000 Mcf per year, and the Industrial Rubber 
Company in Ladd in the amount of 4,000 Mcf per year. There has been no firm 
showing that either of these companies is willing and able to accept gas service 
at the price offered, and to that additional extent, as contended by the Staff, 
Illinois Power’s presentation is deficient. While service to these communities 
may be in the public interest, the Staff asserts that there should be some showing 
that the Sheffield industrial is willing to take the anticipated quantity of gas, 
because the Staff feels that the economic feasibility of the project is dependent 
upon this industrial sale. Therefore, as in the case with Iowa Southern, the 
Staff has recommended that this project should be approved only upon Illinois 
Power's obtaining from the Sheffield Tile Products Company an executed con- 
tract for service. With a condition calling for the securing of this contract, the 
Staff recommends that Natural be directed to deliver for sale to Illinois Power 
a maximum of 598 Mcf per day of gas. The Staff’s recommendation appears to 
be reasonable and equitable and will be adopted herein. 


The Independent Producers 


Consolidated 





with the Natural application for expansion of its pipeline 
capacity are various applications of independent producers in Texas and 
Oklahoma. All have received temporary authorizations from the Commission 
to sell gas to Natural except Magnolia in Docket No. G—16295; all have com- 
menced service under these authorizations except Magnolia in that docket. 
Those selling gas in Jack and Wise Counties, Texas are: 

Champlin Oil & Refining Company (Docket No. G—14830) ; Phillips Petroleum 
Company (Docket No. G—16439) ; Carter-Jones Drilling Company, Ine. (Docket 
No. G—16288) ; Socony Mobil Oil Company, Inc. (Docket No. G—16393) ; John- 
tom Oil Company, Inc. (Docket No. G—16375): McCommons Oil Company 
(Docket No. G-16376) ; Bond Oil Corporation, et al. (Docket No. G—16392) ; 
Hudson Oil & Metals Company * (Docket No. G—16436). 

Those selling gas in Oklahoma are: 

Amerada Petroleum Corporation (Docket No. G—16029); Socony Mobil Oil 
Company, Inc. (Docket No. G—16296) : Anson L. Clark (Docket No. G—16382) ; 
Cornell Oil Company (Docket No. G—16383) ; The Pure Oil Company (Docket 
No. G—17493) ; Gulf Oil Corporation (Docket No. G—16761) ; Riddell Petroleum 
Corporation (Docket No. G—17828); Fain-Porter Drilling Corporation (Docket 
No. G-—17831). 

In this matter the Staff has recommended that permanent certificates be 
issued to all of the independent producer applicants. In the case of the 
Texas producers, whose contracts with Natural call for an initial price of 13 
cents per Mcf, the Staff’s position is that this initial price is not “out of line” 
with other certificated sales from Jack and Wise Counties in Texas, and that 
therefore the Staff will interpose no objection to the certification of the Texas 
sales in accordance with the contracts. 

In the case of the Oklahoma sales the Staff proposes issuance of conditional 
certificates calling for initial prices of no more than 11 cents per Mcf (instead of 


2As heretofore noted, Stekoll Petroleum Corporation has acquired from Hudson the 
properties involved in the sale by Hudson to Natural. It applied for a certificate of public 
convenience and necessity in Docket No. G—-19286 and has moved that it be substituted for 
Hudson in these proceedings. 
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the 16 cents proposed by the producers) or in lieu thereof, the Staff recommends 
a reopening of the hearing for the purpose of permitting the producers to 
submit further evidence, particularly cost evidence, which will support the 
applications. 

During the hearing on this matter Staff counsel made efforts to elicit informa- 
tion from producer witnesses with respect to costs of production, but was 
encouraged to abandon this course by reason of objections by producer’s counsel 
which were sustained by the Examiner on the basis, primarily, of a number of 
Commission pronouncements of the Seaboard* genre which seemed to render 
quite useless any serious inquiry into the realm of costs or any serious effort to 
relate contract prices to cost of production. 

These rulings were consistent with the Commission’s expressions and attitudes 
as of the date they were made. And even had the Examiner chosen to permit 
the Staff to pursue this line of inquiry in fragmentary fashion in derogatation of 
then compelling Commission precedent, it is beyond question that any cost 
information which might have been furnished would have been impossible to use 
in a manner that would show an intelligent relationship between the contract 
prices proposed and the costs of the product to be sold. 

The answers of one of the witnesses illustrate the climate of the presentation 
of the producers in this regard. 


Q When you enter negotiations on behalf of your company in these gas 
sales, it is your purpose to make a sale which would be advantageous in 
the sense of making money, isn’t it? 
A If that is possible. 

* * * ok * * * 
Q These gas sales are commercial ventures, commercial activities and the 
purpose of such activities is to show a profit, isn’t that right? 
A Yes, but I would like to point out that they don’t always show a profit. 
Q * * * But do you not have some kind of a basing point or a foundation 
upon which to negotiate so that you would have some idea of whether you 
were making a profit or losing or breaking even? You are not just shooting 
in the dark on these things, are you? 


A I think so—in the same sense that a farmer is when he sells cotton. 
He gets what he can for it. 


* = * * * * * 


Q Well, is there in your mind, when you negotiate these contracts, say 
this particular one—you had these 11 cent offers and you had the final 
16 cents offer that you accepted—wasn’t there some cent figure in your mind 
that you just couldn’t afford to sell that gas below, say eight cents or seven 
cents? 

A I had repeatedly refused 11 cents. You know that. And I don’t know 
what figure between 11 and 16 might have done the trick. That analysis 
was never made. 

Q Well, would you say that had you sold your gas at 11 cents you believe 
the company would have lost money on the deal? 

A I don’t know that. 

Q Does it come down to getting the best price you can get, regardless of 
profit? 

A Within the framework of the fact that we have got some commodity to 
sell, that is what it comes down to, yes. * * * Obviously if we sold all of 


819 FPC 416, Seaboard Oil Company. 
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our gas at a less price than it cost us we would be out of business long before 
this. So we have to make a profit on some of it. 


As has been remarked by this Examiner before, it is difficult to accept the 
proposition that large, well-established companies such as appeared in this hear- 
ing, Amerada, Cities Service, Phillips, Socony Mobil, Pure, and Gulf, to name a 
few, enter long-term contracts for large amounts of natural gas involving millions 
of dollars without a very good idea as to whether or not the transaction will, in 
the absence of unforseeable and serious economic disturbances, prove to be profit- 
able. Large, successful enterprises, utilizing all of the practices, procedures, and 
skills of modern accounting cannot be compared, except whitmsically, to country 
stores and cotton farmers.‘ 

Without detailing the testimony and evidence it would seem that this kind of 
record, which seems to follow the general pattern of contents of independent 
producer certificate hearing records, does not contain the kind of proof the 
Supreme Court had in mind when it said, in Catco® “Their proposals must be 
supported by evidence showing their necessity ‘to the present or future public 
convenience and necessity’ before permanent certificates are issued.” Nor can 
the Natural Gas Act be administered in the public interest, to provide “a com- 
prehensive and effective regulatory scheme,” if initial prices in certificates reflect 
only the best price the producer was able to get for his natural gas. 

Just as in Docket No. G—15227 and G—15542, the parties and the Staff have 
submitted briefs without noting therein the remand of the Transco case,’ which 
is believed to be very significant. The only Commission opinion issued since the 
Transco remand is No. 335, El Paso Natural Gas Company, et al., 23 FPC 369, 
G-13862 (February 23, 1960). No mention of Transco appears in Opinion No. 
335, but it is beyond question that the Commission was aware of Transco and 
the desirability of reappraisal of the gauges heretofore utilized in the considera- 
tion of independent producer certificate applications. Too, in Opinion 335 may 
be seen increased awareness of the significance of factors other than compara- 
tive area prices, in an observation that none of the producers in that case had 
presented “evidence * * * showing the amount of investment, its revenue re- 
quirements or cost of service.” Further, the Commission observed that despite 
the absence of a requirement (as set forth in Catco) of proving that a proposed 
rate is “just and reasonable” under the rate requirements of Sections 4 and 5 
of the Act 

it is equally clear from the Court’s opinion that if the circumstances warrant, 
cost evidence might or should appropriately be adduced in justification of 
the proposed price. (From fn. 14, p.375) 

In the separate concurring opinion Commissioner Kline indicates some dis- 
comfort with the initial price prescribed by the Commission in lieu of the 
contract price, due to his belief that the record “was vague” and the evidence 
was of “a general nature.” “It is clearly,” he said, “not the type of proof 
ordinarily accepted in a utility case.” 

From this Zl Paso opinion it may be seen that production cost evidence, 
once not only not sought but even unwelcome in an independent producer certifi- 
cate case has been reinstated as a means by which the “necessity” in “public 


*One of the major companies involved herein is reported by the press to have had a 
cash income in 1959 of approximately $228,000,000 or $16,000,000 more than in 1958, and 
debt was reduced $30,000,000 in 1958. 

5 Atlantic Refining Co., et al. v. Public Service Commission of the State of New York 
et al., 360 U.S. 378, 79 S. Ct. 1246. 

® United Gas Improvement Co., et al. v. F.P.C., 269 F. 2d 865, certiorari granted Decem- 
ber 14, 1959. 
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convenience and necessity” may be proved. As cost evidence becomes signifi- 
eant in independent producer certificate cases, it seems logical to assume that 
area price comparisons may become less significant, since those prices are 
frequently difficult to analyze in any truly meaningful way,’ and more especially 
since those prices are not infrequently influenced by causes which are alien 
to a free market, as, for example, competition between purchasers subject 
to the rate provisions of the Natural Gas Act and those which are not. The 
fading away of area price comparisons, when probative cost evidence enters 
the picture will be due, it is believed, to the difficulty, if not the impossibility 
of blending these two fundamentally incompatible types of proof in the 
same case.® 

It would seem to be clear that under the tenets of the Supreme Court’s 
opinion in Catco as it is now understood and as it has been inferentially 
strengthened by the 7ransco remand, the producers herein have made no case 
for the “necessity” of their sale in Texas of gas at 13 cents or of their gas 
in Oklahoma at 16 cents or at any other price. The Texas price herein con- 
tended for is supported by the fact that other people have been permitted, 
for some time, to sell gas from these counties at 13 cents. The Oklahoma 
price is not so simple in its genesis. The record here is clear that Natural’s 
gas supply man, Mr. Burns, believed he would have to offer at least 16 cents 
to get the gas—that it would be futile and foolish for him to make any lesser 
offer in the face of the competition being experienced and his company’s fail- 
ure to acquire the deep Knox field gas at 15 cents, or even later at 17 cents 
or 20 cents. The existing area price which was ignored by everyone in this 
competition to acquire new gas sources was no more than 11 cents per Mcf. 
It is safe to assert that the “going price” in any area where there are com- 
petitive buyers has little, if any, relationship to what the statistical price 
level may be, based upon historical data. The “going price” is the highest 
price the traffic will bear. Staff area price studies are, typically and necessarily, 
historical in nature. 

Staff Counsel devotes part of his brief to the Lone Star case (G-17897) 
pointing out that Natural had already contracted for this Oklahoma gas before 
Lone Star contracted for its gas. Lone Star and Oklahoma Natural Gas 
(an intrastate company) were contractually tied to an arrangement whereby 
if Lone Star’s producers did not get satisfactory certificates to sell to Lone 
Star, then Oklahoma Natural would get all the gas. Because of the immi- 
nence of this loss of this gas to the intrastate market, Lone Star’s very 
great need for additional gas, the fact that if Lone Star did not get the gas 
Oklahoma Natural would, the fact that purchases by Oklahoma Natural would 


7The briefs and record in this case are illustrative of the mare’s nest the matter of 
area price determination becomes. There is considerable argument on the subject of 
whether it is proper to distinguish “northern Oklahoma” from “southern Oklahoma” and 
“western Oklahoma” or if you give consideration to a selected group of counties, you are 
being biased and arbitrary if you fail to include other counties adjacent to the group you 
chose (and presumably, if you used a larger group, there would be some contentions that 
you might have, if you were being truly objective, added a few more counties to that 
larger group). Then there is the argument that the area for consideration in determining 
whether a price is “out of line” includes any field from which the pipeline purchaser may 
be buying gas. In the case of some of the larger pipeline companies, this would just 
about cover the entire southwest. The Commission has wrestled with these problems be- 
fore, and is apparently aware that there are pitfalls of equal danger in using too loose an 
area for price comparison as well as too tight an area. Cf. South Georgia Natural Gas 
Company, Docket No. G—9892 et al., 22 FPC 211, 248—250. 

®The Kline Statement in El Paso (Opinion No. 335) discusses these two different ap- 
proaches and the “‘little value” of area price evidence in a new field. 
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trigger the area prices anyway,’ together with some consideration of the greater 
than usual depth of the wells in Knox Field,” the Commission approved the 
16.8 cents price. It would seem clear that unless the Lone Star certifica- 
tion has had the effect of a rachet on the area price, the Commission would 
be obligated to protect the consumers in this situation by including an appro- 
priate condition in any certificate issued herein on the grounds that neither 
Natural nor the Oklahoma producers have shown any reason why the 16 cent 
price is required by the public convenience.“ The timing of the Lone Star 
contracts as opposed to the Amerada, et al. contracts with Natural does not 
seem too significant. Whether Natural by offering 16 cents caused Lone Star 
to offer 16.8 cents or vice versa does not seem to have much bearing on the 
question of the public interest. As of now, we have a 16.8 cent island in 
predominantly an 11 cent sea. It is clear from the record that the five cent 
difference between the area price and the price sought to be approved herein 


has no relationship whatever to the revenue requirements of the producers. 
Already noted is the fact that the Knox field where 16.8 cents was approved, 
the drilling depths were 15,000-16,000 feet as compared to a maximum of 
9,450 feet in the West Cement field involved herein.” 


©The late Commissioner Digby in one of his well-reasoned statements saw the possi- 
bility that intrastate buyers, like Oklahoma Natural, could reap the benefits of having 
competitors for gas purchases tied to the Natural Gus Act, and would not worry too much 
about the effect their own purchase activities might have on area prices. He foresaw 
that an aggressive intrastate buyer could, in effect, be the price regulating agency for its 
area. Commissioner Digby took a strong position against the imposition of a rate condi- 
tion in the Commission’s first producer certificate case where a condition was included in 
the authorization. See Cities Service-Signal Docket No. G—2569, Opinion No. 288, 14 FPC 
134 at 155 

20 None of the opinions wherein the Commission has given consideration to the depth of 
the producing formations provides guidance for developing the relationship of depth to 
price. An ingenious argument on this subject appears in one brief filed herein viz.: “A 
finding relative to the level of the cost of gas in a given field based solely on the depth of 
the producing horizon is obviously mere guesswork. 

“The depth of a producing horizon cannot be related to the cost per Mcf of gas without 
taking into account the number of wells and the total footage drilled and the total re- 
erves resulting from such drilling. The West Cement re 


erves were estimated to be 
20,893,000 Mcf. The Knox Field reserves were conservatively i at 255,769,000 
Mecf and might be as much as twice that amount Hence, the Knox Field reserves are 
conservatively twelve times as large as the West Cement reserves 
“In the West Cement Field, nine producing wells have been d 


iv ed to formations ranging 
in depth from 7,300 to 9,450 feet. Ten producing w 


ells have beeu drilled to a formation 
ranging from 15,000 to 16,000 feet deep in the Knox Field. Without going into detailed 
computations, it is apparent that there is considerably greater footage of producing wells 
per Mcf of gas reserves attributable to the West Cement Field than to the Knox Field. 
Using the criterion apparently relied upon by the Commission in the Lone Star case, it 
would appear that the West Cement gas is more costly than the Knox Field gas.” 

11 Despite this, the Examiner is willing to concede that the producer applicants have, in 
this record, established the following: 

A. At the time negotiations were commenced between Natural and the Oklahoma pro- 
ducers gas sales contracts had been consummated in Oklahoma and areas of northern 
Texas in the general vicinity of the West Cement Field at effective rates in excess of that 
provided for in the contracts involved herein. 

B. Natural’s offer to the Oklahoma producers was in line with prices then being paid 
by Natural and with prices being offered by others in the area, taking into account all 
transactions, whether or not subject to the Natural Gas Act, and also taking into account 
necessary adjustments for Btu content, dehydration, and gathering and compression, where 
applicable. 

Cc. The West Cement reserves are very favorably located, being only one mile from 
Natural’s line. 

D. The effect of Natural’s purchase of the West Cement gas on Natural’s average cost 
of purchased gas would be minute. 


E. Price provisions in the “Oklahoma producers’” contracts with Natural will not 
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The Staff’s contention, that there is no evidence in the record which would 
justify a conclusion that the prices for the Oklahoma sales in the case should be 
higher than 11 cents, would seem to be a valid one. Were it not for the persist- 
ence of the proposition that the public convenience and necessity of a proposed sale 
is measurable by what other buyers and sellers have done or have been permitted 
to do, it could be said that there is no probative evidence in the record support- 
ing even the 11 cent price, as such. However, the Commission adheres to the 
view that the Catco case “indicates that a matter of important concern is 
whether or not the proposed price is ‘out of line’, a question calling for a com- 
parison of the proposed price with prices for other, comparable producer 
sales * * *’* (Opinion No. 335, 23 FPC 369,375). An 11 cent price, as proposed 
to be established in this certificate by the Staff would be “in line”, if nothing else. 

The same can be said for the 13 cent Texas sales in Jack and Wise Counties. 
They are “in line” prices, and, as such, are qualified, without more, for approval. 


Docket Nos. G-16217, G—16280 and G-16266 


Included in these proceedings by consolidation are applications by Cities 
Service Gas Company, G—16217, Phillips Petroleum Company, G—16280 and 
Magnolia Petroleum Company, G-—16266 which relate to a sale by Phillips 
and Magnolia of certain gas which is called “surplus” herein to Cities Service. 
This surplus gas is residue gas available for sale and delivery in excess of the 
commitments of the sellers to Transok Pipe Line Company up to 20,000 Mcf per 
day.” Cities Service desired authority to construct and operate transportation 
facilities for this gas from the Bradley Gasoline Plant in Garvin County, Okla- 
homa to an existing Cities Service line which now connects with Natural’s 
Oklahoma extension. Cities Service made the arrangements in order to acquire 
the gas in advance of its own own needs. 

Authorization was sought for the following facilities : 

(a) Approximately 7.0 miles of 16-inch gas pipeline beginning at a point on 
its existing 16-inch gas pipeline in the Bradley Gasoline Plant; (b) a meter setting 
located in Carson County, Texas, through which Natural would return the gas 
to Cities Service if Natural couldn’t take it beyond that point; (c) a meter 
setting located in Carter County, Oklahoma for the delivery of the gas into 
Natural’s Oklahoma extension. 

Cities Service sought initially to deliver up to 25,000 Mcf per day to Natural, 
but subsequently amended this to 38,000 Mcf per day; this sale was to last for 
one year, with the option to continue the purchase for an additional year. Cities 
Service announced its intention to utilize its gas takes thereafter to add reserves 
to its own pipeline system. 

Under the temporary authorization granted to it, Cities Service has constructed 
the facilities for which a certificate has been sought and has been delivering up 
to 38,000 Mcf per day to Natural. The actual cost of constructing the pipeline 
was $200,518.46. Cost of the Carter County meter setting was $9,482.87 and of 


the Carson County meter was $3,352.68. The record supports the Cities Service 
need for the gas. 


affect prices being paid by Natural under any of its existing gas purchase contracts, there 
being no favored nations clauses in such contracts. 

F. There is a need for the gas which is the subject of the sales contract involved in this 
proceeding between the Oklahoma producers and Natural. 

G. The West Cement Gas reserves are adequate to support the sales thereof proposed 
in this proceeding. 

12 Cost evidence is still only to be considered “where called for’ and adduced only “if 
the circumstances warrant”, Opinion No. 335, 28 FPC 369, 375. (Emphasis added.) 

18 The average sale is 38,000 Mcf/d. 
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The initial price of the gas involved in the temporary arrangement is 11 cents 
and Cities Service has charged Natural 15 cents per Mcf. 

The Staff has recommended that the certificates requested by Cities Service, 
Magnolia, and Phillips be granted pursuant to the applications, and this recom- 
mendation appears to be in the public interest. Since, however, the parties have 
the option of selling this gas beyond the one year period (January 20, 1960), the 
certificate will not be limited to one year, as requested. 


Conclusion 


Natural’s pipeline expansion project is necessary and warranted by the public 
convenience and necessity and, as such, should be covered by a permanent certifi- 
eate. The sales by the independent producers in Jack and Wise Counties, Texas, 
should be permanently certificated, as applied for, subject to the Rules and 
Regulations of the Commission and the Natural Gas Act. The sales of gas by 
the Oklahoma producers should be covered by permanent certificates, but such 
certificates should include conditions providing for an initial price of 11 cents 
per Mcf. Cities Service, Magnolia, and Phillips should receive certificates of 
public convenience and necessity for the sale from the Bradley Gasoline Plant, 
as set forth in the pertinent applications and as developed in the record. Natural 
should be directed to deliver the requested volumes of natural gas to the inter- 
veners in these proceedings, as set forth hereinbefore. 


Findings and Conclusions “ 


Upon consideration of the applications filed herein, the evidence of record and 
the briefs filed, it is found and concluded, in addition to the findings and con- 


clusions heretofore set forth, that: 

(1) Natural Gas Pipeline Company of America, a Delaware corporation 
having its principal place of business at Chicago, Illinois, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act as heretofore found by the 
Commission in its order issued October 13, 1942, Natural Gas Pipeline Company 
of America, Docket No. G—235 (3 F.P.C. 830). 

(2) Natural’s proposed facilities hereinbefore referred to, and more fully 
described in its application, as amended, will be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and such facilities, together with the construction and operation 
thereof, are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Natural’s proposed sales of natural gas referred to hereinbefore and more 
fully described in its application, as amended, will be made in interstate commerce 
for resale for ultimate public consumption, subject to the jurisdiction of the 
Commission, and such sales are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(4) Subject to the requirements of this order and the conditions of the certifi- 
cate herein issued, Natural is able and willing properly to do the acts and to 
perform the services proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(5) The construction and operation of the facilities proposed by Natural, 
and the sales of natural gas proposed by it, are required by the public convenience 
and necessity, and a certificate should be issued to Natural as hereinafter ordered. 

(6) The public convenience and necessity requires that as a condition to the 
certificate granted to Natural herein that Natural should be directed to establish 


44 Based upon submittals in briefs by Natural, Champlin, and the Staff. 
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physical connection of its facilities with facilities proposed to be built by the 
intervenors named below and to deliver and sell natural gas to them for distri- 
bution in the named communities in amounts up to the quantities shown, upon 
the condition that intervenors construct their required facilties within one year 
from the date this certificate issues and sign appropriate service agreements 
with Natural: 


Intervenor Communities Quantities 


Iowa Power and Light Company Emerson, Malvern, and Pacific Junction, Iowa.| 1071 Mef/d. 

Iowa Southern Utilities Company Sigourney, Iowa Oscelola, What Cheer, and | 1148 Mcf/d. 
Keota, Iowa. 2480 Mef/d, 

Illinois Power Company Atkinson, Sheffield, and Ladd, Illinois.......- 598 Mef/d. 


(7) Each of the independent producers named above as parties to this proceed- 
ing is or upon initiation of the proposed sales to Natural will be engaged in the 
sale of natural gas in interstate commerce for resale for ultimate public consump- 
tion, subject to the jurisdiction of the Commission, and is or will be a “natural-gas 
company” within the meaning of the Natural Gas Act. 

(8) The sales of natural gas proposed by each of the independent producers 
hereinabove referred to, and more fully described in their applications, are sub- 
ject to the jurisdiction of the Commission and such sales, together with ‘the con- 
struction and operation of any facilities subject to the jurisdiction of the Com- 
mission necessary therefor, are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(9) Each of the independent producer applicants, subject to the requirements 
of this order and the conditions of the certificates issued to them, is able and 
willing properly to do the acts and to perform the services proposed and to con- 
form to the provisions of the Natural Gas Act and the requirements, rules and 
regulations thereunder. 

(10) The sales proposed by each of the independent producer applicants 
together with the construction and operation of any facilities subject to the juris- 
diction of the Commission necessary therefor are required by the public conven- 
ience and necessity, and certificates of public convenience and necessity should 
be issued to each of them as hereinafter ordered. 

(11) Cities Service Gas Company is a “natural-gas company” within the mean- 
ing of the Natural Gas Act as heretofore found by the Commission in its order 
issued July 28, 1943, Cities Service Gas Company, Docket No. G-141 (3 FPC 491). 

(12) Cities Service’s proposed facilities hereinabove referred to, and more 
fully described in its application, have been and will be used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and such facilities, together with the construction and operation 
thereof, have been and are subject to the requirements of subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(13) Cities Service’s proposed sale of natural gas hereinabove referred to, and 
more fully described in its application, will be made in interstate commerce for 
resale for ultimate public consumption, subject to the jurisdiction of the Com- 
mission, and such sales are subject to the requirements of subsections (c) and (e) 
of the Natural Gas Act. 

(14) Subject to the requirements of this order and the conditions of the cer- 
tificate herein issued to it, Cities Service is able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 
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(15) The construction and operation of the facilities proposed by Cities Serv- 
ice, and the sales of natural gas proposed by it, are required by the public con- 
venience and necessity, and a certificate of public convenience and necessity 
should be issued to Cities Service as hereinafter ordered and conditioned. 

(16) The public convenience and necessity require that certain of the certifi- 
cates herein issued shall contain special conditions respecting the initial rate for 
sales of gas, as set forth below. 

WHEREFORE, IT IS ORDERED, subject to review by the Commission, pursuant to 
its Rules of Practice and Procedure, that: 

(A) Certificates of public convenience and necessity are hereby issued to 
Natural and Cities Service, upon the conditions hereinafter set forth, for the 
construction and operation of the facilities proposed, and for the sales of 
natural gas proposed. 

(B) As a condition to the certificate granted in paragraph (A), Natural 
shall establish physical connection of its facilities with the facilities proposed 
to be built by and to deliver and sell natural gas to the intervenors named in 
Finding (6) above upon the terms and conditions set forth in said Finding.” 

(C) The general terms and conditions set forth in paragraphs (b), (c) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the issuance of the certificate granted in paragraph (A) 
above, and to the exercise of the rights thereunder. Paragraphs (b) and (c), 
however, do not apply to Cities Service. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of said 
Section 157.20 of the Regulations, is hereby fixed at six months from the is- 
suance of this order. 

(E) Stekoll Petroleum Corporation in Docket No. G—19286 is hereby sub- 
stituted as party in interest in place of Hudson Oil & Metals Company in 
Docket No. G—16436. 

(F) The application filed by Hudson Oil & Metals Company in Docket No. 
G-16436 is hereby dismissed. 

(G) Certificates of public convenience and necessity are hereby issued to 
each of the following named independent producer applicants in this proceed- 
ing for the sales of natural gas in interstate commerce for resale as proposed 
together with the construction and operation of any facilities subject to the 
jurisdiction of the Commission necessary therefor: 


G-14830 

G-16439 ; G-16280 

G-16288 

G-16393 ; G-16266 

Johntom Oil Company, Inc G-16375 
McCommons Oil Company G-16376 
Bond Oil Corporation et al G-16392 
Stekoll Petroleum Corporation G-19286 

*Now Socony Mobil Oil Co., Ine. 


(H) Certificates of public convenience and necessity are hereby issued to the 
following named applicants, upon the condition that each of said applicants 
within 30 days from the date of issuance of this order shall file with the Com- 
mission a duly executed amendment of the appropriate provision or section of the 
pertinent contract providing for its sale of natural gas to Natural which shall 


1% And subject also to the conditions relating to Iowa Southern and Illinois Power set 
forth on pages 239 and 240, eupra. 
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provide that the initial price for the sale of such gas to Natural shall not exceed 
11 cents per Mcf: 


Amerada Petroleum Corporation 

Magnolia Petroleum Company* G-16295 ; G—16296 
Anson L. Clark G-16382 
Cornell Oil Company 

The Pure Oil Company G-17493 
Gulf Oil Corporation G-16761 
Riddell Petroleum Corporation G-17828 
eM i a G-17831 


*Now Socony Mobil Oil Co., Inc. 


(I) The certificates issued by paragraphs (G) and (H) hereof shall be 
accepted in writing and under oath within 30 days from the date of issuance of 
this order. 

(J) The certificates issued herein are not transferable and shall be effective 
only so long as each of said applicants continues the acts or operations hereby 
authorized, in accordance with the provisions of the Natural Gas Act, and the 
applicable rules, regulations and orders of the Commission. 

(K) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the Com- 
mission’s Regulations Under the Natural Gas Act, requiring the filing of rate 
schedules for the service herein authorized; and is without prejudice to any 
findings or orders which have been or hereafter may be made by the Commission 
in any proceeding now pending or hereafter instituted against the applicants. 
Further, the action taken in this proceeding shall not foreclose or prejudice any 
further proceedings or objection relating to the operation of any price or related 
provision in the gas purchase contracts here involved. 


WILLIAM J. COSTELLO, 
Presiding Examiner. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


K. D. OWEN, ET AL., DOCKET NO. RI61-5 


ORDER ACCEPTING OFFER OF SETTLEMENT AND CONDITIONALLY TERMINATING 
PROCEEDING 


(Issued August 12, 1960) 





On July 8, 1960, K. D. Owen, et al. (K. D. Owen) tendered for filing an Offer 
of Settlement, pursuant to Section 1.18(e) of the Commission’s Rules of Practice 
and Procedure, involving jurisdictional sales of natural gas to Tennessee Gas 
Transmission Company (Tennessee) from an interest in certain leases in the 
Zim-Ricaby Field, Starr County, Texas.* 

The suspended favored-nation increased rate proposal, which is the subject of 
the Offer of Settlement, is Supplement No. 7 to K. D. Owen’s FPC Gas Rate 
Schedule No. 2. Such supplement, containing a proposed increase in rate from 
12.12268¢ to 17.24847¢ (less a 1.25¢ per Mcf deduction for compression and 
dehydration) per Mcf, was suspended, and the use thereof deferred until 
December 30, 1960 by the Commission’s order issued July 21, 1960 in Docket 
No. RI61-5. 

In the Offer of Settlement, K. D. Owen proposed that the suspended rate be 
replaced by a settlement rate of 15.0¢ per Mcf and that such rate be allowed to 
become effective without suspension, as of the date of the Commission’s ac- 
ceptance order, and continue in effect for the remaining term of the contract, 
which expires on January 1, 1947. In return K. D. Owen, would agree to elim- 
inate the price redetermination and favored-nation clauses from the contract, 
and file a contract amendment as set forth in the Appendix hereto. 

In support of the Offer of Settlement, K. D. Owen states that the favored- 
nation and price redetermination provisions were an important element of con- 
sideration in committing the gas; that such provisions would be eliminated, 
including the elimination of all further fixed escalations provided for in the 
contract; that the proposed settlement rate of 15.0¢ per Mecf is fair and reason- 
able and is below recently negotiated contract prices for gas produced in the 


































area; and that, if the offer is accepted, there will be no further price increases, 
except whatever tax reimbursement is appropriate for the remaining life of the 
contract. 

Tennessee has concurred in the offer and has agreed, in the event the offer is 
accepted by the Commission, to make the contract changes or amendments pro- 
vided for in the offer. No party has intervened in this proceeding or expressed on 
the record any opposition to the Offer of Settlement. 

In our judgment, settlement of this proceeding in accordance with the Offer of 
Settlement is desirable in the public interest and appropriate in carrying out the 
provisions of the Natural Gas Act. K. D. Owen is proposing to eliminate the 
favored-nation, price-redetermination and fixed escalation clauses in the contract 
herein involved with Tennessee, and to waive all future rights and benefits 
thereunder. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, Tennessee, 
as well as customer companies, of the time and expense which might be necessary 
to the conduct of formal hearings in such rate cases as might otherwise arise 
under such provisions. The resulting stability in gas costs would be welcome to 


1J. O. Moss and L. J. Broussard are the other parties of interest covered under the 
Offer. 
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all segments of the natural gas industry. Furthermore, freeing the Commission 
and its staff from the need of considering such proposed increases would enable 
us to concentrate our efforts on other matters having possibly more serious conse- 
quences for the public and the consumer. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by K. D. Owen with the 
Comunuission on July 8, 1960, and in the Appendix* to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be accepted by the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by K. D. Owen, e¢ al. 
on July 8, 1960, is hereby approved in accordance with the provisions of this order. 

(B) K. D. Owen and other parties of interest to the offer shall execute with 
Tennessee an amendment to the gas purchase contract, as amended, filed with the 
Commission a K. D. Owen’s FPC Gas Rate Schedule No. 2 in accordance with 
the Appendix attached hereto. 

(C.) K. D. Owen et al. shall, within 30 days from the date of issuance of this 
order, file with the Commission the executed agreement with Tennessee required 
by paragraph (B) above together with a notice of change in rate, pursuant to 
Section 154.94 of the Commission’s Regulations, from 12.12268¢ to 15.0¢ per Mcf 
as provided in such executed agreement. 

(D) Upon satisfactory compliance with paragraph (C) above, K. D. Owen’s 
rate proposed in the Offer of Settlement is hereby permitted to be effective on 
the date of issuance of this order and the proceeding in Docket No. RI61-5 is 
hereby terminated. 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending or 
hereafter instituted by or against K. D. Owen, e¢ al. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


PACIFIC GAS & ELECTRIC COMPANY, PROJECT NO. 2130 
ORDER MODIFYING ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued August 12, 1960) 


The Commission on February 15, 1960 issued an order further amending 
Pacific Gas and Electric Company’s license for major Project No. 2130—located 
on the Stanislaus River and its Middle and South Forks in Calaveras and 
Tuolumne Counties, California, and affecting lands of the United States within 
the Stanislaus National Forest and other lands of the United States—to authorize 
the construction, operation and maintenance of a new Stanislaus power plant 
and appropriate retirement of the existing Stanislaus plant. 

Subsequent to the issuance of the order the licensee requested and was granted 
extensions of time to accept the amendment of the license—the latest extension 
being to and including August 16, 1960—in order that the Commission might 
complete its studies in connection with the licensee’s request for clarification of 
Articles 32 and 39 of the order. 


*Omitted in printing. 
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The licensee has suggested that Article 32, which was amended to include 
specific reference to the Stanislaus Afterbay Dam in the interest of fish and wild- 
life resources, should provide for notice and opportunity to be heard; and that 
Article 39, a special provision to protect the United States from any liability for 
damages the licensee might suffer from operation of the New Melones project, 
as recommended by the Department of the Interior, should be clarified. 

In order to clarify Article 39, the Department of the Interior has recommended 
that the article be reworded as hereinafter provided. 


The Commission finds: 


Modification of said order as hereinafter provided is appropriate and consistent 
with the public interest. 


The Commission orders: 


(A) The said February 15, 1960 order further amending the license for Project 
No. 2130 is modified by substituting the following articles for Articles 32 and 39— 

Article 32. Licensee shall provide and maintain fishways over the Sand Bar 
Flat Diversion Dam, and Philadelphia Diversion Dam, and the Stanislaus After- 
bay Dam when directed to do so by the Commission upon its own motion or upon 
the recommendations of the Secretary of the Interior and the California Depart- 
ment of Fish and Game, after notice and opportunity for hearing. 

Article 39. The United States shall not be liable for any claim for damages 
or claim for compensation relating to a new Stanislaus power plant as a result 
of operation of the New Melones Dam and Reservoir of 2,400,000-acre-foot capac- 
ity corresponding to periodic maximum controlled water surface elevation of 
1084 feet above mean sea level (U.S.G.S. datum) at the dam and requiring addi- 
tional reservoir surcharges up to a maximum of 10 feet at the dam for flood 
control operation under design-inflow flood. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute accept- 
unce of this amendment of license, as modified. In acknowledgment of the 
acceptance of this amendment of license, as modified, it shall be signed for the 
Licensee and returned to the Commission within 60 days from the date of issuance 
of this order. 


CUMBERLAND AND ALLEGHENY GAS COMPANY, DOCKET NO. G-17226 


ORDER MODIFYING AND ADOPTING AS MODIFIED PRESIDING EXAMINER’S DECISION AU- 
THORIZING ABANDONMENT AND ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 

(Issued August 15, 1960) * 


Syllabus 

1. Cumberland and Allegheny allowed an initial rate not determined in accord- 
ance with principles of cost classification and allocation used in Atlantic 
Seaboard, because this is a unique proceeding, covering a transitional 
phase of Columbia System’s realignment program. P. 256. 

2. Commission approves abandonment by Cumberland and Allegheny of sale of 
natural gas to Columbia Gas of Maryland under Section 7(b) of the 
Natural Gas Act. P. 278. 

3. Commission issues certificate of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicant. TP. 278. 


*Initial decision appears on p. 256. 
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William Anderson, John P. Egan, Jr., Brooks E. Smith, Daniel L. Bell, Jr. 
for Cumberland and Allegheny Gas Company. 

Julius C. Meier, for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


This proceeding arose upon application of Cumberland and Allegheny Gas 
Company (Applicant) for an order under Section 7(b) of the Natural Gas 
Act authorizing the abandonment by sale to Columbia Gas of Maryland, Inc. 
(Columbia of Maryland) of certain of Applicant’s gas transmission facilities 
located in the State of Maryland, and for issuance of a certificate of public 
convenience and necessity pursuant to Section 7(c) of the Act authorizing 
Applicant to construct and operate certain facilities and to sell and deliver 
natural gas at wholesale to Columbia of Maryland. On June 30, 1960, the pre- 
siding examiner issued his initial decision authorizing abandonment and issuing 
a certificate of public convenience and necessity to Applicant. Exceptions to 
the examiner’s decision were filed by the Commission’s staff, the only other 
participant in this proceeding, on July 20, 1960. 

This proceeding represents a further step in the plan of the Columbia 
System for the realignment of properties whereby each of the System’s operat- 
ing subsidiaries will be subject to regulation by only one regulatory agency. 
This, however, is the first step in the realignment program which has required 
the filing of an initial FPC rate, and the only contested issue in this proceeding 
involves the proper level of the demand and commodity components of the rate 
which Applicant would charge initially for the gas which it would supply its 
affiliate, Columbia of Maryland, for resale to Applicant’s present Maryland 
customers and such additional customers as Columbia of Maryland may acquire, 

Applicant proposes an initial rate embodying a demand component of $3.00, 
and a commodity component to be determined on the basis of its cost-of-service 
for the period immediately preceding the filing of its tariff. For illustrative 
purposes Applicant shows that its commodity rate, based on its cost-of-service 
for the twelve month period ended August 31, 1959, would be 35.63 cents per 
Mef. Staff, on the other hand, proposes a demand charge of $1.65 and a com- 
modity rate of 42.7 cents per Mcf, the latter also being for illustrative purposes 
only, and requests that the certificate to Applicant be conditioned so as to 
require the filing of an initial rate with a demand component not in excess of 
$1.65 per Mef. 

The examiner rejected staff’s contention that the initial rate in this certificate 
proceeding must be determined in strict accordance with the principles of cost 
classification and allocation generally applied by the Commission in rate proceed- 
ings. He concluded that this is a unique proceeding, covering a transitional 
phase of the alignment program which will establish no precedent, and that the 
impact of the rate in this proceeding upon the system-wide rate structure to be 
hereafter established for the Columbia System may appropriately be taken into 
account. He could find no evidence that the demand rate proposed by Applicant 
would adversely affect its present customers, who after the abandonment here 
proposed will be customers of Columbia of Maryland; whereas the rate proposed 
by staff might result in an increased retail commodity rate to be charged by 
Columbia of Maryland which would cause a loss of a portion of the industrial 
load to be transferred to Columbia of Maryland and would therefore be detri- 
mental to the consumers of Columbia of Maryland. On balance, the examiner 
concluded that the public convenience and necessity permit the abandonment 
requested, and require the issuance of a certificate to Applicant, but do not 
require the attachment of the condition requested by staff with respect to the 
demand component of the initial rate. 
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We are of the opinion that the disposition of this proceeding which the 
examiner would make is proper. However, in adopting the examiner’s conclusion 
that the initial rate proposed by Applicant is acceptable for the purpose of the 
certificate herein issued, we do not rely upon or give approval to the cost 
classification and allocation proposed by Applicant in support of the initial rate, 
and our approval of the initial rate should not be construed as a precedent for 
departing from cost classification and allocation procedures heretofore established 
by the Commission. The initial rate proposed by Applicant is sufficiently justified 
by the unique and special character of this proceeding. Therefore, to the 
extent that the examiner’s decision might be construed as indicating approval 
of Applicant’s cost classification and allocation, or as authorizing a departure 
from established Commission procedures with respect to cost classification and 
allocation, the decision should be modified. 

Staff’s exceptions present no considerations which persuade us that we should 
not adopt the examiner’s decision, with the modification indicated above, as the 
decision of the Commission. 


The Commission finds: 


(1) The initial decision of the presiding examiner issued herein on June 30, 
1960, should be modified as hereinabove set forth, and as so modified should be 
adopted as the decision of the Commission as of the date of issuance of this order. 

(2) The exceptions to the examiner’s decision filed herein by the Commission’s 
staff on July 20, 1960, should be denied. 


The Commission orders: 


(A) The initial decision of the presiding examiner issued herein on June 
30, 1960, is hereby modified as provided above, and as so modified is hereby 


adopted as the decision of the Commission as of the date of issuance of this 
order. 

(B) The exceptions to the examiner’s decision filed herein by the Commission’s 
staff on July 20, 1960, are hereby denied. 


DECISION 


UPON AN APPLICATION FOR AN ORDER AUTHORIZING ABANDONMENT AND FOR A 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued June 30, 1960) 


MarsH, Presiding Examiner: This proceeding is upon the application, as 
supplemented by two additional filings, by Cumberland and Allegheny Gas 
Company (Cumberland & Allegheny, or Applicant) requesting the issuance of 
an order under Section 7(b) of the Natural Gas Act authorizing the Applicant 
to abandon, by sale to Columbia Gas of Maryland, Inc. (Columbia of Maryland) 
certain of Applicant’s gas transmission facilities located in the State of 
Maryland, and the issuance of a certificate of public convenience and necessity 
pursuant to Section 7(c) of the Natural Gas Act, as amended, authorizing 
Applicant to construct and operate certain facilities, all more particularly 
hereinafter described, and to sell and deliver natural gas at wholesale to 
Columbia of Maryland. 

On February 1, 1960, the Secretary of the Commission issued a Notice 
of Application and Date of Hearing in which, among other things, February 
26, 1960, was fixed as the date on or before which protests or petitions to 
intervene might be filed. Following a prehearing conference, ordered by the 
Presiding Examiner at the request of the Applicant concurred in by Staff 
counsel, the matter came on for hearing on March 8, 1960. The Commission’s 
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records did not then, nor do they now, disclose the filing of any protests or 
petitions to intervene and there were no participants in the proceeding other 
than the Applicant and the Staff of the Commission. Since the conclusion of 
the hearing briefs have been filed by the participants. 

Cumberland & Allegheny is now and has been for many years engaged in 
the business of producing, purchasing, transporting and selling natural gas 
in interstate commerce and at retail in the States of West Virginia and 
Maryland. 

Applicant produces gas from wells located in Braxton, Lewis, Harrison, 
Upshur, Barbour, Randolph, Tucker and Preston Counties in West Virginia 
and in Garrett County, Maryland. 

Cumberland & Allegheny purchases gas in Upshur and Randolph Counties 
in West Virginia, in the Mountain Lake Park area of Maryland and in the 
Accident Field in Garrett County, Maryland. In addition, the “Applicant 
receives natural gas under due authorization by the Commission from two 
affiliates, Atlantic Seaboard Corporation [Atlantic Seaboard] and The Manu- 
facturers Light and Heat Company [Manufacturers]”, both of whom are wholly- 
owned subsidiaries of The Columbia Gas System, Inc. (Columbia System) of 
which Applicant is also a wholly-owned subsidiary. 

Atlantic Seaboard delivers gas to the Applicant at two points of connection, 
both in Randolph County, West Virginia. The most westerly of such points 
is in the Valley Bend District and the more easterly connection is at a point 
known as Files Creek. 

There are several points of interconnection between the pipeline facilities 
of the Applicant and those of Manufacturers, all of which are along the 
southern boundary of the State of Pennsylvania and are more particularly 
hereinafter described. 

Cumberland & Allegheny’s pipeline system serves communities in north central 
West Virginia and the western end of the Maryland Panhandle. The backbone 
of Applicant’s transmission system is a line which extends from a point in the 
north central part of Lewis County, West Virginia in an easterly and northeast- 
erly direction across the West Virginia-Maryland state line at a point near 
Keyser, West Virginia and runs from thence across the State of Maryland to an 
interconnection with a transmission line of Manufacturers near Ellerslie, Mary- 
land. From that line there extends, in a southerly direction, a pipeline which 
interconnects Cumberland & Allegheny’s system with a transmission line of 
Atlantic Seaboard. Also, from Applicant’s main transmission line, at a point 
southeast of Bayard in Grant County, West Virginia, another line extends in a 
northwesterly direction across the West Virginia-Maryland state line to the 
Little Youghiogheny River. From this point a short lateral line extends to the 
Town of Oakland, Maryland. From this point also there extends in a westerly 
direction, a distance of about three miles, two parallel lines to the Town of 
Hutton. Paralleling the latter some ten miles but continuing in a northwesterly 
direction, again crossing the West Virginia-Maryland state line and the northeast 
corner of the West Virginia Panhandle, another line extends to an interconnection 
with a transmission line of Manufacturers at a point near Cheat Lake in Monon- 
galia County, West Virginia. From the latter line there extends another in a 
northeasterly direction to Mountain Lake Park, Maryland and from thence to 
the Town of Deer Park, Maryland. 

Two other lines extend in a northerly direction from a point on the main 
transmission line above described, a distance of about two miles, where they 


1From the western terminus of one of these lines there extends another, a distance 
somewhat less than one-half mile, to the West Virginia-Maryland border. 
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cross the West Virginia-Maryland state line at a point near Piedmont, West 
Virginia and interconnect with a line extending from that interconnection in a 
northeasterly direction to a third interconnection with a transmission line of 
Manufacturers near Mount Savage, Maryland. All of the facilities of the Ap- 
plicant above described are interconnected and constitute an integrated pipeline 
system. Cumberland & Allegheny own and operate another pipeline system not 
connected with its main transmission system. It consists of a line which extends 
in a southerly direction from an interconnection with Manufacturers at a point 
along the Maryland-Pennsylvania state line, north of Grantsville, Maryland, a 
distance of about three miles. This line is included in the facilities which would 
be transferred to Columbia of Maryland. 

The Applicant herein also owns a pipeline system extending from an inter- 
connection with Manufacturers at a point along the Maryland-Pennsylvania 
state boundary near Strawn, Pennsylvania in a southerly direction to and beyond 
Accident, Maryland. This pipeline system, too, is not connected with facilities of 
the Applicant’s interconnected pipeline system above described. Nor is it among 
the facilities which the Applicant would transfer to Columbia of Maryland. 

In Maryland the Applicant sells natural gas to approximately 21,100 retail 
customers in the Cities of Cumberland and Frostburg, the Towns of Barton, 
Lonaconing, Luke, Midland, Westernport, Deer Park, Grantsville, Kitzmiller, 
Lock Lynn Heights, Mountain Lake Park and Oakland and several rural com- 
munities. 

Cumberland & Allegheny serves seven industrial customers in the State of 
Maryland as follows: Celanese Corporation of America, near Cumberland, Cum- 
berland Glass Company in Mount Savage, Harbison Walker Refractories Com- 
pany in Jennings, Mexico Refractories Company (a subsidiary of Kaiser Alumi- 
num Chemical Corporation) in Zihlman, Mount Savage Refractories Company 
in Mount Savage, Pittsburgh Plate Glass Company near Cumberland and West 
Virginia Pulp and Paper Company in Luke. 

The abandonment of facilities by the Applicant herein by the sale thereof to 
Columbia of Maryland for which authorization is sought is a part of the plan of 
the Columbia System for realignment of properties so that each of the System’s 
operating subsidiaries will be subject to regulation by only one regulatory agency. 
Columbia of Maryland would serve only retail markets in the State of Maryland 
and would serve the Maryland retail customers now served by the Applicant under 
the retail tariff subject to the jurisdiction of the Public Service Commission of 
Maryland. The first step in this plan was approved by the Commission by order 
dated August 10, 1956, (effective September 10, 1956) in Central Kentucky 
Natural Gas Company et al., Docket Nos. G—9689, G—9684 and G-9695 (16 FPC 
437). Additional steps were taken in The United Fuel Gas Company, Docket No. 
G-12127 (18 FPC 400), The United Fuel Gas Company, Docket No. G—13038 (19 

FPO 848), The Manufacturers Light & Heat Company, Docket No. G-14691 
(20 FPC 536). 

In the (initial) decision in Central Kentucky Natural Gas Company et al., 
supra (p. 444), it was said: 

The purpose is to segregate retail business from wholesale business and 
not the separating of distribution property from transmission property. The 
principle to be followed is for the distribution company to own the laterals 
and other property bringing gas to it from the major transmission system 
back to the nearest possible point on the transmission system which will not 
involve distribution company ownership of lines transporting gas for sale 
in interstate commerce or gas for wholesale or any major volume of local 
production or purchases. 
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In that decision it was found that the abandonment of facilities authorization 
for which was sought in that proceeding was permitted by the public convenience 
and necessity. Similarly, in The United Fuel Gas Company (18 FPC 400) and 
The Manufacturers Light € Heat Company (20 FPC 536) there were findings 
that the steps proposed in those proceedings respectively, were required by the 
public convenience and necessity. 

Applicant alleges that aside from this proceeding no other step in the realign- 
ment program has required the filing of an initial FPC rate; that every effort has 
been made to avoid injecting rate issues into the realignment program; that this 
proceeding is unique in that it covers a transitional phase of the program and 
will establish no precedent. 

Applicant proposes herein a realignment of its Maryland properties and 
operations in such a manner that its retail distribution facilities in Maryland, 
including the transmission facilities to be “abandoned” by Applicant, would be 
transferred to Columbia of Maryland and operated by the latter corporation 
subject only to the jurisdiction of the Public Service Commission of Maryland. 
Applicant’s remaining interstate transmission facilities lying within the State 
of Maryland would be retained by Applicant and operated subject to the juris- 
diction of this Commission. It is alleged in the application herein that when 
completed this realignment program would result in the savings of substantial 
man hours and dollars to both the Columbia System operating subsidiaries and 
the regulatory authorities, all to the benefit of the ultimate consumer. 

The facilities which the Applicant proposes herein to sell to Columbia of 
Maryland may be described generally as follows: 

1. The transmission line (of varying sizes) extending from the Maryland- 
West Virginia state border at Westernport, Maryland toa point on the Maryland- 
Pennsylvania boundary at which there is a connection with Manufacturers, 
together with 17 short lateral lines connecting the transmission line with district 
regulators. This is Applicant’s Line No. 8012. 

2. The transmission line (No. 8027) extending from the Little Youghiogheny 
River to the Town of Oakland. 

3. The transmission line (No. 8030) extending from an interconnection with 
Line No. 8234 in Mountain Lake Park to the Town of Deer Park, together with 
three short laterals connecting this line with district regulators. 

4. The transmission line (No. 8167) extending from the interconnection with 
Manufacturers on the Maryland-Pennsylvania line southwardly to Grantsville, 
together with a transmission line extending therefrom to an industrial plant at 
Jenner, Maryland. 

It is stated in the application that the operation of only the facilities described 
above will be affected jurisdictionally by the proposal herein and that Applicant’s 
other facilities will continue to be operated as in the past. 

Applicant asserts that its proposed realignment of properties requires that 
four of its distribution lines in Maryland be retained by it for the reason, in the 
first three instances, that gas delivered into the present distribution system in 
Maryland would not flow across the border into West Virginia, and in the fourth 
instance because of the infeasibility of moving presently installed facilities. 

Cumberland & Allegheny proposes to construct and operate a facility for the 
purpose of measuring and regulating deliveries of gas to Columbia of Maryland 
into one of the lines which Applicant proposes to transfer to that company. Appli- 
cant estimates that the cost of this proposed measuring and regulating facility 
will be approximately $41,040. Existing measuring stations and distribution 
measuring check stations will be used to meter the gas sold by Applicant to 
Columbia of Maryland at all other points. Columbia of Maryland will serve the 















260 FEDERAL POWER COMMISSION 






total estimated natural gas requirements of the retail distribution area to be 
acquired from Applicant. The requirements of the area acquired by Columbia of 
Maryland will become the subject of wholesale sale by Applicant to Columbia of 
Maryland, and since the same volumes will be required, there is no problem of 
gas supply. 

Applicant alleges that on February 18, 1959, the Public Service Commission of 
Maryland approved the transaction whereby Applicant would transfer to 
Columbia of Maryland and the latter would acquire and operate certain of Appli- 
eant’s retail distribution facilities in Maryland for resale of natural gas within 
the State of Maryland. Applicant will receive shares of the common stock and 
installment promissory notes of Columbia of Maryland in exchange for Appli- 
cant’s assets in the State of Maryland used in connection with the retail distribu- 
tion of natural gas including $150,000 in cash, together with the reserves, liabil- 
ities and obligations applicable thereto. Applicant will deliver to The Columbia 
Gas System, Inc. the shares of common stock and the installment promissory notes 
issued by Columbia of Maryland to Applicant. In consideration therefor, The 
Columbia Gas System, Inc. will deliver to the Applicant shares of Applicant’s 
common stock and will accept the installment promissory notes of Columbia of 
Maryland as prepayment of Applicant’s installment promissory notes of equal 
amount. 

At the prehearing conference heretofore referred to, Staff counsel accepted as 
facts for the purposes of this proceeding certain allegations and assertions con- 
tained in the application herein and also certain findings of fact set out in a 
draft of an order granting the authorization herein sought tendered by the 
Applicant. 

Additionally, Staff counsel stated that the Staff was of the opinion that the 
showing made by the Applicant in its application and in the first and second 
supplements thereto filed herein satisfied the requirements of proof with 
respect to: 

1. The adequacy of Applicant’s gas supply ; 

2. The sufliciency of Applicant’s market and the reasonableness of its 
estimates of market requirements; 

3. The feasibility (financial, engineering and otherwise) of the project for 
which authorization is sought; 

4. Applicant’s ability to finance the project and the method of financing 
proposed ; 

5. The several items in Applicant’s proposed illustrative cost of service as 
reflected in the application filed herein including rate of return and the related 
income tax item; and that the foregoing matters do not require the presentation 
ot evidentiary proof for their support. 

The Applicant expressed a willingness to accept a condition to a certificate 
which would require Applicant to pass on to Columbia of Maryland such 
refunds, if any, appropriately allocable to that company which may result 
from final FPC orders in Docket Nos. G—12196, G—16817, G—18422, G—19326 
and G-20270 requiring Atlantic Seaboard Corporation to make refunds to Appli- 
cant. Counsel for the Applicant made it clear that the foregoing recitation 
of Docket Nos. G—12196, G—16817, G—18422 and G-—19326 was intended to pro- 
tect the Maryland consumers but was not to be interpreted as an implication 
that Applicant considers that said proceedings are relevant to a refund by 
Applicant to Columbia of Maryland. 

It was agreed and stipulated between Applicant and the Staff that there 
thus remained to be resolved in this proceeding a single issue, namely the 
proper level of the demand and commodity components, respectively, of the 
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rate which the Applicant would charge initially for the gas which it would 
supply its Maryland affiliate for resale to Applicant’s present Maryland 
customers and such additional customers as Columbia of Maryland may acquire. 

While the Natural Gas Act does not require in a Section 7 proceeding a 
determination of just and reasonable rates in as thorough and complete a way 
as is required under either Section 4 or 5, the form and level of the rates which 
will be established initially following the granting of the authorization sought 
herein are matters relevant to and necessarily of considerable interest in deter- 
mining whether the present or future public convenience or necessity require 
such authorization. The nature of the service which the Applicant proposes 
after the consummation of the proposed abandonment to render to Columbia of 
Maryland and by the latter to its customers appears, it seems to be agreed, to 
dictate that the rate for the gas to be delivered by the former to the latter be 
on a two-part basis, that is to say, it should be a demand-commodity rate. 

Applicant proposes such a rate and proposes to make an initial rate filing 
pursuant to the Commission’s regulations under the Natural Gas Act after all 
approvals required have been obtained. Such tariff would contain, where 
applicable, the same rate provisions and general terms and conditions presently 
filed with this Commission by other Columbia System companies governing 
service under contract demand rates. The actual commodity rate level would 
be determined on the basis of Applicant’s wholesale cost-of-service for the period 
immediately preceding the filing of such tariff, but for purposes of information 
and illustration, the Applicant presented in this proceeding a cost-of-service for 
the twelve months ended August 31, 1959, adjusted to represent known changes 
expected to be in effect during the first year of operations after the transfer 
authorization for which is sought herein. 

In the original application Cumberland & Allegheny proposed a two-part rate 
consisting of $3.25 demand and 34.52 cents commodity which had been developed 
for use in this proceeding on the basis of Applicant’s costs for the twelve months 
ended May 31, 1958. In the second supplement to its application Cumberland & 
Allegheny expressed a willingness to agree to an initial rate embodying a 
demand component of $3.00. As indicated above, the commodity component 
would vary, up or down, depending upon the most recent cost experience at the 
time of filing. 

To test the reasonableness and the adequacy of the proposed rate, there must 
first be ascertained the cost of the service to be rendered and the dollar amounts 
of the various items going to make up the total cost of service. These costs must 
then be segergated and identified on a functional basis between production and 
gathering costs and transmission costs. For the purpose of testing the validity 
of the proposed demand component and to arrive at an illustrative commodity 
component, the Applicant employed figures reflecting its experience during the 
twelve months ended August 31, 1959, and added thereto a return of 6% percent 
on the rate base so determined. The Staff does not contend that the proposed 
rate of return is excessive but rather found these figures acceptable except that 
the Applicant had utilized a year-end, net-rate base rather than a net-average 
rate base.? However, as indicated above, the Applicant agreed when the rate is 
actually fixed to adopt the procedure suggested by the Staff. The evidence 


presented resulted in total costs (including a return of 64% percent) summarized 
as follows: 


2The Staff’s total cost of service exceeds that used by the Applicant by $3,135 which 
arose because of this difference in treatment. 
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Applicant 





Production and gathering. _.._.....- $5, 320, 598 $5, 334, 853 
TIMID oil sta aicineiandeen | 1,020, 431 1, 003, 041 


iach Stet cd gest $6, 337, 894 












All of the costs summarized above except return on investment and income 
taxes were taken from an exhibit introduced in evidence in this proceeding by 
the Applicant. Returns based on an average net rate base together with asso- 
ciated income taxes were supplied to the Staff witness by the Applicant. The 
Staff witness did not undertake the sponsorship of the Applicant’s figures, nor did 
he recommend a 6% percent rate of return. However, as has been seen, the Staff 
raises no issue as to the propriety of the rate of return employed in these calcula- 
tions. Thus, there is no issue in this proceeding as to the Applicant’s total cost of 
service. 


At this point the single issue to be determined appears in three distinct aspects. 
They are: 
























1. Should the Commission require the strict application in this proceeding of 
the classification of production and gathering costs entirely to the commodity 
component, or 

2. Should the transaction involving the delivery of gas by the Applicant to Man- 
ufacturers and the delivery of gas by Manufacturers to the Applicant be treated 
as separate independent sales or simply as an exchange arrangement? 

3. Should Cumberland & Allegheny’s initial rates be fixed through the appli- 
eation of other pricing principles taking into account conditions peculiar to this 
case? 

Using the total costs summarized above, the Staff and the Applicant, respec- 


tively, apportioned those total costs between “demand” and “commodity” as 
follows: 






























































































































Staff Applicant 
Demand Commodity Demand Commodity 
oa. a ais —— = 
Production and gathering expense_._.......-.--]-------------- $304, 580 $142, 729 $161, 851 
Exploration and revenue expense-..........--.--|-------- sili 244, 031 122, 016 122,015 
eas. i econeemaanalas $484, 73 3, 081, 583 484, 735 3, 081, 583 
CR NE CEI sn. ods cnet tsk sna cencsbadtanteccsipeien 25, 074 25, 340 266) 
Other operating expenses...........-.---------- 123, 112 169, 702 123, 760 169, 054 
Total operating expenses--.........---.-- $607, 847 $3, 824, 970 $898, 580 $3, 534, 237 
Administrative and general production and kas $94, 026 $46, 881 $47, 145 
gathering Transmission-...-...........--.---- $38, § 46, 613 42, 668 42, 907 
Depreciation and depletion..... ......---------- ¢ SEY Eiccaditbassineaiiccccasmnieane 
Depreciation straight line_-....- 121, 479 
Depreciation unit of production. 263, 177 
Depletion _._.._- 1, 741 
Federal income taxes: 5 . 
PUOOLEOEE GEN SURNNONG ~ «5 nono sec ccc ccenfocceccccunsene 260, 665 133, 797 133, 798 
IS «sisi 6 ites steele nitsnnetionty aortas 97, 858 97, 857 93, 632 . 
Other taxes: | 
Prednetion and gathering -................-}.............- 125, 059 62, 530 62, 529 
PN ead 25, 217 25, 217 25, 217 25, 217 
Return: 7 
Production and gathering -_............---- 322, 751 165, 038 165, 038 
TREE. 3 oc co tneadesesendécatamncceenel 128, 625 128, 625 
Total other expenses. -.......------------ _ $819, 868° 
| $1,718, 448 
Total gross costs... ..--..-.----------+--- $5,373,198 | $1,718,409 | $4,619, 485 

















2 


~nenae 


— 


-_> ~*~ 


, —_ ~a DP & aA th 


FEDERAL POWER COMMISSION 263 


It will be seen that the Staff has classified as “demand” costs $750,578 less and 
u correspondingly larger amount to “commodity” than has the Applicant. In so 
doing the Staff has accepted for the purpose of testing the propriety of the clas- 
sification of costs in the determination of the initial rates properly to be charged 
by the Applicant to Columbia of Maryland the principles set out in the Commis- 
sion’s Opinions Nos. 225 and 228. The first of those is In the Matter of Atlantic 
Seaboard Corporation et al. (Dockets Nos. G—-1384 et al., 11 FPC 43, and the 
second, Northern Natural Gas Company (Dockets Nos. G—1382 et al.), 11 FPC 
123. 

As the Staff sees it, the sole question presented herein is whether the Applicant’s 
costs should be allocated and classified consistently with the two opinions re- 
ferred to above. To this rhetorical question the Staff’s answer is an unqualified 
categorical affirmative. 

In the Atlantic Seaboard proceeding the Commission assigned fixed transmis- 
sion costs 50 percent to demand and 50 percent to commodity. Variable costs 
were assigned 100 percent to commodity. In that case no production or gathering 
costs were involved. In the Northern Natural opinion the Commission employed 
substantially the same classification with respect to transmission costs but 
assigned production and gathering costs 100 percent to the commodity component. 

The Applicant insists that it has classified its costs in a manner similar to that 
in which the Commission classified transmission costs in the Atlantic Seaboard 
decision supra, but concedes that it has not classified its production and gather- 
ing costs in a manner consistent with the principles announced in the Northern 
Opinion No. 228. 

In the latter there appears the following: 


Division of common costs into demand and commodity components.—A 
major difference exists between Northern and the staff in the allocation of 
costs of producing gas. Northern’s witness, to the extent that such costs 
were, in his opinion, constant costs, allocated them entirely to demand. The 
staff, on the other hand, treated costs of production entirely as commodity 
charges. The latter procedure is the more appropriate. It is the uniform 
practice in the industry to purchase gas in the field on a straight commodity 
basis. And there appears to be no justification for a difference in treatments 
of the costs related to purchased or produced gas. The costs are directly 
related to the annual volumes of gas produced and sold. Therefore, we find 
that the treatment of production costs as commodity costs and their assign- 
ment to customers in proportion to annual sales to such customers is proper. 


That opinion does not disclose whether the evidence of record supported the 
factual conclusion that these “costs are directly related to the annual volumes 
of gas produced and sold.” However, upon review (sub nom State Corpora- 
tion Commission of Kansas v. Federal Power Commission 206 Fed. 2d 690, 
710-711), the Court of Appeals specifically quoted and considered the Com- 
mission’s language set out above and concurred in it by saying: 


We see no such unreasonableness in the Commission’s decision to treat 
purchased and produced gas in the same manner—i.e., as 100 percent 
commodity—as would justify reversal. 


The Supreme Court thereafter denied certiorari, 346 U.S. 922 (1954). 
In Mississippi River Fuel Corporation, 11 FPC 288, 308, the Commission 
said: 


« * * After a careful consideration of the record before us here, in the 
light of the methods of allocation found proper on the records in prior 
rate proceedings, we are convinced that the method of allocation of costs 
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approved by us in the recent Atlantic and Northern cases, supra, is properly 
applicable in the instant proceeding. 


In this instance also no production and gathering costs appear to have been 


involved. 


However, in another decision (Colorado Interstate Gas Company), 11 FPC 


824, 350) which followed almost immediately production costs were involved and 
with respect thereto the Commission said: 


The staff classified all production costs as a commodity cost. Colorado has 
assigned certain production costs or parts thereof, to demand on the 
theory that such costs do not vary with the volumes of gas produced. We 
find no justification in the record for treating these particular costs dif- 
ferently from other production costs which Colorado admits should be 
classified to commodity. Jn the Matter of Northern Natural Gas Company, 
11 FPC 123, where contentions similar to those made by Colorado were 
advanced, we held that production costs are so intimately associated with 
the volumes of gas produced that they are properly classified as com- 
modity costs. 


In United Fuel Gas Company, 12 FPC 251, 273 the Commission had under 


consideration the rates of an affiliate of the Applicant herein, the nature of 
whose operations is similar to those of the Applicant. With respect to the 
classification of costs of production, the Commission there had this to say: 


The staff classified all of United Fuel’s cost associated with its production 
of natural gas in the Appalachian fields of West Virginia and Kentucky as 
commodity costs. 

United Fuel classified royalties on metered gas (its own production) as 100 
percent commodity cost, but all other costs incident to its local production 
of gas as 50 percent demand and 50 percent commodity. 

United Fuel purchases gas in the field on a straight commodity basis and 
has classified these purchase-gas costs as 100 percent commodity costs. 
(T. 1050) We find that its own production, coming from the same fields 
and providing the same general function on its system, should be given the 
Same treatment for allocation purposes. Northern Natural Gas Company, 
Opinion No. 228. 

In El Paso Natural Gas Company, Docket No. G—2018, Opinion No. 278, 13 
FPC 421, 448-449, issued November 26, 1954, the Commission had this to say with 


respect to the classification of costs: 


Costs associated with production facilities and operations were allocated by 
El Paso according to its theory of demand and commodity responsibilities 
and in varying percentages. The Staff, on the other hand, treated costs of 
production entirely as commodity charges. We have heretofore held that: 
The latter procedure is the more appropriate. It is the uniform practice 
in the industry to purchase gas in the field on a straight commodity basis. 
And there appears to be no justification for a difference in treatments of 
the costs related to purchase or produced gas. The costs are directly 
related to the annual volumes of gas produced and sold. Therefore, we 
find that the treatment of production costs as commodity costs and 
their assignment to customers in proportion to annual sales to such 
customers is proper. 
Because El Paso purchases large volumes of residue gas it has certain facil- 
ities and engages in certain production operations additional to those usually 
performed by other companies. Even so, we are of the opinion that all of 
the expenses associated with these facilities and operations should be so 
classified to commodity. 
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In his testimony herein, the Staff’s witness explained that: 
In Opinion No. 228, the Commission had there an opportunity to so classify 
production and gathering costs in the same fashion as it classified the 
transmission costs in Opinion No. 225, or it could have classified it in 
another fashion. In Opinion No. 228, the Commission did classify produc- 
tion and gathering costs in a manner which did not afford those produc- 
tion and gathering costs the same treatment that it gave to the transmission 


costs. It assigned production and gathering costs 100 percent to the 
commodity component. 


The Applicant in this proceeding is not in agreement with the Commission’s 
current practice of classifying production and gathering costs 100 percent to 
commodity as reflected in the foregoing decisions. Applicant’s contentions in 
this regard are not entirely clear but are understood to be that the Commission’s 
rationalization of the classification of transmission costs is inconsistent with 
its classification of production and gathering costs, and that its conclusions 
concerning the analogy between gas-purchased and gas-produced costs as those 
conclusions appear in the above-cited decisions, are erroneous and contrary to 
the facts, or else the circumstances surrounding Applicant’s operations differ 
from those of the natural gas companies involved in the proceedings from the 
opinions in which the foregoing quotations come. 

The Applicant adduced evidence to the effect that its total “fixed” costs, 
that is, costs which do not vary with the company’s gas sales, including the 
demand component of gas-purchased costs, amounted, as of August 31, 1959, to 
$2,767,843 of which $1,605,000 were fixed costs assignable to the Applicant’s 
Maryland operations. The latter amount divided by the appropriate billing 
demand units, 359,876 Mcf, would result in a fixed cost per unit of demand of 
$4.45 per Mcf. Employing Applicant’s total cost figures, the commodity charge 
would thus become 26.44 cents per Mcf. The Applicant does not, of course, 
eontend that this is an appropriate classification of costs for the purposes of 
this proceeding, but concedes that where a facility performs both a capacity 
and a volumetric function, it is “a joint facility” and the fixed cost expenses are 
properly classified 50 percent to demand, or capacity, costs and 50 percent to 
commodity, or volume, costs. This principle is followed by the Commission 
in its classification of transmission facilities, and was used by the Applicant 
herein in it classification of both transmission and production facilities. 

The evidence presented here is that production and gathering constitutes a 
substantial part of Applicant’s operations. On the 1959 peak day about 54 per- 
cent of Applicant’s requirement was supplied from the company’s own production 
and local purchases all of which involved the use of Applicant’s production and 
gathering facilities. The gross cost of Cumberland & Allegheny’s production 
and gathering properties at August 31, 1959, was $7,796,000 as compared with 
the gross cost of its transmission property which was $4,880,000. 

Cumberland & Allegheny has an annual drilling program, and each year 
when estimates of its gas requirements and gas availability are made, estimates 
are also made of Applicant’s probable peak day needs. A drilling program is 
then formulated having in mind those estimated peak day needs and the other 
available sources of gas. At December 31, 1957, Applicant had 244 producing 
wells. In the last five years, the Applicant drilled sixty-six wells, twenty-one 
in 1955, ten in 1956, thirteen in 1957, thirteen in 1958 and nine in 1959. Fifty- 
four of them proved to be producers of natural gas. The evidence shows that 
Cumberland & Allegheny plans to drill seven wells in West Virginia in 1960. 

Testimony adduced by the Applicant is to the effect that the major portion 
of its production and gathering costs are of a fixed nature. The evidence shows 
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that this is because (1) of the large investment in facilities, (2) of its expenses 
for labor and (3) of its payments for rentals and flat well-royalties; that 
Applicant’s production and gathering plants perform a function identical to 
that of the company’s transmissien plant, namely, both a capacity and a 
volumetric function. The Staff’s witness conceded that Applicant’s production 
and gathering costs included “fixed” costs as defined in the Commission’s 
opinions above quoted. 

Applicant points out that its investment in a considerable part of the 
production and gathering plant is subject to straight line depreciation; that all 
of it is subject to taxes and requires maintenance and operation; that the sub- 
stantial net investment is entitled to a fair return and appropriately related 
income and other taxes; that all of the fixed costs upon this property continue 
on a fixed basis without regard to the annual or peak day production. 

Applicant’s testimony was that to relay the gas purchased from local 
producers, as well as the company’s own production, to the company’s markets 
requires facilities. Such facilities perform both a capacity and a volumetric 
function and, consistently with the Commission’s principles set forth in 
Opinion No, 225, a fixed cost and expense applicable thereto should be classified 
50 percent to demand and 50 percent to commodity. 

The Applicant points out, too, that in its classification of production and 
gathering costs the Commission has treated items of cost having the same 
nature such as depreciation, return and taxes, differently depending upon the 
function of the related facilities, namely, transmission or production. 

A former Director of Utilities of the New York Public Service Commission 
now an independent rate consultant, called on behalf of the Applicant, testified 
that Applicant’s production and gathering facilities serve a joint or dual func- 
tiou, namely, to meet both peak day and annual requirements. “So far as the 
gathering system is concerned,” he said, “it is an extension of the transmission 
system in carrying gas from the company’s own wells and points of purchase 
in the local fields to the points of use.” 

With respect to the analogy which the Commission has heretofore drawn 
between gas-purchased and gas-produced costs, Applicant’s witness testified 
that: 

* * * The nature of Cumberland & Allegheny’s production and gathering 
costs is not the same as its local purchased-gas costs which apply to its 
integrated operations. Such local purchased-gas costs are not fixed, as are 
the major portion of Cumberland & Allegheny’s production and gathering 
eosts, but are variable and fluctuate with the quantities of gas actually 
purchased. 

Applicant’s testimony likewise is that: 


* * * There is no rigidity involved in the costs of purchasing gas from 
independent producers. The company’s costs of purchasing such gas are 
flexible and vary only by reason of an increase or decrease in the quantities 
of such gas purchased. 


Its production and gathering costs and expenses, however, “are of a fixed 
nature and bear no relation to the quantities of gas actually produced or pur- 
chased from local producers. In other words, such costs are rigid and do not 
increase or decrease with variations in the annual quantities of gas produced 
as does the cost of purchasing gas from independent producers.” 

Applicant’s independent rate consultant testified that: 

* * * Cumberland & Allegheny purchases gas in the field on what is in 
effect a straight commodity basis and, therefore, the cost of gas so acquired 
is directly related to the annual amount purchased. However, this is not 
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true of the cost of gas produced. The costs of such production are not 
directly related to the annual amount of gas produced. 


But before reaching a conclusion as to the propriety of requiring the applica- 
tion here without deviation of the formula which the Commission appears to 
have applied in the opinions referred to above, it would seem desirable to give 
consideration to the unit costs determined upon and the rates proposed herein 
by the Staff and the Applicant, respectively. 

Having found that 58.057 percent of Applicant’s requirements for three suc- 
ceeding days of maximum demand was attributable to Applicant’s Maryland 
operations, the Staff oo that factor to the total amount it had classified 
us “demand” costs. To the product the Staff then added $31.470 for Maryland 
gas measurement expense, and thus found the total “demand” costs applicable 
to sales to Columbia of Maryland to be $593,364. This amount spread over the 
billing demand units (359,876 Mcf) resulted in a mathematical unit demand 
cost of $1.648801. The Staff proposes a “demand” charge of $1.65. 

The Staff’s determination of the unit commodity component was arrived at 
in the same manner. To the total transmission division commodity component 
as classified by the Staff the latter applied a percentage (77.864 percent) derived 
by relating Applicant’s entire company annual requirements to those require- 
ments after the deduction of the requirements of Applicant’s West Virginia 
customers. Again to the product there was added $31,470 for measurement 
costs applicable to Columbia of Maryland and a total “commodity” cost attrib- 
utable to Applicant’s Maryland operations was thus found to be $2,417,961. This 
amount divided by 5,662,989 Mcf of annual volumes applicable te Columbia of 
Maryland resulted in a unit cost of 42.6976 cents and the Staff recommends a 
commodity rate of 42.7 cents per Mcf. The total revenues which would be 
derived from Columbia of Maryland by use of those rates would be $3,011,891. 
The foregoing were derived as follows: 


Derivation of Unit Costs of Service and Proposed Rates 


| 
Particular Demand Commodity 


(1) (2) (3) (4) 


pp DE Se ee $967, 831 $5, 373.198 | $6, 341,029 
Allocated to Jurisdictional Sales _ _- ans 58. 057% 77. 864% 
Jurisdictional Transmission Division Costs.....--.----- $561, 894 $4, 183,787 | $4,745, 681 
Billing Demand Units and Annual Vols. Appl. to Juris- 
dictional Trans. Sales 359, 876 Mef 9, 927, 851 Mcf 
ee $1. 561354 42. 1419¢ 
Billing Demand Units & Annual Vols. Appl. to Col. 
of Md 359, 876 Mef 5, 662, 989 Mef 
Trans. Div. Costs Appl. to Columbia of Maryland , 8 $2, 386, 491 $2, 948, 385 
Measurement Costs Appl. to Columbia of Mary land__. a 31, 470 52, 940 
Total Costs Applicable to Columbia of Maryland $59 3, 364 $2, 417, 961 $3, 011, 325 
Billing Demand Units & Ann. Vols. Appl. to Col. of Md. , 5, 626, 989 Mcf 
Unit Costs per Mef Appl. to Columbia of Maryland___- ‘ 42. 6976¢ 
Proposed Rates for Sale to Columbia of Maryland ; 2.7 


te. 4 


Revenues from Col. of Md. at Prop. Rates : , 79 $2, 418,096 | $3,011, 89) 








The formula applied by the Applicant in arriving at unit “demand” costs was 
the same as the Staff’s. Starting with the higher demand component as classi- 
fied by the Applicant, the latter applied the same factor employed by the Staff, 
added the same amount for Maryland measurement expense and thus arrived 
at a “mathematical” wholesale “demand” cost of service of $1,029,127 and a unit 
demand cost, applying the same number of demand units as did the Staff, of 
$2.86. 

However Applicant’s treatment of “commodity” costs differed from the 
Staff’s. To the total amount the Applicant had classified as “commodity” costs 
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as set out above, it applied a credit of $1,568,046 representing revenues received 
by the Applicant from its affiliate Manufacturers for gas delivered to the latter 
by the former during the test period under what the Applicant characterizes 
in this proceeding as an “exchange” agreement, thus reducing the total amount 
classified as “commodity” costs to $3,051,489. Employing amounts which ex- 
cluded from consideration for this purpose the volumes of gas so delivered by 
Applicant to Manufacturers (4,264,862 Mcf), Applicant arrived at entire com- 
pany annual requirements of 8,485,329 Mcf of which 5,662,989 Mcf, or 66,739 
percent, was attributed to Applicant’s Maryland operations. The Applicant then 
applied this factor to the remainder of the commodity costs so determined and 
added to the product $31,470 for Maryland gas measurement expense, thus 
arriving at a wholesale commodity cost of service applicable to Maryland opera- 
tions of $2,067,970. This amount divided by the annual volumes applicable to 
Maryland operations (5,662,989 Mcf) resulted in a mathematical “commodity” 
unit cost of 36.517288 cents per Mcf. The derivation of the foregoing unit costs 
is as follows: 









Demand 





Commodity 








Total Costs of Service as Classified by Applicant_...........-..-.-_-.--- $1, 718, 409 $4, 619, 485 
ee Cy Oise che ecccncdanctencensiiecwbonsniwecdbes Wen iekd ceok clei Meare 1, 568, 046 

























Pe NE TEE hoe ceeteiannceacncéaahinnesdkatnuaniamaannanewaeeabon’ $1, 718, 409 $3, 051, 439 
PRUE, ROI 00 BERG DE oo iin snd csencqesatinchscndessconbossscs 58. 057% 66. 739% 
Costs Allocated to Maryland _-_----- See ole ieneasidacanitntesmaota $997, 657 $2, 036, 500 
Maryland Gas Measurement -........--- Rwdniitohussiddindicseutsienhabeased: 31, 470 31, 470 





So enn ar I ee eo eae $1, 029, 127 $2, 067, 970 





Billing Demand Units & Ann. Vols.—Md_-_-_.-......--.---_-_-2------ ee. $359, 876 $5, 662, 989 
Un I cL cademibbinnnomuimuniica | $2. 86 | 36. 52¢ 
Revenues from Mathematical Unit Cost Rates_....................----- | $1, 029, 245 | $2, 068, 124 





$3, 097, 369 





However, the Applicant does not propose those rates but seeks instead a 
“demand” component of $3.00 and a “commodity” charge of 35.63 cents which 
would produce total revenues of $3,097,351. 

The Staff complains of the deduction from costs classified by the Applicant 
as “commodity” of the revenues received from Manufacturers and the elimi- 
nation in the calculation of unit commodity costs of the correlative volumes of 
gas. In its brief the Staff cites language in the Northern Natural opinion, 
supra, descriptive of the manner in which unit commodity costs were derived 
in that proceeding and goes on to say that “‘Doctoring’ the commodity costs 
by commingling ‘revenues’ with such ‘costs’ * * * as Cumberland & Allegheny 
has done does such violence to the time-honored rule as to make the result 
inutile.” 

The Applicant on the other hand contends that the treatment of the deliver- 
ies from Manufacturers to Applicant and from Applicant to Manufacturers as 
individual sales, and in that way arriving at a factor of 77.864 percent, was 
based upon a fundamental error. Thus, an issue is joined which requires 
some consideration. 

The evidence shows that on, and for many years prior to, December 28, 1948, 
the Applicant and Manufacturers had been delivering gas to each other under 
an agreement which provided for annual settlements on balances due of 42 
cents per Mcf when Applicant had delivered more gas than it had received and 
39 cents per Mcf when Manufacturers had delivered more than it had received. 
On that date an agreement was entered into between them which superseded 
the preexisting exchange gas agreement, but which in itself recognized the 
transaction as an exchange of gas. It provided that the settlement, regard 
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less of which party’s deliveries were greater, was to be at the rate of 37 cents 
per Mcf for the balance. This contract was filed as, and now is, The Manu- 
facturers Light and Heat Company FPC Gas Rate Schedule X-1 which appears 
in that company’s FPC Gas Tariff Original Volume No. 2. Under this agree- 
ment neither party is obligated to furnish to the other any specific volumes of 
gas. 

The testimony of Applicant’s witness was that the Cumberland & Allegheny 
system is integrated in that gas produced or purchased locally in either state 
serves both the state in which it is purchased or produced and the other state 
as well. However, this description was said not to be true with respect to 
the gas purchased by Applicant in the Accident Field. Gas from the latter 
cannot be delivered directly by the Applicant into its integrated pipeline sys- 
tem and through that system to Applicant’s markets. The testimony is, how- 
ever, that this gas is made available to Applicant’s customers through the 
exchange arrangement with Manufacturers and that the full volume available 
from the Accident Field is indirectly available to Applicant’s market. Appli- 
cant’s witness expressed the opinion that insofar as this gas is made available 
through the exchange arrangement, the production and gathering facilities 
in the Accident Field, although not physically connected with Applicant’s other 
facilities, are integrated with the total operations of the Applicant. 

Although this transaction is characterized in this proceeding and is treated 
herein by the Applicant as an exchange of gas, Staff counsel contends that 
Applicant has not so treated it in the past. As evidence of this Staff counsel 
points to the fact that in Applicant’s annual report for the year ending De- 
cember 31, 1958, Cumberland & Allegheny treated these deliveries as if they 
were two separate sales. However, the officer having the responsibility for 
filing such reports testified that the treatment accorded them therein was at 
the direction of the Staff of the Commission in a deficiency letter. 

It should also be noted that Applicant’s statement of sources of gas supply 
submitted in this proceeding show purchases of gas by the Applicant from 
Manufacturers (2,934,079 Mcf), from Atlantic Seaboard (1,589,684 Mcf) and 
net exchange gas from Equitable Gas Company but it fails to show Applicant’s 
purchases in the Accident Field which together with a small additional amount 
of gas received from other sources was delivered to Manufacturers. It is per- 
tinent to point out, too, that with the sole exception of the month of December 
1958 Applicant delivered more gas to, than it received from, Manufacturers 
during the 12 months ended August 31, 1959. 

Furthermore, the rate schedule under which this “exchange” takes place 
contemplates “settlement” (which is construed to mean “payment”) for bal- 
ances due either company at the rate of 37 cents per Mcf. There is nothing 
in this record which indicates that the deliveries of one (Manufacturers 
2,934,079 Mcf) are offset against the deliveries by the other (Applicant— 
4,264,862 Mcf) for purposes of determining the payments of one to the other. 

The evidence presented by the Applicant is that because of the isolation of the 
Accident Field from Applicant’s pipeline system and the ability to determine 
the costs applicable to the area, a deviation from the usual methods of unit 
eost determination are permissible; that Applicant could have credited some 
portion of the amount to “demand”; that the transaction was treated as it 
was here for the purpose of simplification; and that had the deliveries, to Manu- 
facturers been treated as a sale, the volumes would have had to be assigned to 
West Virginia and Maryland, respectively, on the basis of the relationship of 
all other sales, thus leaving unchanged the ratios used by the Appiicant. 

Initially, the record did not disclose the cost to Applicant of the gas acquired 
by it in the Accident Field and delivered to Manufacturers. Subsequently, 
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however, those costs were shown to be $1,163,923 for 3,921,269 Mcf of gas at 
14.73 psia and 50 degrees Fahrenheit (the equivalent of 4,222,644 Mcf at the 
pressure base and temperature used in Applicant’s other calculations) of gas 
purchased, which is at the rate of 29.68 cents per Mcf. 

If the unit commodity jurisdictional cost factor computed by the Staff (42.1419 
cents per Mcf) were applied to the volume of gas purchased by Applicant in the 
Accident Field, there would result an attributed cost of this gas of $1,779,502, 
or $615,579 more than the cost of such gas set out above. It will be seen that 
the amount received from Manufacturers and credited to Applicant’s total cost 
of service (namely $1,568,046) exceeds the cost of gas purchased in the Accident 
Field by $404,123. 

Perhaps it should be noted that if one were to start with the gross amount 
classified by the Applicant to “commodity” and otherwise treated the amount 
as did the Staff there would be derived a unit commodity cost applicable to 
Columbia of Maryland of 36.7863 cents per Mcf or .2663 cents per Mcf more 
than the mathematical unit cost which it did derive. On the other hand, if 
the Staff had credited to the amount which it classified as “commodity” cost the 
revenues from Manufacturers and had then applied thereto the same factor 
employed by the Applicant, the result would have been a unit commodity cost 
applicable to Columbia of Maryland of 45.3998 cents per Mcf or 2.70 cents per 
Mcef more than the figure arrived at by the Staff. It should be pointed out, how- 
ever, that the Staff did not suggest, nor did the Applicant employ, this method. 

As has been seen, under the separate sales treatment which the Staff employed 
the revenues which the Applicant would receive from Columbia of Maryland for 
the gas which it would need would amount to $3,011,891 while under the “ex- 
change” theory used by the Applicant those revenues would amount to $3,097,351, 
or $85,460 more. If, however, the Staff had also treated Applicant’s deliveries 
to and receipts from Manufacturers as an exchange of gas the total costs of 
Applicant attributable to Columbia of Maryland would have been $3,164,354 or 
$67,003 more than the amount derived by Applicant and $152,463 more than the 
amount actually arrived at by the Staff. 

The Applicant contends most vigorously that this Commission in the determi- 
nation of the reasonableness of rates, is not bound by any single formula, and 
that the allocation of costs is not an exact science but that judgment and dis- 
cretion must control. With that contention, and with the authority cited in 
support thereof, certainly no fault can be found. But it is equally true that 
when the Commission in the exercise of its informed judgment and discretion 
chooses a formula which in its opinion will best serve the desired objective, the 
Courts will not reject it unless it plainly contravenes the statutory scheme of 
regulation. As has been pointed out, the formula adopted and applied by the 
Commission in the Northern Natural proceeding supra for purposes of classify- 
ing production and gathering costs was not rejected by the Courts but, on the 
contrary, it received the Courts’ approval. 

The Commission’s language in the Northern Natural and other opinions quoted 
above (pp. 263 to 264 inclusive) with respect to the proper allocation of produc- 
tion and gathering costs is clear and unambiguous. But it seems clear that the 
Commission did not intend that the formula there employed be applied blindly 
and without regard to the circumstances in each case. For example, in the 
Atlantic Seaboard opinion supra the Commission said also that “* * * the 
relative importance of the demand (capacity and the commodity (volume) func- 
tions cannot be measured with scientific accuracy. In the final analysis the 
allocations of costs of these respective functions are and must be largely dictated 
by informed judgment.” (Emphasis supplied) The Commission also then said: 
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We have previously expressed our opinion as to the proper method for 
allocation of costs to the demand and commodity components of the costs 
of service. While, we have pointed out, such an allocation of costs is not 
necessarily controlling in the fixing of the precise level of the demand and 
commodity components of the rates, they are, in the absence of other miti- 
gating circumstances, a reasonably accurate guide as to the appropriate 
level for the demand charge and the commodity charge. In this case there 
are no unusual mitigating circumstances. * * * 


And in the Northern Natural opinion supra (pp. 145-146) in its discussion of 
the level of demand and commodity charges the Commission stated that: 


The Commission has in the past used cost allocations as reasonably accurate 
guides to the appropriate level of the demand and commodity components 
or rates unless some unusual circumstances require a departure therefrom. 


In this proceeding the Staff’s witness testified that he considered the actual 
operating facts and the nature of the costs of Cumberland & Allegheny to deter- 
mine whether there were “other mitigating circumstances” and found no such 
circumstances. 

Just what are “mitigating” and/or “unusual” circumstances within the con- 
templation of the Commission’s language cannot be clearly gleaned from its 
opinions. We know, however, that under the statutory standard of “just and 
reasonable” it is the result reached, not the method employed which is control- 
ling. Federal Power Commission et al. v. Hope Natural Gas Company, 320 U.S. 
591, 602. 

Having adjusted Applicant's revenue levels to the demand of a fair return it 
is necessary that there be devised a rate schedule conforming to that level 
which will avoid discriminations and unfairness from its details. Cf. Federal 
Power Commission v, Natural Gas Company, 315 U.S. 575, 584. 

There is no question of discrimination involved here. 

With respect to rate form the Commission has had this to say: 


It is our purpose to adopt a rate form best adapted within the economic 
framework in which the applicant companies exist which will result in the 
optimum benefit to the ultimate consumers. Of course, such a determina- 
tion must take into account the operating facts of United Fuel and Central 
Kentucky and give due consideration to the effect of the rate form upon 
the applicant companies and the intermediate distribution companies. 
United Fuel Gas Company, et al., Dockets Nos. G—2451 et al. 15 FPC 
730, 731. 


It would then seem desirable to give some consideration to those aspects of 
the problem. 

A Vice President of the Applicant who has the direction and supervision of 
all of its rate matters testified that he was responsible for the Applicant’s 
proposed demand and commodity rates; that in fixing the demand rate level he 
used the mathematical cost classification only as a “guide” and was influenced 
by many other pricing principles; that in the selection of a specific rate, he 
gave weight to general pricing principles which are applicable to any wholesale 
company, and specific pricing principles which are applicable to Cumberland 
& Allegheny. 

He expressed the opinion that the demand charge must be adequate to en- 
courage the development of peak shaving facilities by the Buyer and to obtain 
or retain interruptible industrial loads; that the level of the commodity charge 
should be fixed so as to offer flexibility with respect to the ability of the Buyer 
to justify the price it receives for gas sold to interruptible industrial customers 
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and provide a reasonable incentive for the Buyer to obtain interruptible sales 
so as to utilize the idle capacity created by low load factor firm customers; 
that the level of the commodity charge should be fixed so as to insure the whole- 
sale supplier recovery of his out-of-pocket costs plus some reasonable amount 
of fixed costs; that the rate level should be designed so as to stabilize the 
revenues of the Seller in order to minimize the loss of net revenues resulting 
from fluctuations in general business activity, strikes and variations in tem- 
perature; that the higher the demand charge is, the greater stability there is 
in the Seller’s revenues; that the rate level should be designed so as to en- 
eourage the Buyer to improve his load factor. 

The witness also expressed the view that the $3.00 demand component pro- 
posed by the Applicant is sufficient to encourage the development of peak shav- 
ing facilities and to retain or obtain interruptible industrial load; that the 
level of the illustrative commodity charge of 35.63 cents would enable the dis- 
tributor to justify its rate for industrial gas and would insure Applicant a 
recovery of its out-of-pocket costs plus a reasonable amount of fixed costs; that 
the level of the demand charge would lend greater stability to Applicant’s 
revenues than would a lower rate; that it would encourage Columbia of Mary- 
land to improve its load factor and that the proposed rate levels would give 
recognition to the value of service principle of rate making. 

Based upon average figures for the 12-month period ending August 31, 1959, 
Columbia of Maryland’s total sales of gas would have been 5,495,446 Mcef, its 
industrial sales on an interruptible basis, 2,507,384 Mcf (45.63 percent) and 
the remainder, 2,988,062 Mcf (54.387 percent) would have been sold to 21,031 
domestic customers. Of the latter about 11,000 or 52 percent, would have been 
space heating customers. 

For the same period the annual load factors of the various classes of sales 
would have been as follows: 


Residential—non-heat 55.4 percent 
Residential—heat 29.05 percent 
Commercial—non-heat 64.0 percent 
Commercial—heat 30. 
Municipal—non-heat 50. 
Municipal—heat 31. 
Total—exclusive of industrial 
Industrial 
Grand Total 


0 


percent 
percent 
percent 
percent 
percent 
percent 


orci ol cl @ OC 


The data presented for the record by the Applicant show the annual overall 
load factor of Applicant’s combined Maryland and West Virginia markets, as 
measured by the peak demand, to be, for the twelve months ended August 
31, 1959, 42.3 percent. Separately the Maryland and the West Virginia load 
factors were 49.5 and 32.5 percent respectively. Applicant’s witness attributed 
the lower load factor of the West Virginia retail markets to the absence of in- 
dustrial sales. The load factor of the Maryland industrial sales, based on the 
system peak day demand, was 131.5 percent as compared to 32.5 percent for all 
of the remaining Maryland market. 

As has already been said, Cumberland & Allegheny serves seven industrial 
customers in the State of Maryland. Applicant adduced testimony to the effect 
that it has been the Applicant’s policy with reference to industrial sales of 
gas to obtain and retain such loads only if (1) the business is profitable, (2) 
the load is subject to curtailment or interruption and (3) the volume of gas 
required by any retail customer for boiler fuel purposes does not exceed 2,000 
Mcf on any one day; and further, that the separation of the Maryland por- 
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tion of Applicant’s operations from its other functions will not change that 
policy. 

Under Applicant’s existing Maryland retail rate there is a minimum charge 
of $2.15.2 Otherwise it is a block rate which ranges from 93 cents per 1,000 
cubic feet, applicable to volumes from 500 to 2,000 cubic feet, to 47.1 cents per 
Mcf for all over 20,000 cubic feet per month. Fifty-two percent of all of the 
gas sold to industrial customers was sold at the lowest block rate. But the 
total annual revenues derived from the total deliveries (2,507,384 Mcf) to 
Applicant’s Maryland industrial customers amounted to $1,292,370. The av- 
erage annual rate paid by each such customer ranged from a low of 48.8 cents 
to a high of 71.8 cents while the overall average was 51.5 cents per Mcf. Under 
the illustrative commodity rate proposed by the Applicant, the Maryland com- 
pany would pay Cumberland & Allegheny for this industrial gas an average rate 
of 43.1 cents per Mcf derived by adding to Applicant’s commodity charge of 
35.63 cents an additional charge of 7.47 cents, apparently as distribution costs. 
Incidentally, it might be said here that no evidence was adduced to support the 
distribution costs thus employed. Be that as it may, the spread between the 
average revenues per Mcf of 51.5 cents per Mcf and Columbia of Maryland’s 
gross cost, including distribution expense, of 43.1 cents would be 8.4 cents per 
Mef of industrial gas. On the other hand, if a demand rate of $1.63 and a 
commodity rate of 45.5 cents per Mcf were assumed the gas which Columbia of 
Maryland would need to meet its industrial requirements would, for 100 per- 
cent load factor usage, cost 50.7 cents per Mef, only slightly less than the aver- 
age rate presently received by Applicant for such gas. It is quite clear that 
under such circumstances this business would not be directly profitable to 
Columbia of Maryland and it may be assumed that if these rates were required 
by this Commission, Columbia of Maryland would feel compelled to attempt 
an increase in its rates for industrial gas. Four of the seven industrial custo- 
mers have standby facilities for the major portion of the gas used for indus- 
trial purposes. The other three are interruptible customers and can reduce 
their takes by curtailing operations. Applicant’s testimony is that if Colum- 
bia of Maryland lost all of its industrial sales, it would suffer a reduction in 
its net revenues of $210,620. To recoup this amount, Applicant’s witness testi- 
fied that it would be necessary to increase the rates applicable to the remain- 
ing retail sales by an average of seven cents per Mcf. 

The record does not support the conclusion, nor does the Applicant contend, 
that Columbia of Maryland would, at the rates proposed by the Staff, lose the 
entire industrial load. However, the Applicant did adduce evidence to show 
the importance of this type of sales and the possible effect of the loss of 
important portions of that business on the financial stability of the Applicant. 
For example, Applicant’s evidence is to the effect that in the case of two of 
its industrial customers the combined deliveries to which represented more than 
two-thirds of Applicant’s Maryland industrial load “there is definitely a close 
competitive situation which would result in the loss of this business if the 
price of gas were substantially raised.” Although there is no more specific 
evidence on this point, it seems reasonable to conclude that if the Commission 
required the establishment of a demand-commodity rate consisting of a demand 
charge of $1.65 and a commodity charge consistent therewith, there would be 
necessitated some increase in rates for industrial gas and there would result 
some lessening of the use of gas for that purpose. The specific result cannot, 
of course, be now determined. 


* Except that when a customer, other than an industrial customer, uses gas as the sole 
or primary source of space heat, the charge for the first 500 cubic feet per month ts $2.95 
net for each month of the year. 
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Applicant’s evidence shows that at the present time Cumberland & Allegheny 
has in its Maryland operations a 50 percent saturation of house and space 
heating business. It is expected that the biggest growth in Columbia of 
Maryland’s domestic market will come from house heating. That business has 
a very poor load factor and requires the furnishing of gas during peak periods. 
Applicant’s present industrial load is sufficiently large so as not to require the 
installation of peak shaving facilities. The evidence shows that with a rate 
such as is proposed by the Staff the loss of industrial load would be accompanied 
by the disappearance of inducement for the Buyer to install peak shaving 
facilities or take other steps to encourage the purchase of gas at a high load 
factor. 

In support of its contention respecting the importance of stability of revenues 
to a company which sells so large a portion of its gas for space heating, the 
Applicant points out that a $3.00 demand charge would enable it to be assured 
of the recovery of no more than 67 percent of its fixed costs through its demand 
minimum charge. The Applicant does not propose a commodity minimum bill in 
its initial tariff. The Staff's proposed demand rate would result in the recovery 
through the demand component of only 37 percent of the amount Applicant has 
classified herein as fixed costs applicable to its Maryland operations. 

There is no evidence in this record on which could be based the conclusion 
that net revenues less than those resulting from Applicant’s experience during 
the test period which might result from lower business activity, strikes and 
abnormal temperatures, would not be compensated for by excesses in net reve- 
nues when normal or superior conditions exist. Regulation does not insure 
that the business shall produce net revenues, nor does the Constitution require 
that the losses of the business in one year be restored from future earnings. 
Cf. Natural Gas Pipeline Company, supra. It would seem needless to add that 
Applicant’s rates should not be fixed on the basis of hypothetical costs repre- 
senting a period of extremely poor earnings. It is assumed, and there is no 
contention to the contrary, that Applicant’s experience for the twelve months 
ended August 31, 1959, is typical of what may be expected in the years im- 
mediately following. Applicant’s argument with respect to the necessity for 
stability of revenues is not, therefore, persuasive. 

The Applicant also contends, and tendered the opinions of two witnesses in 
support of that contention, that the demand charge initially filed by the Appli- 
eant herein should be “in-line” with the contract demand rate schedule of its 
affiliates ; that areas which are ultimately to come under a single rate upon the 
completion of Columbia’s integration program should be treated prior to the 
consumation of that program so as to bring the rates of the affiliates into 
relationship and not necessitate radical changes adverse to the customers when 
the program is completed. 

Generally, in fixing rates on the basis traditionally employed by this Com- 
mission, that is on a cost-of-service basis, the rates charged by other pipeline 
companies in the same or other areas have no relevance whatever for the 
purpose of determining fairness and reasonableness. Nor can the purposes of 
the Act be thwarted simply because at some indefinite date in the future the 
present scheme of operations may undergo a change. Cf. Northern Natural 
Gas Company, 14 FPC 11, 19. Nevertheless, it is true as contended by the 
Applicant that this is a unique proceeding. “It covers a transitional phase of 
the alignment program which will establish no precedent.” Since, aside from 
the question of rate levels, the abandonment herein proposed is clearly per- 
mitted by the present and future public convenience and necessity, in this 
instance cognizance may appropriately be taken of the impact of any rate 
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required in this proceeding upon the system-wide rate structure to be hereafter 
established. 

Finally, the Applicant explains that Cumberland & Allegheny’s existing rate 
schedule was the result of a rate proceeding before the Public Service Commis- 
sion of Maryland in which production and gathering costs were classified in 
the manner proposed herein by the Applicant; that this rate was approved by 
the Maryland Commission, and that Columbia of Maryland will adopt it when 
it begins operations. 

There is no evidence in this record that the demand rate proposed herein by 
the Applicant will result in an increase in the rates to Applicant’s present 
customers who upon the consumation of the abandonment herein proposed will 
be the customers of Columbia of Maryland. The only suggestion that it could 
conceivably result in adversely affecting the interests of consumers was the 
testimony of the Staff witness that: “While the number of dollars to be recouped 
by Cumberland & Allegheny may be the same, I think some consideration has 
to go beyond [that] * * to the sales made by Columbia of Maryland. To the 
extent that the non-industrial customer of Columbia of Maryland may be bear- 
ing a portion of costs incurred by Columbia of Maryland that it would not other- 
wise bear under a rate developed pursuant to Opinions Nos. 225 and 228, I think 
the non-industrial customer might be adversely affected.” 

He agreed, however, that this particular problem was a matter for the Mary- 
land Commission rather than the Federal Power Commission. 

It is assumed that in the relatively near future, upon the consumation of the 
Columbia System plan of integration, the rates of the several subsidiaries will be 
coordinated and synchronized. This is, therefore, considered as in the nature 
of a temporary and transitional determination. The evidence clearly establishes 
the desirability in the interim, in order to maintain the maximum use of the 
facilities of Columbia of Maryland, of sales of industrial gas, or in lieu thereof, 
the installation of peak shaving facilities. The evidence is also persuasive that 
a demand rate such as results from the calculation based upon the classification 
of something more than 50 percent of Applicant’s production and gathering 
costs to commodity would entail the risk of loss of some industrial sales and 
reduce the inducement for the installation of peak shaving facilities. 

Weighing the potential advantages to Applicant’s Maryland consumers of the 
abandonment by the Applicant and acquisition by Columbia of Maryland of the 
facilities involved herein and the advantages to the jurisdictional consumers 
of Columbia of Maryland of the continued sale of substantial quantities of in- 
dustrial gas based upon the record made herein, the conclusion must be reached 
that the present and future public convenience and necessity permit the aban- 
donment requested, but that the record does not require the attachment of a 
condition to the authorization of such abandonment of a demand component of 
less than $3.00 per Mcf per month. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of the record made herein including the evidence adduced 
and the briefs filed, it is further found and concluded that: 
(1) Cumberland and Allegheny Gas Company, a West Virginia corporation 


and a subsidiary of the Columbia Gas System, Inc., having its principal place 
of business Pittsburgh, Pennsylvania, is a “natural gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission by 
order issued December 28, 1943, in Docket No. G—387. 

(2) Applicant herein proposes the abandonment by sale to Columbia Gas 
of Maryland, Inc. of the following facilities (presently operated by Applicant 
under authorization from this Commission) as follows: 
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1. One hundred nine thousand two hundred six (109,206’) feet of 2’’, 6’’, 
654’ and 8’’ gas transmission pipeline (Line No. 8012) extending from the 
Maryland-West Virginia state border at Westernport, Maryland, northeast to 
a point on the Maryland-Pennsylvania state border at which there is a connect- 
ion with Applicant’s affiliate, The Manufacturers Light and Heat Company, to- 
gether with the following short lateral lines connecting the aforesaid Line No. 
8012 with district regulators: 


Line 8016 —4.181’ of 2’’ transmission line 
Line 8017 —385’ of 6’’ transmission line 
Line 8018 —72’ of 3’’ and 2”’ transmission line 

Line 8019 —12’ of 2’’ transmission line 

Line 8020 —3,428’ of 3’’ transmission line 

Line 8021 —112’ of 2’’ transmission line 

Line 8022 —22’ of 4’’ transmission line 

Line 8023 —18’ of 4’’ transmission line 

Line 8024 —8,853’ of 3’’, 4’’ and 6’’ transmission line 
Line 8194 —405’ of 4’’ transmission line 

Line 8209 —630’ of 4’’ and 6’’ transmission line 

Line 8210 —1,481’ of 3’’ transiission line 

Line 8213 —1,536’ of 3’’ and 6’’ transmission line 
Line 8215 —3,402’ of 4’’ transmission line 

Line 8217 —12’ of 2’’ transmission line 

Line 18006—14’ of 2’’ and 6’’ transmission line 

Line 18009—507’ of 6’’ transmission line 








2. Three thousand five hundred seventy-seven (3,577’) feet of 4’’ and 6’’ gas 
transmission pipeline (Line No. 8027) extending from its interconnection with 
Line No. 8021 at the Little Youghiogheny northeast to the Town of Oakland, 
Maryland. 

3. Twenty thousand four hundred seventy-six (20,476’) feet of 2’’ and 3’’ 
gas transmission pipeline (Line No. 8030) extending from its interconnection 
with Line No. 8234 in Mountain Lake Park, Maryland, northeast to the Town of 
Deer Park, Maryland, together with the following short laterals connecting the 
aforesaid Line No. 8030 with district regulators: 

Line 8031—1,692’ of 2’’ transmission line 

Line 8032—325’ of 3’’ transmission line 

Line 18003—860’ of 114’’ and 2’’ transmission line 

4, Nine thousand five hundred ninety-one (9,591’) feet of 3’’ and 6’’ gas trans- 
mission pipeline (Line No. 8167) extending south from the Maryland-Pennsyl- 
vania state border to the Town of Grantsville, Maryland, together with the 
following gas transmission pipeline extending southwest from Grantsville, Mary- 
land, to the Harbison Walker Plant at Jenner, Maryland: 

Line 18025—16,216’ of 6’’ transmission line 

5. Two thousand two hundred thirty-eight (2,238’) feet of 4’’ gas transmission 
pipeline (Line No. 8034) extending from its interconnection with the remainder 
of Line No. 8034 in the Town of Hutton, Maryland, northwesterly to the end of 
the line near the Maryland-West Virginia state border. 

(3) Applicant proposed to construct and operate one measuring and regulating 
station for the purpose of measuring and regulating deliveries to Columbia of 
Maryland into the southern end of Line No. 8012, which line Applicant proposes 
to transfer to Columbia of Maryland as described above. Applicant estimated 
that the cost of this proposed measuring and regulating facility will be approxi- 
mately $41,040. Existing measuring stations and distribution check measuring 
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stations will be used to meter the gas to be sold by Applicant to Columbia of 
Maryland at all other points. 

(4) The Public Service Commission of Maryland has, on February 18, 1959, 
approved the transaction whereby Applicant would transfer and Columbia of 
Maryland would acquire and operate certain of Applicant’s retail distribution 
facilities in Maryland for resale of natural gas within the State of Maryland. 
Applicant will receive shares of the common stock and installment promissory 
notes of Columbia of Maryland in exchange for Applicant’s assets in the State 
of Maryland used in connection with the retail distribution of natural gas 
including $150,000 in cash, together with the reserves, liabilities and obligations 
applicable thereto. Applicant will deliver to The Columbia Gas System, Inc. 
the shares of common stock and the installment promissory notes issued by 
Columbia of Maryland to Applicant. In consideration therefor, The Columbia 
Gas System, Inc. will deliver to Applicant shares of Applicant's common stock 
and will accept the installment promissory notes of Columbia of Maryland as 
prepayment of Applicant’s installment promissory notes of equal amount. 

(5) The facilities described in Finding (2) proposed to be abandoned by 
Applicant as hereinbefore described are used in the transportation and sale of 
gas in interstate commerce, subject to the jurisdiction of the Commission and 
the abandonment thereof by said Applicant is subject to the requirements of 
Subsection (b) of Section 7 of the Natural Gas Act. 

(6) Such abandonment by Applicant conditioned as hereinafter set out is 
permitted by the present and future public convenience and necessity, and an 
order authorizing and approving the same should be issued as hereinafter 
ordered. 

(7) The natural gas facilities proposed to be constructed and operated by 
Applicant, hereinbefore described, are proposed to be used in the transportation 
and sale of natural gas in interstate commerce subject to the jurisdiction of 
the Commission, as an integral part of Applicant’s existing pipeline system and 
the operation thereof by Applicant is subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(8) The proposed realignment of property is in the public interest. The 
retail customers of Applicant in the State of Maryland will be served by 
Columbia of Maryland, which is a step in the proposed plan of The Columbia 
Gas System, Inc., to create one interstate transmission company selling gas at 
wholesale and operating all properties subject to regulation by the Federal 
Power Commission and one retail distribution company in each state in which 
it operates subject to the jurisdiction of only one state regulatory commission. 

(9) The proposed sale and delivery of natural gas at wholesale by the Cum- 
berland and Allegheny Gas Company to Columbia Gas of Maryland, Inc. for 
resale is required by the public convenience and necessity, and a certificate 
therefor should be issued. 

(10) The proposed construction and operation by Applicant of the facility 
hereinbefore described is subject to the conditions hereinafter set forth required 
by the public convenience and necessity, and a certificate therefor should be 
issued. 

(11) The Applicant herein is able and willing properly to do the acts and 
perform the service and to conform to the requirements, rules and regulations 
of the Commission thereunder. 

(12) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (1), (c)(3), (e) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach the certificate hereinafter issued, and to the exercise 
of the rights granted thereunder. 
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ORDER 


Wuereror, It Is OrDERED, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Practice 
and Procedure, that: 

(A) Subject to the conditions hereinafter set out, Cumberland and Allegheny 
Gas Company, the Applicant herein, is hereby granted permission and approval 
for the abandonment by sale to Columbia Gas of Maryland, Inc. of the natural 
gas transmission facilities of the former in the State of Maryland as is more 
particularly hereinbefore described and as requested in the application berein. 

(B) Subject also to such conditions, a certificate of public convenience and 
necessity be and the same is hereby issued to Cumberland and Allegheny 
Gas Company authorizing it to construct and operate the proposed facility 
hereinbefore described and to operate its other existing facilities and to sell and 
deliver in interstate commerce to Columbia Gas of Maryland, Inc. natural gas 
for resale. 

(C) As a condition to the granting of this certificate, Applicant has agreed 
that in filing its initial contract demand rate schedule, the monthly demand 
charge therein shall not exceed $3.00 and that the commodity charge will be at 
a level not to exceed a rate sufficient to recover the costs not recovered by the 
demand charge for the latest 12-month period preceding the date of the filing 
of such initial rate schedule for which data is available. The cost data in 
support of such initial rate shall be determined in the same manner as used 
in this case by the Applicant except that there will be utilized a net average 
rate base rather than a year end net rate base. Applicant has agreed that the 
costs upon which such initial rate are to be based will include an allowance for 
return and related taxes at a rate of return of not to exceed 614 percent on 
the rate base. Further, Applicant has agreed to pass on to Columbia Gas of 
Maryland, Inc. such refunds, if any, appropriately allocable to that company 
which may result from final Federal Power Commission orders in Dockets Nos. 
G—12196, G-16817, G—18422, G—19326 and G—20270 requiring Atlantic Seaboard 
Corporation to make refunds to the Applicant. with the proviso that such 
agreement is not to be interpreted as an implication that Applicant considers 
that said proceedings are relevant to refund by Applicant to Columbia Gas of 
Maryland, Inc. 

(D) The certificate shall be accepted in writing, and under oath, by a 
responsible official of Applicant, and the general terms and conditions set forth 
in paragraphs (a), (b), (c)(1), (¢) (3), (ec) (4) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act shall attach to the 
issuance of the certificate granted in paragraph (B) hereof, and to the exercise 
of the rights granted hereunder. 

(E) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation, as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act, is 
hereby fixed at six months from the date on which this order issues. 


ALABAMA POWER COMPANY, ARIZONA PUBLIC SERVICE COMPANY, 
ARKANSAS MISSOURI POWER COMPANY, ARKANSAS POWER & 
LIGHT COMPANY, BLACKSTONE VALLEY GAS & ELECTRIC COMPANY, 
BOSTON EDISON COMPANY, CAROLINA POWER & LIGHT COMPANY, 
CENTRAL HUDSON GAS & ELECTRIC CORPORATION, CENTRAL ILLI- 

NOIS PUBLIC SERVICE COMPANY, CENTRAL LOUISIANA ELECTRIC 

COMPANY, INC., DELAWARE POWER & LIGHT COMPANY, DUQUESNE 
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LIGHT COMPANY, EL PASO ELECTRIC COMPANY, EMPIRE DISTRICT 
ELECTRIC COMPANY, FITCHBURG GAS & ELECTRIC LIGHT COM- 
PANY, GEORGIA POWER COMPANY, GULF POWER COMPANY, GULF 
STATES UTILITIES COMPANY, THE HARTFORD ELECTRIC LIGHT 
COMPANY, HOLYOKE WATER POWER COMPANY, IDAHO POWER 
COMPANY, INTERSTATE POWER COMPANY, IOWA PUBLIC SERVICE 
COMPANY, JERSEY CENTRAL POWER & LIGHT COMPANY, KANSAS 
GAS & ELECTRIC COMPANY, LAKE SUPERIOR DISTRICT POWER 
COMPANY, LOUISIANA POWER & LIGHT COMPANY, THE MARIETTA 
ELECTRIC COMPANY, MERRIMACK-ESSEX ELECTRIC COMPANY, 
METROPOLITAN EDISON COMPANY, MINNESOTA POWER & LIGHT 
COMPANY, MISSISSIPPI POWER COMPANY, MISSISSIPPI POWER & 
LIGHT COMPANY, MISSISSIPPI VALLEY PUBLIC SERVICE COMPANY, 
MISSOURI EDISON COMPANY, MISSOURI POWER & LIGHT COMPANY, 
MONONGAHELA POWER COMPANY, THE MONTANA POWER COM- 
PANY, MONTEREY UTILITIES CORPORATION, THE NARRAGANSETT 
ELECTRIC COMPANY, NEW JERSEY POWER & LIGHT COMPANY, NEW 
ORLEANS PUBLIC SERVICE, INC., NEW YORK STATE ELECTRIC & 
GAS CORPORATION, NORTHERN STATES POWER COMPANY OF MIN- 
NESOTA, NORTHERN STATES POWER COMPANY OF WISCONSIN, 
NORTHERN VIRGINIA POWER COMPANY, OHIO EDISON COMPANY, 
OKLAHOMA GAS & ELECTRIC COMPANY, ORANGE AND ROCKLAND 
UTILITIES, INC., PACIFIC GAS & ELECTRIC COMPANY, PACIFIC 
POWER & LIGHT COMPANY, PENNSYLVANIA ELECTRIC COMPANY, 
PENNSYLVANIA POWER COMPANY, PENNSYLVANIA POWER & LIGHT 
COMPANY, PHILADELPHIA ELECTRIC COMPANY, THE POTOMAC 
EDISON COMPANY, POTOMAC ELECTRIC POWER COMPANY, POTO- 
MAC LIGHT & POWER COMPANY, PUBLIC SERVICE COMPANY OF 
INDIANA, INC., PUGET SOUND POWER & LIGHT COMPANY, ROCK- 
LAND ELECTRIC COMPANY, SOUTH CAROLINA ELECTRIC & GAS 
COMPANY, SOUTH PENN POWER COMPANY, SOUTHWESTERN ELEC- 
TRIC POWER COMPANY, SOUTHWESTERN PUBLIC SERVICE COM- 
PANY, SUBURBAN ELECTRIC COMPANY, SUPERIOR WATER, LIGHT 
AND POWER COMPANY, UNION ELECTRIC COMPANY, UTAH POWER 
& LIGHT COMPANY, VIRGINIA ELECTRIC & POWER COMPANY, THE 
WASHINGTON WATER POWER COMPANY, THE WEST MARYLAND 
POWER COMPANY, WEST PENN POWER COMPANY, WEST TEXAS 
UTILITIBS COMPANY, WESTERN MASSACHUSETTS ELECTRIC COM- 
PANY, WORCESTER COUNTY ELECTRIC COMPANY, DOCKET NO. 
E-6836. 


OPINION AND ORDER REQUIRING RECLASSIFICATION OF EXPENDITURES UNDER THE 





COMMISSION’S UNIFORM SYSTEM OF ACCOUNTS 
(Issued August 17, 1960)* 


Syllabus 


1. Interpretation E-110 provides that cost of advertisements that are reasonably 
to be characterized as political should be classified to Account 538, Mis- 
cellaneous Income Deductions, in contrast to expenditures for other types 
of advertisements which are charged to operating expense accounts. P. 284. 
2. With exception of the first, the advertisements on their face deal with a 


*Designated Commission Opinion No. 337. Rehearing and stay denied by order issued 
October 11, 1960, infra p. 860. Affirmed 304 F. 2d 29 (CA5, 1962). 
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political controversy, private-public power dispute, and hence involve pres- 

entation of arguments in matters of political controversy. P. 284. 

8. Provisions of Federal Power Act are sufficiently broad to authorize a System 
of Accounts which provides that political expenditures be charged to a 
particular account. P. 286. 

. Classification of these expenditures below the line is necessary to be con- 
sistent with objectives of utility accounting regulation which aims at 
separate disclosure and classification of all such controversial items. P. 286. 

. Question of whether rate payer or shareholder shall ultimately pay these 
particular expenses must await rate proceedings, for accounting classifi- 
eation matter of this kind does not involve determining just and reasonable 
rates for the utility. P. 287. 

6. No consequential interference with management or deprivation of property or 
other rights without due process can result from these accounting classifi- 
eation proceedings. P. 287. 

7. Criterion of “political” expenditures is not too indefinite to supply a reason- 
able and lawful standard for the classification of expenditures under the 
system of accounts. P. 287. 

8. Commission concludes that questioned advertising expenditures are political 

in character and should be classified to Account 538. P. 288. 


ne 


On 





Commissioner Sweeney not participating. 


A. J. G. Priest, Richard M. Merriman, Joseph M. Farley, Alvin W. Vogtle, Jr., 
Arthur E. Palmer, Hayden N. Smith, and Peyton G. Bowman III, for Alabama 
Power Company. 

A. J. G. Priest, Richard M. Merriman, Frank Snell, and Peyton G. Bowman III, 
for Arizona Public Service Company. 

A. J. G. Priest, Richard M. Merriman, Daniel James, Sheldon Oliensis, and 
Peyton G. Bowman IIT, for Arkansas Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, John W. Kelly, and Peyton G. Bowman 
ITI, for Blackstone Valley Gas & Electric Company. 

A. J. G. Priest, Richard M. Merriman, Joseph P. Tyrrell, and Peyton G. Bow- 
man IIT, for Boston Edison Company. 

A. J. G. Priest, Richard M. Merriman, Shearon Harris, and Peyton G. Bowman 
IIT, for Carolina Power & Light Company. 

A.J. G. Priest, Richard M. Merriman, M. 8. Lockhart, and Peyton G. Bowman 
ITI, for Central Hudson Gas & Electric Corporation. 

A. J. G. Priest, Richard M. Merriman, Ralph D. Stevenson, and Peyton G. 
Bowman III, for Central Illinois Public Service Company. 

A. J. G. Priest, Richard M. Merriman, Joseph H. Geoghegan, A. T. Gardner, and 
Peyton G. Bowman ITI, for Delaware Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, Henry G. Wasson, Jr., and Peyton G. 
Bowman III, for Duquesne Light Company. 

A. J. Priest, Richard M. Merriman, M. V. Holik, and Peyton G. Bowman ITI, 
for El Paso Electric Company. 

A. J. G. Priest, Richard M. Merriman, Richard K. McPherson, and Peyton @G. 
Bowman III, for Empire District Electric Company. 

A. J. G. Priest, Richard M. Merriman, Peyton G. Bowman III, and William R. 
Cook, for Fitchburg Gas & Electric Co. 

A. J. G. Priest, Richard M. Merriman, William H. Schroder, Tench C. Coze, 
Arthur HE. Palmer, Hayden N. Smith, and Peyton G. Bowman III, for Georgia 
Power Company. 

A. J. G. Priest, Richard M. Merriman, Bert Lane, Arthur E. Palmer, Hayden: 
N. Smith, and Peyton G. Bowman III, for Gulf Power Company. 
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A. J. G. Priest, Richard M. Merriman, Major T. Bell, and Peyton G. Bowman 
III, for Gulf States Utilities Company. 

A. J. G. Priest, Richard M. Merriman, Olcott D. Smith, and Peyton G. Bowman 
IIT, for the Hartford Electric Light Company. 

A. J. G. Priest, Richard M. Merriman, Robert E. Barrett, Jr., and Peyton G. 
Bowman III, for Holyoke Water Power Company. 

A. J. G. Priest, Richard M. Merriman, A. C. Inman, and Peyton G. Bowman III, 
for Idaho Power Company. 

A.J. G. Priest, Richard M. Merriman, James B. Liberman, and Peyton G. Bow- 
man III, for Jersey Central Power & Light Company, Metropolitan Edison 
Company, New Jersey Power & Light Company, Pennsylvania Electric Company. 

A. J. G. Priest, Richard M. Merriman, Stanley Garrity, and Peyton G. Bowman 
III, for Kansas Gas & Electric Company. 

A. J. G. Priest, Richard M. Merriman, J. Raburn Monroe, Daniel James, Sheldon 
Oliensis, and Peyton G. Bowman III, for Louisiana Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, Charles B. Finch, Ronald M. Dworkin, 
and Peyton G. Bowman III, for The Marietta Electric Company, Monterey Utili- 
ties Corporation, Northern Virginia Power Company, Potomac Edison Company, 
Potomac Light and Power Company. 

A.J. G. Priest, Richard M. Merriman, Richard B. Dunn, and Peyton G. Bowman 
III, for Merrimack-Essex Electric Company, Narragansett Electric Company, 
Suburban Electric Company, Worcester County Electric Company. 

A. J. G. Priest, Richard M. Merriman, M. L. Hibbard, and Peyton G. Bowman 
IIT, for Minnesota Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, James 8. Eaton, Arthur E. Palmer, Hay- 
den N. Smith, and Peyton G. Bowman III, for Mississippi Power Company. 

A. J. G. Priest, Richard M. Merriman, Garner W. Green, Daniel James, Sheldon 
Oliensis, and Peyton G. Bowman III, for Mississippi Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, John A. Woodbridge, and Peyton G. 
Bowman III, for Missouri Edison Company, Missouri Power & Light Company, 
Union Electric Company. 

John C. Jaqua, Jr., for Monongahela Power Co., South Penn Power Co., and 
the West Maryland Power Co. 

A. J. G. Priest, Richard M. Merriman, Sam B. Chase, and Peyton G. Bowman 
III, for The Montana Power Company. 

A. J. G. Priest, Richard M. Merriman, Floyd W. Lewis, Daniel James, Sheldon 
Oliensis, and Peyton G. Bowman III, for New Orleans Public Service, Inc. 

A. J. G. Priest, Richard M. Merriman, Bradford S. Magill, and Peyton G. Bow- 
man III, for New York State Electric & Gas Corporation. 

A. J. G. Priest, Richard M. Merriman, A. R. Renquist, G. A. Youngquist, and 
Peyton G. Bowman III, for Northern States Power Company of Minnesota, 
and Northern States Power Company of Wisconsin. 

A. J. G. Priest, Richard M. Merriman, D. Bruce Mansfield, and Peyton G. 
Bowman III, for Ohio Edison Company and Pennsylvania Power Company. 

8. B. Flynn, Herbert Branan, and Dan M. Welch, for Oklahoma Gas & Electric 
Company. 

A. J. G. Priest, Richard M. Merriman, Cameron F. MacRae, William R. Joyce, 
Jr., John A. Lodge, and Peyton G. Bowman III, for Orange and Rockland Util- 
ities, Inc., and Rockland Electric Company. 

A.J. G. Priest, Richard M. Merriman, Richard H. Peterson, Malcolm MacKillop, 
and Peyton G. Bowman ITI, for Pacific Gas & Electric Company. 

A. J. G. Priest, Richard M. Merriman, Hugh Smith, and Peyton G. Bowman 
ITT, for Pacific Power & Light Company. 
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A. J. G. Priest, Richard M. Merriman, Austin Gavin, and Peyton G. Bowman 
ZII, for Pennsylvania Power & Light Company. 

A. J. G. Priest, Richard M. Merriman, Vincent P. McDevitt, Eugene J. Bradley, 
and Peyton G. Bowman III, for Philadelphia Electric Company. 

A. J. G. Priest, Richard M. Merriman, Roy Dunn, and Peyton G. Bowman II], 
for Potomac Electric Power Company. 

A. J. G. Priest, Richard M. Merriman, Paul G. Jasper, and Peyton G. Bowman 
III, for Public Service Company of Indiana, Inc. 

A. J. G. Priest, Richard M. Merriman, Wendell W. Black, and Peyton G. Bow- 
man III, for Puget Sound Power & Light Company. 

Richard L. Arnold for Southwestern Electric Power Company. 

A. J. G. Priest, Richard M. Merriman, and Prescott R. Andrews for South- 
western Public Service Company. 

A. J. G. Priest, Richard M. Merriman, L. A. Nichols, and Peyton G. Bowman 
II, for Superior Water, Light and Power Company. 

A. J. G. Priest, Richard M. Merriman, F. Gerald Irvine, and Peyton G. Bovw- 
man ITI, for Utah Power & Light. 

A. J. G. Priest, Richard M. Merriman, John W. Riely, and Peyton G. Bowman 
III, for Virginia Electric & Power Company. 

A. J. G. Priest, Richard M. Merriman, Alan P. O’ Kelly, and Peyton G. Bowman 
III, for The Washington Water Power Company. 

A. J. G. Priest, Ronald M. Dunkin, John C. Jaqua, Jr., Richard M. Merriman, 
and Peyton G. Bowman III, for West Penn Power Company. 

A. J. G. Priest, Richard M. Merriman, Cal Young, and Peyton G. Bowman III, 
for West Texas Utilities Company. 

A.J. G. Priest, Richard M. Merriman, David R. Pokross, and Peyton G. Bowman 
IIT, for Western Massachusetts Electric Company. 

Leonard Eesley, Drezel D. Journey, and James D. McKinney, Jr., for the 
Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

These proceedings, which arose under a show cause order issued by the Commis- 
sion on August 1, 1958, 20 FPC 108, questioning the accounting treatment of cer- 
tain expenditures of the seventy-six electric power companies which are the re- 
spondents in this case, are before us pursuant to our order issued December 15, 
1959, providing for the omission of the intermediate decision procedure. The basic 
question presented is whether the respondents have classified certain advertising 
expenditures which they incurred to the proper Account under the Commission’s 
“Uniform System of Accounts Prescribed for Public Utilities and Licensees 
Under the Federal Power Act.” The respondents have charged the expenditures 
to operating expense accounts, and the Commission’s staff, questioning this 
accounting classification, contends that they should be charged to a miscellaneous 
income deductions account. We conclude, for the reasons hereinafter stated, 
that most of the expenditures in question were erroneously classified and must 
be reclassified by the respondents to a miscellaneous income deductions account, 
in accordance with the findings and conclusions of this Opinion and order. 

The respondents incurred the questioned expenditures during the calendar 
year 1957 as participants in the “Electric Companies Advertising Program,” 
hereinafter called the ECAP program. This program was sponsored by what 
are called in the advertisements “America’s independent electric light and 
power companies.” In keeping their accounts, the respondents charged these 
expenditures to Account 787, “Demonstration, Advertising, and Other Sales 
Expenses,” and Account 801, “Miscellaneous General Expenses.” The Com- 
mission’s staff has questioned the propriety of this classification for nine of 
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the twenty-six advertisements involved in the 1957 ECAP program, taking 
the position that they should be charged to Account 538, “Miscellaneous In- 
come Deductions.’” 

By letters dated February 27, 1958, we advised the companies that these 
expenditures appeared to involve “the presentation of argument in matters of 
political controversy” and therefore were not properly includible in any of the 
700 and 800 series of Accounts. To this series of accounts are classified oper- 
ating expenses normally charged against electric revenues collected from the 
rate payer; in the language of accountancy, such items are classified “above 
the line.” Instead, the companies were advised, the expenditures should be 
classified to Account 538, involving income deductions which are normally 
charged against general corporate income. Such items, which thus have a more 
direct impact on the shareholder, are classified “below the line.” 


The total reported cost of the nine advertisements questioned by staff is 
$863,130.15, or 43.25 percent of the total of $1,995,661.14 expended for the 1957 
ECAP program. The respondents herein contributed $1,286,083.15 of the 1957 
program total, in accounting for which fifty-three of the respondents charged 
an aggregate of $731,070.72 to Account 787, Demonstration, Advertising, and 
Other Sales Expenses, and twenty-nine charged an aggregate of $555,012.43 
to account 801, Miscellaneous General Expenses. With the exception of three 
of the companies which split their respective charges between the above oper- 
ating expense accounts, each company reporting its accounting of these ex- 
penditures used only one of those accounts. None of the respondents herein 
used Account 538, Miscellaneous Income Deductions, for any part of these 
expenses, although six companies not made parties to these proceedings 
charged $132,491.36 to Account 538. 

By Commission order issued August 1, 1958, 20 FPC 188, we provided for a 
hearing as authorized by Section 301(a) of the Power Act,* to determine the 
correctness of the respondents’ accounting treatment of these expenditures. 
At the hearing, which commenced on January 9, 1959, counsel appearing gen- 
erally for the majority of the respondents sought to adduce evidence con- 
sisting principally of testimony by accountants, business executives, and other 
alleged to be expert on the matters in issue. In summary, this evidence was 
intended to show that the questioned advertising expenditures were necessary to 
counter the competition of government owned and subsidized electric power fa- 
cilities and to protect respondents’ businesses from such competition ; that there- 
fore such expenditures were ordinary, necessary, and just and reasonable 
expenses in the operation of the respondents’ businesses; and that accordingly, 
within the meaning and intent of our System of Accounts, they should be classi- 
fied to either or both accounts 787 and 801, as proper operating expenses. 

The presiding examiner ruled that this and other evidence of similar character 
was inadmissible in evidence. Counsel for the respondents appealed the ex- 
aminer’s ruling to the Commission, and by Opinion No. 323 and accompanying 
order issued herein on July 15, 1959, 22 FPC 72, we affirmed the examiner’s 
ruling. In Opinion No. 323, we held in essence that under our past inter- 


1 The nine questioned advertisements are reproduced in Appendix A hereto. [Ep. Note: 
Appendix A has been omitted in printing. The advertisements are reproduced in 20 FPC 
108, at p. 115, et seq., in the same numerical order in which they appear in Appendix A.] 

2The names of the respondents and the details of their expenditures and the accounting 
treatment they have accorded them are shown in Appendix B hereto. 

3 Section 301(a) in part pertinent provides: 

The Commission, after notice and opportunity for hearing, may determine by order 
the accounts in which particular outlays and receipts shall be entered, charged or 
credited. The burden of proof to justify every accounting entry question by the 
Commission shall be on the person making, authorizing, or requiring such entry. * * * 
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pretation of the System of Accounts, political expenditures had been required 
to be classified to Account 538, Miscellaneous Income Deductions, and that 
only evidence relevant and material ‘to the issue of whether respondents’ ques- 
tioned advertising expenditures were political should be admitted in evidence. 
Looking at the advertisements themselves, we found that the expenditures for 
eight of the nine questioned advertisements were political in character, as we 
had previously interpreted that term. And we held that the evidence proffered 
by respondents was “without probative value” to show the contrary, since such 
evidence was not relevant to the issue of whether the advertisements were 
political, but was directed to other subsidiary issues, such as whether the ad- 
vertisements were ordinary and necessary operating expenses. We further held 
that assuming the relevancy of this proffered evidence, it was lacking in sufficient 
weight to prove that the advertisements were in fact non-political. 

Opinion No. 323 also directed that the hearing before the examiner be resumed 
to afford respondents opportunity to adduce any further evidence they deemed 
admissible. The hearing was resumed on November 23, 1959, and concluded 
on November 24, 1959. Most of the evidence offered by respondents at the re- 
sumed hearing was objected to by staff counsel as inadmissible under Opinion 
No. 323, and it too was excluded by the presiding examiner. However, the 
proffered evideice is in the record before us in the form of an offer of proof. 
Pursuant to our order omitting the intermediate decision procedure referred to 
above, the case is now before us for decision. 


The Commission's Determinations 


As authorized by the Federal Power Act, the Commission’s Uniform System 
of Accounts for Public Utilities and Licensees was prescribed in 1936, effective 
January 1, 1937. It has been revised, amended, and interpreted on numerous 
occasions since then. Relatively early in the history of the System of Accounts, 
the Commission interpreted it to require that political expenditures be charged 
to an income deductions account. This interpretation of the System of Accounts 
as applied to political advertisements finds detailed expression in Accounting 
Interpretation E-110, issued November 27, 1945, the provisions of which are set 
forth in the footnote below.‘ This interpretation provides, in effect, that the 
cost of advertisements that are reasonably to be characterized as political in 
character should be classified to Account 538, Miscellaneous Income Deductions, 
in contrast to expenditures for other types of advertisements which are charged 
to operating expense accounts. Among the instances of political advertisements 
given in this interpretation are advertisements for the purpose of influencing 
public opinion as to the election of public officers, proposed legislation, repeal 
of existing laws, and influencing decisions of public officers. The question 
before us here is whether the respondents’ questioned advertising expenditures 
are political in character so as to require their classification to Account 538. 

We conclude that the questioned advertising expenditures are political in 


* Accounting Interpretation E-110 in question and answer form provides as follows: 
Question: What is the proper account to be charged with nonpromotional advertis- 
ing of the type sometimes referred to as institutional advertising or as goodwill ad- 
vertising, the purpose of which is to foster and maintain public goodwill rather than 
for any immediate and direct promotion of sales of electricity or appliances? 
Answer: Such advertising should be charged to Account 787.2, Advertising; how- 
ever, Account 538, Miscellaneous Income Deductions, should be charged with the cost 
of any advertising for the purpose of influencing public opinion as to the election of 
public officers, referenda, proposed legislation, proposed ordinances, repeal of existing 
laws or ordinances, approval or revocation of franchises; for the purpose of influenc- 


ing decisions of public officers; or having any direct or indirect relationship to 
political matters. 
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character and should be classified to Account 538. The advertisements them- 
selves, which are in the record before us, afford the best and most conclusive 
evidence of their essential character. Viewed generally, it is clear from their 
face that, with the exception of the first advertisement,* they deal with a political 
controversy, the private-public power dispute, and hence involve the presentation 
of argument in matters of political controversy. Considered more particularly, 
a scrutiny of the advertisements and a reading of their texts discloses that 
they have as a basic ultimate purpose the influencing of public opinion as to the 
repeal of existing law. Thus they have not just an indirect relationship to 
political matters, but are directly political. In addition, it is a fair inference 
that their ultimate purposes include the influencing of public opinion as to such 
matters as the election of public officers, proposed legislation, and influencing 
the decisions of public officers. And their purposes may also include the in- 
fluencing of public opinion as to proposed ordinances, repeal of existing ordi- 
nances, and the approval or revocation of franchises. 

These facts appear from the advertisements themselves, and no other evidence 
is necessary to confirm them. Thus the message conveyed by most of the 
advertisements in Appendix A is that federally supported electric systems and 
power dams are relieved of tax burdens which taxpayers generally must pay, 
resulting in favoritism to consumers who get electricity from such installations 
at cheaper rates, and in unfair discrimination against taxpaying utilities and 
taxpayers generally who do not receive such tax concessions. This idea is also 
conveyed by the captions and illustrations of the advertisements. The text of 
six of the advertisements—Nos. 2, 3, 4, 5, 6 and 7—call specific attention to 
present tax laws as the cause of this condition.* The other two speak of “tax 
favoritism” and “trick” taxes. The text of several of the advertisements, 
including Nos. 4, 5, 6 and 7, includes the suggestion that “something ought to 
be done” about this tax favoritism or that it should be “given critical study.” 
Although more obvious in the case of some than others, we think it is reasonably 
apparent that advertisements Nos. 2 through 9 are aimed at influencing public 
opinion to secure legislation to correct these claimed tax inequities. Thus all 
of the questioned advertisements, with the exception of No. 1, are political in 
character, and under our System of Accounts the costs thereof should be classi- 
fied to an income deductions account, specifically Account 538. 

The respondents in their briefs’ take the position that their proffered evidence 
fully justifies their accounting classification of the questioned entries, and con- 
tend that these proceedings should be dismissed forthwith. Their arguments 
to support this position can be summarized under five general headings: first, 
a claimed lack of Commission authority to prescribe an accounting classification 
based upon the political character of expenditures or to classify expenditures 
below the line and as income deductions on this basis; second, claimed substan- 
tial evidence to support classifying their questioned expenditures as non-political 
rather than political; third, asserted procedural and other errors involving 
the promulgation and application of Accounting Interpretation E-110; fourth, 
asserted error in the exclusion of their proffered evidence; and fifth, claimed 


5 Advertisement No. 1 in Appendix A hereto (20 FPC 108, 115). 
* Typical is the text of advertisement No. 2, which states in part: 

About 23¢ of every dollar you pay for electricity from your independent electric 
light and power company goes for taxes. But because of present tar laws, customers 
of federal power systems escape paying most of the taxes in their electric bills that 
you pay in yours.... 

Is it fair for you to have to pay extra taxes like this for customers of federal 
government power systems? Shouldn’t something be done about it? [Emphasis 
supplied.) 

7 The discussion in this Opinion disposes of respondents’ arguments without differentiat- 
ing between the two initial briefs they filed herein. 
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violations of due process and denial of freedom of speech by the accounting 
classification herein followed. 

There is no merit to the respondents’ first argument that political matters 
are not the Commission’s concern under the Federal Power Act, and that 
therefore we lack authority under the law to prescribe a System of Accounts 
prescribing an accounting classification based on the political character of 
expenditures, and lack authority to enforce such an accounting requirement. 
Section 301(a) of the Act explicitly provides that “. . . The Commission may 
prescribe a system of accounts to be kept by licensees and public utilities and 
may classify such licensees and public utilities and prescribe a system of 
accounts for each class.” In addition, this Section provides that “Every licensee 
and public utility shall make, keep, and preserve for such periods, such accounts 

. as the Commission may by rules and regulations prescribe as necessary or 
appropriate for purposes of the administration of this Act...” Further, 
Section 309 of the Act provides that “The Commission shall have power to 
perform any and all acts, and to prescribe, issue, make, amend, and rescind 
such orders, rules and regulations as it may find necessary or appropriate 
to carry out the provisions of this Act.” In our view, these provisions are 
sufficiently broad to authorize a System of Accounts which provides that 
political expenditures be charged to a particular account, here Account 538. 
As the Supreme Court said in Northwestern Electric Co. v. F.P.C., 321 U.S. 
119 (1944), at pp. 122-123, “The Commission’s power to prescribe a uniform 
system of accounting and to require [the utility] to keep accounts accordingly 
is not open to doubt.” Nor can our authority to institute these accounting 
classification proceedings be doubted, in view of that part of Section 301(a), 
quoted supra, fn. 3, which in terms authorizes the Commission, after notice 
and opportunity for hearing, to determine to what account particular expendi- 
tures shall be charged. 

Furthermore, the classification of these expenditures below the line as income 
deductions is necessary and appropriate for purposes af administering the Act 
and is reasonable thereunder. The political expenditures of utilities fall into a 
peculiar category. By their nature, such expenditures obviously have a doubt- 
ful relationship to rendering utility service. Hence, the classification of such 
expenditures routinely to operating expenses would not be consistent with the 
objectives of utility accounting regulation, which aims at the separate disclosure 
and classification of all such controversial items, so as enable a clear under- 
standing and realistic appraisal of the nature thereof. Throwing all such 
controversial expenditures into a hotchpotch of operating expenses would tend 
to obscure their essential character, and make more difficult their informed 
analysis and proper ultimate disposition. 

Other considerations also justify the classification of political expenditures 
such as these to deductions from income rather than to operating expenses. 
The function of electric utilities and licensees under the Power Act is, in 
accordance with the requirements of the Act, to render public service in a 
business affected with a public interest; and it is fair and reasonable to require 
the customers to pay the expenses properly incurred by the companies in 
rendering this service. However, on matters which are politically controversial, 
differences of opinion may and frequently do exist between the companies and 
their customers, between management and the rate payer. The classification 
generally of political expenditures to operating accounts might seem to imply 
that such expenditures must in due course and without further question be 
paid by the rate payer. Such an implication would be unwarranted and possibly 
unfair, in view of the fact that on politically controversial matters, the opinions 
of management and the rate-payer may differ decidedly. Thus this accounting 
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classification, while isolating and identifying these controversial expenditures, 
appropriately avoids any implication that the companies are entitled without a 
further showing to charge against the rate payer the cost of political programs 
favored by the companies but possibly opposed by those who must pay the 
costs of supporting these enterprises. 

Of course, the question of whether the rate payer or the shareholder shall 
ultimately pay these particular expenses must await rate proceedings under 
the Act, for an accounting classification matter of this kind does not involve 
determining the just and reasonable rates for the utility. As the Supreme 
Court said in the Northwestern Electric decision, cited above, 321 U.S. at p. 123, 
such a case as this “. . . presents only a question of proper accounting.” Thus 
there is no merit to respondents’ contention that the Commission’s treatment of 
these expenditures wrongfully interferes with the right of management to make 
such expenditures as it deems necessary to the conduct of the business. For 
apart from the fact that any such managerial right is subject to the reasonable 
limitations imposed by our System of Accounts as permitted by the statute, no 
consequential interference with management can result from these accounting 
classification proceedings, but only from rate proceedings under the Act. Like- 
wise, there is no merit to respondents’ claim that these proceedings deprive them 
of property and other rights without due process; here again, any such depriva- 
tion cannot result from these accounting classification proceedings but only 
from rate proceedings under the Act. 

Nor is the criterion of “political” expenditures too indefinite to supply a 
reasonable and lawful standard for the classification of expenditures under our 
system of accounts, as respondents claim. Such a criterion is quite as explicit 
as such standards as “public interest,” “public convenience and necessity,” and 
“just and reasonable,” which this and other Commissions are routinely called 
upon to administer. We think that the employment of reason in the application 
of this standard, even if the standard were not supplemented by the illustrations 
of political activity given in Accounting Interpretation E—110 and elsewhere, is 
sufficient to provide clear and definite guidance as to its scope and meaning. 

Respondents’ second principal argument, that their proffered evidence sub- 
stantially supports classifying their questioned expenditures to an operating 
expense account as ordinary business expenditures necessary to protect and 
promote their businesses in the face of governmental competition, is equally 
devoid of merit. Respondents’ proffered evidence consisted of the proposed 
testimony of numerous witnesses, including accountants and members of ac- 
counting firms, industrialists, former governmental officials and members of the 
armed forces, educators specializing in accounting and economics and writers 
on these subjects, executives in utility corporations and advertising firms, and 
others alleged to be experts on the matters involved in these proceedings. 
Numerous exhibits were also offered. Summarized briefly, this evidence was 
to the effect that the expenditures in question were normal and ordinary 
business outlays for the purpose of meeting competition from electric systems 
owned or subsidized by the government, and that the respondents were com- 
pelled by business necessity to make these expenditures in order to hold and 
benefit existing customers, attract new customers, and maintain company good 
will and financial integrity. In addition, there was some testimony explicitly 
that the advertisements were “non-political” in character. According to the 
respondents, this proffered evidence shows that the advertisements were not 
intended to affect or influence the election or defeat of any candidate for office, 
to advocate or oppose the enactment or repeal of legislation, or in any other 
way to accomplish a political purpose, and thus establishes the non-political 
character of the advertisements. 
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However, as shown above, the essentially political character of the advertise- 
ments is conclusively established by the advertisements themselves, and so 
clearly does this fact appear that it is difficult to conceive of any evidence 
that would justify a different conclusion. Assuming arguendo that respondents’ 
proffered evidence shows that the expenditures have some other additional or 
subsidiary aspect or purpose—that, for example, they were necessary to meet 
governmental competition, to protect the companies’ markets, and to preserve 
their financial well-being—this would not detract from their fundamentally 
political character, nor would it justify classifying them under our System of 
Accounts other than in the manner we find to be appropriate for political 
expenditures. As to the relatively small amount of opinion testimony sought 
to be adduced by respondents that the advertisements were “non-political,” we 
have considered with care this evidence, which is in the record before us. And 
we have concluded that, in view of the self-evident facts attested by the 
advertisements themselves, this evidence too, even when to it is added all the 
other evidence proffered by the respondents, is of insufficient weight to establish 
that the advertisements are in fact non-political in character. 

Turning to respondents’ third principal contention, that we committed proce- 
dural and other errors in the promulgation and application of Accounting In- 
terpretation E-110, the respondents argue that this formal Interpretation is 
the Commission’s only basis for classifying political expenditures below the 
line to Account 538, and contend that the Commission never formally approved 
or adopted this Interpretation, which they allege was issued in 1954 not by 
the Commission but by the National Association of Railroad and Utilities Com- 
missioners, through its Committee on Statistics and Accounts. They argue that 
Interpretation E-110 has never been promulgated as a rule or regulation of the 
Federal Power Commission, and has never been published in the Federal Regis- 
ter, contrary to the provisions of Section 3 of the Administrative Procedure 
Act, requiring the publication of “substantive rules ...and statements of 
general policy or interpretations formulated and adopted by the agency for the 
guidance of the public. ...” They contend that now for the first time in the 
Commission’s history, without notice or hearing, we have undertaken to apply 
Accounting Interpretation E-110 so as to require that their ECAP expenditures 
be charged below the line. This action, they say, is contrary to the so-called 
Karg-Safeblade Report in 1944, which they allege approved the charging of 
ECAP expenditures like those in question to Account 787.2, not Account 538. 
And they contend that, in any event, by action taken at the 1958 convention of 
the National Association of Railroad and Utilities Commissioners, an attempt 
was made to introduce this interpretation into the Association’s proposed revi- 
sion of its System of Accounts by including the substance of the interpretation 
in a note to be appended to Account 426, the counterpart of present Account 
538, but that in Committee the note was eliminated from the proposed revision 
and hence was in effect eliminated from the System of Accounts. 

These arguments too cannot withstand analysis. Accounting Interpretation 
E-110, adopted in 1945, is not the sole basis for the classification of political 
expenditures to Account 538, as respondents contend; it constitutes merely a 
summarization, with illustrative instances, of the accounting classification re- 
quirements already embodied in the System of Accounts, as adopted and inter- 
preted by the Federal Power Commission. As described above, our System of 
Accounts first became effective in 1937; and as early as 1940, the Commission 
instituted an investigation into the accounting disposition of expenditures for 
political purposes by Northwestern Electric Company and certain other utili- 
ties, some of which are respondents herein. In the opinion issued on February 
27, 1941, in those proceedings, Matter of Northwestern Electric Company, et al., 
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2 FPC 369, referring at page 376 to “Extensive advertising and radio pro- 
grams featured by the utilities during political compaigns,” it was pointed cut 
that “Many of these definitely political advertising and radio programs were 
charged to operating expenses.”° The Commission found that these (p. 371) 

. accounting practices followed by these utilities, individually, and collec- 
tively, . . . disregarded the fundamentals of good accounting, and violated the 
Uniform System of Accounts prescribed by the Federal Power Commission.” 
And the opinion concluded by stating that the Commission would issue such 
orders and regulations in connection with such accounting entries as was 
deemed requisite and authorized by the Power Act. 

Thus it was reasonably evident to the public and to all possibly affected 
interests that our System of Accounts precluded the classification of political 
expenditures, including political advertising expenditures, to operating expenses. 
And it was equally clear from that opinion, in conjunction with the instructions 
accompanying Account 538, reading “This account shall include miscellaneous 
debits to income not provided for elsewhere,” that political expenditures, in- 
cluding expenditures for political advertisements, should be charged to income 
deductions. The fact that the NARUC likewise adopted this interpretation of 
its System of Accounts, as set forth in Accounting Interpretation E-110, or the 
fact that we have, for convenience and uniformity, regarded the NARUC inter- 
pretation, as interpreting our System of Accounts,’ does not detract from our 
prior interpretation of our System of Accounts, ror does it give rise to any 
errors in the promulgation of this interpretation of the System of Accounts or 
its application to respondents. 

We do not think that the Administrative Procedure Act required the re-publi- 
eation of the interpretation contaived in our Northwestern opinion in 2 FPC 
376 summarized above, any more than it required the re-publication of all the 
other rules, principles, holdings and interpretations of the countless other 
opinions and orders issued by this and other Commissions up to the time of the 
enactment of that statute. Such a requirement plainly would have been unrea- 
sonable and impossible of compliance. Nor was any notice or publication of 
this accounting classification required in addition to that given by the Com- 
mission. The Karg-Safeblade report, a staff report which was supplemented 
by a press release, is not efficacious to modify or rescind an interpretation 
issued and followed by the Commission in the manner set forth above. The 


8 The similarity between the advertisements involved there and those in issue here is 
indicated by the following language, quoted from 2 FPC 376: 

. For example, “advertisements with reference to PUD’s and related matters” 
during 1950, “advertisements re condemnation elections,” and political advertisements 
entitled “Where Do We Go From Here?” and the like, were charged to Account 787 
to which only charges for promotion of sales of electric energy should have been 
made. 

® We stated in the Commission’s Twenty-Sixth Annual Report for 1946 (p. 39): 

In obtaining uniformity of accounting, the staff of the Commission has cooperated 
closely with the Committee on Statistics and Accounts of the National Association of 
Railroad and Utilities Commissioners. Periodically there have been meetings of ac- 
counting representatives of the Commission and the NARUC for the discussion of 
problems regarding the proposed revision of the systems of accounts, interpretations, 
reports, etc. The accounting representatives of both bodies from time to time confer 
with accounting representatives of the industries for their views and suggestions. 

When questions of interpretation have arisen, they have been submitted to the 
various members of the NARUC Committee or discussed in meetings; and when a 
substantial uniformity of opinion was reached, the interpretations have been issued 
through the NARUC and regarded as likewise interpreting the Commission’s systems 
of accounts, although not formally approved by the Commission. Thus, uniformity 
has been accomplished relative to the questions submitted, and the interpretations 
made applicable to various companies of the industries throughout the United States. 
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circumstances surrounding issuance of this report justify adherence to this 
rule, not an exception to it. Finally, even accepting the questionable assump- 
tion that the Committee action referred to above amounted to the formal 
amendment of the NARUC’s interpretation of its System of Accounts by the 
deletion of Accounting Interpretation E-110, this action, which in any event 
was taken after the improper accounting classifications were made by the 
respondents, does not automatically bind us and is subject to our review and 
possible rejection if we consider such a course justified. 

Nor is there any merit to respondents’ contention that the instructions accom- 
panying certain of the Accounts support their classification of the questioned 
expenditures. The controlling standards is the interpretation we have placed 
on our System of Accounts summarized above, under which political expendi- 
tures are classified to an income deductions account. Respondents contend in 
effect that Instruction 2-F of our System of Accounts,” on which they particu- 
larly rely, contemplates that only charges which are not just and reasonable 
should be included in Account 538, and allege that their ECAP expenditures 
have been shown just and reasonable in this case. However, an accounting 
classification proceeding such as this is not the place to determine the justness 
and reasonableness of these expenditures, nor does Instruction 2-F contemplate 
any such result; it merely places the burden on the utility at the outset to 
exclude from operating expense accounts operating expenses the justness and 
reasonableness of which is in doubt and charge them to Account 538, below the 
line. The propriety of such an accounting classification is subject to Commis- 
sion review in this or other appropriate proceedings, while the justness and 
reasonableness of the charge is subject to Commission review only in a rate 
proceeding. 

The foregoing is also largely dispositive of respondents’ fourth principal 
argument, that we erred in excluding most of the evidence they sought to adduce. 
As found above, with one exception the nine questioned advertisements are on 
their face political in character. Most of the evidence respondents offered is not 
relevant to the question whether the advertising expenditures are political in 
character, the issue framed by our order instituting these proceedings, but per- 
tains to some other issue, such as whether the questioned expenditures are 
ordinary and necessary business expenses or whether they are just and reason- 
able. In any event, as also found above, the totality of the evidence proffered 
by the respondents, which is before us in an offer of proof and which we have 
examined with care, is not sufficient to establish that the advertisements are in 
fact other than political in character. 

Finally, we must reject respondents’ contentions that the classification of the 
questioned advertising expenditures below the line because of their political 
character would deprive respondents of constitutionally protected rights of due 
process of law and freedom of speech. Since the mere classification of their 
questioned expenditures below the line has no material adverse impact on 
respondents, it does not deter persons from freedom of speech by a prior 
restraint, the action characterized as improper in Speiser v. Randall, 357 U.S. 
517. Respondents remain free to make their questioned expenditures without 


10The Karg-Safeblade Report was but a summary report covering a limited investiga- 
tion and, undertaken in the face of World War II personnel and budgetary limitations, 
does not purport to prescribe any specific accounting entries. 
41 Instruction 2—-F provides: 
All charges to the accounts prescribed in this system for electric plant, income, op- 
erating revenues, and operating expenses shall be just and reasonable, and any pay- 
ments by the utility in excess of just and reasonable charges shall be included in 
Account 538, Miscellaneous Income Deductions. 
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restraint or penalty; they must, however, account for them in the manner we 
have found reasonable and appropriate under the Act. And since these account- 
ing classifications proceedings do not disturb any of respondents’ property or 
other rights, which are subject to determination not here but in rate proceedings, 
there is no deprivation of property without due process of law. Likewise, there 
is not present here any violation of procedural due process such as that con- 
demned in Speiser; the method provided by Congress in Section 301(a) of the 
Act for effecting the reclassification of these expenditures, and its application 
by the Commission, is fair and non-discriminatory. 

Although this question is not involved here, it appears that even the deduction 
of the questioned expenditures from respondents’ income in future rate pro- 
ceedings would not constitute an impermissible interference with freedom of 
speech, for freedom of speech is not absolute but is subject to reasonable limita- 
tions in the public interest. Thus, Cammarano v. U.S., 358 U.S. 498, in holding 
that sums expended by a taxpayer in furtherance of publicity programs to help 
secure the defeat of an initiative measure, which would destroy his business, 
can properly be determined not to constitute deductions as ordinary and neces- 
sary business expenses under the Internal Revenue Code, makes it clear that 
even the disallowance of such expenditures would not constitute a denial of 
freedom of speech. Clearly then, the mere classification of the questioned ex- 
penditures to Account 538 does not constitute any violation of freedom of speech. 

We have considered with care the numerous other contentions advanced by 
respondents but find that they are without substantial support in fact or reason- 
able basis in law. Accordingly, they should be denied. 

Finally, our show cause order issued August 1, 1958, required each respondent 
to show cause why it should not reclassify to Account 538 amounts consisting 
of 43.25 percent of the total amount charged by each respondent to its accounts 
reflecting ECAP expenditures, as shown in Column 5 of Table A to the said 
order, and set forth in Column 5 of Appendix B hereto. Inasmuch as we have 
found that the first of the nine advertisements is not political in nature, the 
figure of 43.25 percent should be reduced to give effect to this finding. Correc- 
tion in monetary amounts for this factor may reasonably be accomplished by 
reducing the aforesaid percentage by one-ninth to 38.45 percent in the case 
of each respondent, and reducing the monetary amounts shown in Column 5 
of Appendix B hereto correspondingly. 


The Commission further finds: 


(1) The respondents in these proceedings should, as prescribed in the 
order hereto, reclassify their respective expenditures in connection with the 
1957 ECAP Program for advertisements Nos. 2 through 9 shown in Appendix 
A hereto, to Account 538 in their accounts, in accordance with the Commission’s 
Uniform System of Accounts Prescribed for Public Utilities and Licensees, and 
in compliance with this Opinion and order. 

(2) Within 120 days from the date of issuance of this Opinion and order, 
each respondent should file with the Commission and satisfactory to it a state 
ment in writing and under oath by an officer of the company attesting that the 
accounting reclassification required herein has been effected, and showing the 
details of such reclassification. Pending further Commission order respecting 
this matter, the instant proceedings should remain in full force and effect. 


The Commission orders: 


(A) The respondents in these proceedings shall, through memorandum journal 
entries in their books of account and on original source documents, reclassify 
their respective expenditures in connection with the 1957 ECAP Program for 
advertisements Nos. 2 through 9 shown in Appendix A hereto, to Account 538 in 
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their accounts, in accordance with the Commission’s Uniform System of Accounts 
Prescribed for Public Utilities and Licensees, and in compliance with this 


Opinion and order. 


(B) The amounts which the respondents shall reclassify to Account 538 in 
their accounts shall be the amounts shown in Column 5 of Appendix B hereto, 
adjusted by reducing the figure of 43.25 percent shown in connection with 
Column 5 to 38.45 percent, and reducing the monetary amounts applicable to 


each company correspondingly. 


(C) Within 120 days of the date of issuance of this Opinion and order, 
each respondent shall file with the Commission and satisfactory to it a state- 
ment in writing and under oath by an officer of the company attesting that the 
accounting reclassification required herein has been effected, and showing the 


details of such reclassification. 


Pending further Commission order respecting 


this matter, the instant proceedings shall remain in full force and effect. 
Commissioner Sweeney not participating. 


Appendix B 





Column (1) 


Company 


Alabama Power Company-.---.--......--...--- 
Arizona Public Service Company. .---..------- 
Arkansas Missouri Power Company 
Arkansas Power & Light Company-----..--.-- 
Blackstone Valley Gas & Electric Company--.- 
Boston Edison Company... ..----.-.....--...-- 
Carolina Power & Light Company-..-----.----- 
Central Hudson Gas & Electric Corporation---- 
Central Illinois Public Service Company 
Central Louisiana Electric Company, Inc-.. 
Delaware Power & Light Company 
Duquesne Light Company 
E] Paso Electric Company.-.--.-....-........ 
Empire District Electric Company--....---.-..-- 
Fitchburg Gas & Electric Light Company. 
Georgia Power Company 
Gulf Power Company---.-...-- 
Gulf States Utilities Company 
Hartford Electric Light Company, The---- 
Connecticut Power Company, The !_.. 
Holyoke Water Power Company 
Idaho Power Company-..-- 
Interstate Power Company 
Iowa Public Service Company 
Jersey Central Power & Light Company- 
Kansas Gas & Electric Company. ---_----.- 
Lake Superior District Power Company- 
Louisiana Power & Light Company 
Marietta Electric Company, The. -...........- 
Merrimack-Essex Electric Company 
Lawrence Electric Company !........-..--- 
Lowell Electric Light Corporation, The !_.. 
Metropolitan Edison Company...-.......--.-.-- 
Minnesota Power & Light Company-.-- 
Mississippi Power Company-.---.-.---- 
Mississippi Power & Light Company----- 
Mississippi Valley Public Service Company. 
Missouri Edison Company....-..-...........--- 
Missouri Power & Light Company 
Monongahela Power Company..... 
Montana Power Company, The... 
Monterey Utilities Corporation 
Narragansett Electric Company, The-. 
New Jersey Power & Light Company 


See footnotes at end of table. 



























Column (2) 


FPC Account 
No. Debited 
Acct. 787, 
Demonstra- 
tion, Ad- 
vertising 
and Other 
Sales Ex- 
penses 








$40, 956. 25 
13, 181. 31 
3, 890. 60 





64. 90 
17, 893. 0 


Column (3) 





FPC Account 
No. Debited 
Acct. 801, 
Miscel- 
laneous 
General 
Expenses 


20, 041. 92 
11, 366. 38 


10, 398. 56 
10, 096. 90 


11, 816. 02 
19, 683, 28 
14, 619. 84 
2, 836. 20 


15, 420. 92 | 
1, 636. 30 








Total Con- 
tribution 
to E.C.A.P. 
for 1957 


$40, 956. 25 
13, 181. 31 
3, 890. 60 
23, 477.07 
6, 699. 50 
35, 713. 27 
30, 833. 72 
11, 366. 38 

‘ . 97 

. 50 
. 70 
D5. 44 
. 20 
. 80 
. 70 


6. 97 





2. 33 
5. 90 
. 00 


.77 


5. 02 
. 28 
. 84 
. 20 
5. 63 
- 60 


70. 40 
7. 20 
.10 
5. 10 
59. 80 


». 30 
2. 50 
3. 80 
2. 94 
. 64 








9, 593. 30 


-90 | 


8.90 | 


. 92 | 


Column (4) | Column (5) 





9, 593. 30 


Portion of 
Total Con- 
tribution 
Classified 
by Staff in 
Income 
Acct. 538, 
Miscel- 
laneous In- 
come 


| Deductions 


(43.25% 


$17, 713. 58 
5, 700. 91 
1, 682. 68 

10, 153. 83 
2, 897. 53 








4, 149. 10 
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Column (1) 


Company 





New Orleans Public Service, Inc__......-.-..-.- 
New York State Electric & Gas Corporation-.-- 
Northern States Power Company of Wisconsin. 
Northern States Power Company of Minnesota. 
Northern Virginia Power Company 
Ot . aaa ee 
Oklahoma Gas & Electric Company 
Orange and Rockland Utilities, Inc. 
mae and Rockland Electric Company, 

el 


Rockland Light & Power Company '. 
Pacific Gas & Electric Company-.---.-.--..-.--.-- 
Pacific Power & Light Company--. 
Pennsylvania Electric Company 
Pennsylvania Power Company 
Pennsylvania Power & Light Company... 
Philadelphia Electric Company 
Potomac Edison Company, The--- 
Potomac Electric Power Company 
Potomac Light & Power Company--....-.. 
Public Service Company of Indiana, Inc- - 
Puget Sound Power & Light Company 
Rockland Electric Company- ---- a 
South Carolina Electric & Gas Company. a 
South Penn Power Company. 

Southwestern Gas & Electric Company 
Southwestern Public Service Company. 
Suburban Electric Company--.-.....-.....--.--- 
Superior Water, Light and Power Company- -- 
Union Electric Company. ...-.-.--..--........ 
Utah Power & Light Company 
Virginia Electric & Power Company 
Washington Water Power Company, 

West Maryland Power Company, T 
West Penn Power Company. 
West Texas Utilities Company 
Western Massachusetts Electric Company 
Worcester County Electric Company 



































Column (2) | Column (3) | Column (4) | Column (5) 
Portion of 
FPC Account Total Con- 
No. Debited | F PC Account tribution 
Acct. 787, | No. Debited Classified 
Demonstra- Acct. 801, Total Con- | by Staffin 
tion, Ad- Miscel- tribution Income 
vertising laneous to E.C.A.P. Acct. 538, 
and Other General for 1957 Miscel- 
Sales Ex- Expenses laneous In- 
penses | come 
| Deductions 
(43.25%) 
| | 
SER GF. OS feccotesecseud $15, 917. 78 $6, 884. 44 
aan eipaematnati $33, 410. 80 33, 410. 80 14, 450.17 
SOE Be siccacaentoneet 3 5, 963. 68 2, 579. 29 
37, 457. 40 | 37, 457. 40 16, 200. 33 
2, 616. 60 2, 616. 60 1, 131. 68 
22, 308. 47 16, 154. 41 38, 462. 88 | 16, 635. 20 
PE AE 26, 228.90 | 11, 344. 00 
Te Encibiccrenasecbaal 1, 789. 00 | 773. 74 
EGE OD lecnenccmmecion 5, 059. 70 | 2, 188. 32 
Re ees 55, 000. 00 55, 000. 00 | 23, 787. 50 
25, 265. == 25, 265.99 | 10, 927. 54 
8. Eee 31, 135. 00 | 13, 465. 89 
4, 591.10 7, 915. 70 | 3, 423. 54 
46, 544. 84 20, 130. 64 
55, 000. 00 | 23, 787. 50 
7, 348. 30 3, 178.14 
26, 731. 86 11, 561. 53 
astiivindiie-adhdhentianeal 3, 281. 50 | 1, 419. 25 
ctaminanneed 28, 953. 59 28, 953. 59 12, 522. 43 
alice esicisledhicees 17, 126. 01 17, 126. 01 7, 407. 00 
Re OE Ee cmniccntnseleiin 1, 887.70 | 816. 43 
RE RE Iastnkaccened 15, 269. 32 | 6, 603. 98 
ef | ee 1, 637. 90 708. 39 
iin ntiiinaseniateaiet 16, 847. 01 16, 847. 01 7, 286. 33 
DERE Endcoccnapucnen 15, 676.05 | 6, 779. 89 
7, 913. 40 7, 913. 40 3, 422. 55 
1, 095. 70 | 1, 095. 70 | 473. 89 
isciaseappsiiindntiiaeet 40, 471. 15 40, 471.15 17, 503. 77 
3 EEE 16, 993. 55 7, 349. 71 
45, 187. 44 <hoie 45, 187. 44 19, 543. 57 
sine eigihaseaanaetie ail 12, 768. 98 5, 522. 58 
329. 60 329. 60 142. 55 
29, 243. 81 29, 243. 81 12, 647.95 
10, 126. 40 10, 126. 40 4, 379. 67 
12, 588. 00 12, 588. 00 5, 444. 31 
18, 145. 38 18, 145. 38 7, 847. 88 
$731,070.72 | $555, 012. 43 $1, 286, 083. 15 $556, 230. 96 














1 Predecessor merged corporation. 


2 Reported by non-F PC Account as Account 176-1, General Publicity oe 


* Contribution made through parent company, Northern States Power C 


Before Commissioners: 
and Paul A. Sweeney. 


LAKE ELECTRIC 


ORDER TERMINATING AUTHORIZATION TO EXPORT ELECTRIC 
TERMINATING PERMIT TO MAINTAIN 


STATES AND 
NATIONAL BORDER 


Jerome K. 


CORPORATION, 


Kuykendall, Chairman ; 


DOCKET 


(Issued August 17, 1960) 


The Commission, by order issued May 16, 1957 (17 FPC 


NO. E-6 


717), ix 


Sompany of Minnesota. 


Frederick Stueck 


135 


ENERGY FROM THE UNITED 
FACILITIES AT THE INTER- 


1 the above- 


entitled docket, authorized Lake Electric Corporation (Lake Electric), of Frank- 
lin, Vermont, to transmit electric energy from the United States to Canada in 


an amount of not to exceed 280,000 kwh per year at a maximum rate of trans- 
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mission of not to exceed 75 kw.* The Commission also released to Lake Elec- 
tric a Presidential Permit signed by the President of the United States on July 
23, 1948, authorizing it to operate and maintain certain electric facilities cross- 
ing the international border between the United States and Canada at or near 
the Towns of Franklin and Highgate, Vermont, to facilitate its carrying out 
the exportation of electric energy from the United States. 

Lake Electric advised the Commission by letter dated May 2, 1960, that it 
no longer operates in Canada, and requested that the Commission terminate 
its Presidential Permit and its authorization to export electric energy. 


The Commission finds: 


It is necessary and appropriate for the purposes of the Federal Power Act 
and Executive Order No. 10485, dated September 3, 1953, that the above-men- 
tioned authorization to export electric energy be terminated; and that the 
above-mentioned Presidential Permit be revoked and Lake Electric be directed 
to remove any facilities authorized thereby; all as hereinafter ordered. 


The Commission orders: 


(A) The authorizations heretofore granted to Lake Electric to transmit 
electric energy from the United States to Canada and to maintain facilities at 
the international border, United States and Canada, as referred to above, here- 
by are terminated and revoked. 

(B) Lake Electric, within 30 days from the issuance of this order, shall re- 
move all facilities which it heretofore maintained at the international border 


pursuant to the above-mentioned Presidential Permit which have not been re- 
moved by it heretofore. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G-2306; 
MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NOS. G-2327 
AND G-9850; NORTHERN NATURAL GAS COMPANY, DOCKET NOS. 
G-2399, G-2460, G-4259, G-4260, G-4261 AND G-12241; EL PASO NATURAL 
GAS COMPANY, DOCKET NO. G-12135; PERMIAN BASIN PIPELINE 
COMPANY, DOCKET NO. G-12242; IRON RANGES NATURAL GAS COM- 
PANY, DOCKET NOS. G-9648, G-—12223 AND G-12217; MIDWESTERN 
GAS TRANSMISSION COMPANY, DOCKET NOS. G-9451, G-9452 AND 
G-9453; TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NOS. 


G-9454 AND G-11107; NATURAL GAS PIPELINE COMPANY OF AMER- 
ICA, DOCKET NO. G-9966. 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECES- 
SITY AND GRANTING AMENDED MOTION TO RESCIND A PORTION OF CERTIFICATE 


(Issued August 18, 1960) 


On June 20, 1960, Tennessee Gas Transmission Company (Tennessee) filed 
a motion in Docket No. G-11107 requesting that the time for the construction 
of the facilities which Tennessee was authorized to construct and operate in 
the Commission’s order issued January 28, 1959, in Docket No. G-11107 in the 


*This authorization superseded that previously granted by the Commission's order is- 
sued herein on March 2, 1949, authorizing Lake Electric to transmit from the United 


States to Canada a maximum of 120,000 kwh of electric energy per year at a maximum 
rate of transmission of 40 kw. 
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above-entitled consolidated proceeding, 21 FPC 70, be extended with respect 
to certain facilities from January 28, 1960 to December 1, 1961, and in the 
ease of other facilities, be extended for an indefinite period of time. Tennes- 
see’s motion states that all of the extensive pipeline facilities it was authorized 
to construct and operate in Docket No. G—11107 have been constructed and 
placed in operation except the following: 


Loop Lines 


Estimated 
cost 





Kentucky 

Between Station Nos. 110-2 and 114 

West Virginia 

Between Station No. 114 and Broad Run 


Size Estimated 


Station No. 87 (addition) near Portland, Tennessee $2, 418, 899 


Tennessee avers that because of unanticipated changes in load growth the 
50.4 miles of pipeline loop to be located in Kentucky and the 8100 additional 
horsepower at Station No. 87 are not required at this time to meet its cus- 
tomers’ demands but that these facilities will be required on its pipeline system 
to meet its customers’ requirements in 1961. Tennessee, therefore, requests 
that the time for completing and placing in service the Kentucky loop and 
additional horsepower be extended until December 1, 1961. 

Tennessee’s motion explains that the increase in capacity which would be 
provided by constructing the 10.8 miles of 26-inch loop in West Virginia is not 
presently needed because Tennessee contemplated that this additional capacity 
would be necessary for rendering an annual quantity of 20,000,000 Mcf of 
seller's option gas to United Fuel Gas Company. The latter has requested that 
the seller’s option service be converted to a contracted demand quantity of 
55,000 Mcf per day, thereby obviating the need for the West Virginia loop at 
the present time. Tennessee’s motion, in effect, requests that all time limita- 
tions regarding the construction of the West Virginia loop be removed so that 
this additional capacity can be added at any time in the future that its 
customers’ requirements make such construction necessary. 

On June 27, 1960, the Columbia Companies’ filed in Docket No. G-11107 a 
“Motion to Rescind Certificate of Public Convenience and Necessity” on the 
ground that Tennessee had shown no need for constructing either the 50.4-mile 
Kentucky loop or the 10.8-mile West Virginia loop. However, on July 6, 1960, 
the Columbia Companies filed an “Amended Motion to Rescind Certificate of 
Public Convenience and Necessity” in which they acknowledged, on the basis 
cf information furnished by Tennessee, the need for the 50.4mile Kentucky 
loop to meet the foreseeable requirements of Tennessee’s customers, but they 
reiterated their contention that no need had been shown for the indefinite 


extension of time requested by Tennessee for the construction and operation of 
the 10.8-mile West Virginia loop. 


1 The Ohio Fuel Gas Company, The Manufacturers Light and Heat Company and United 
Fuel Gas Company. 
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The Commission finds: 


(1) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that the Commission’s order issued herein on January 28, 
1959, 21 FPC 70, be amended so as to grant Tennessee an extension of time 
within which to construct certain facilities as hereinafter provided. 

(2) Good cause not having been shown by Tennessee for the indefinite 
extension of time requested for the construction of the West Virginia loop 
hereinbefore described, the amended motion filed by the Columbia Companies 
should be granted. 


The Commission orders: 


(A) Paragraph (C) of the Commission’s order issued January 28, 1959, 
in Docket No. G—-11107 in American Louisiana Pipe Line Company, et al., 
Docket Nos. G—2306, et al., 21 FPC 70, 84, is hereby amended so as to extend 
the time within which Tennessee is required to construct the 50.4-mile Kentucky 
loop and 8100 horsepower of compressor facilities, hereinbefore described, from 
January 28, 1960 to December 1, 1961. 

(B) The amended motion of the Columbia Companies, filed July 6, 1960, is 
granted and paragraph (A) of the Commission’s order issued January 28, 1959, 
in Docket No. G-11107 in American Louisiana Pipe Line Company, et al., Docket 
Nos. G—2306, et al., 21 FPC 70, 83, is hereby amended so as to rescind Tennes- 
see’s authorization to construct the 10.8 miles of 26-inch pipeline loop which, 
as hereinbefore described, if constructed, would have been located in the State 
of West Virginia. 

(C) All other provisions in the Commission's order issued January 28, 1959, 
in Docket No. G—11107 in American Louisiana Pipe Line Company, et al., Docket 
Nos. G—2306, et al., 21 FPC 70, shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


NORTHERN STATES POWER COMPANY, PROJECT NO. 2181 
ORDER APPROVING REVISED EXHIBIT 
(Issued August 18, 1960) 


An application was filed June 23, 1960, by Northern States Power Company, 
licensee for major Project No. 2181, located on the Red Cedar River in Dunn 
County, Wisconsin, for Commission approval and inclusion in the license of the 
following-described exhibit showing the project lands and project boundary:: 

Eerhibit K: Two sheets (FPC Nos. 2185-5 and -6) Menominee Project Detail 
Map, superseding Exhibit K (FPC No. 2181-2) 


The Commission finds: 


The above-described exhibit conforms to the Commission’s rules and regula- 
tions and should be approved as part of the license for the project, it being 
unnecessary for Exhibit F filed by the licensee to be approved as part of the 
license, and the superseded exhibit, now part of the license for the project, 
should be eliminated from the license for the project. 


The Commission orders: 


(A) The above-described exhibit is approved as part of the license for the 
project and the superseded exhibit now part of the license for the project is 
eliminated from the license for the project. 
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(B) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. CP60-62 
ORDER DENYING INTERVENTION 


(Issued August 19, 1960) 


A joint petition seeking leave to intervene in the aboveentitled proceeding 
was filed on August 8, 1960, by Fuels Research Council, Inc., National Coal 
Association and United Mine Workers of America (Petitioners). 

This proceeding is upon an application filed by Arkansas Louisiana Gas Com- 
pany (Arkansas Louisiana) on March 17, 1960, as supplemented on April 6, 1960, 
and April 19, 1960, seeking authorization to abandon interstate operation of Line 
LM-2, which consists of 9 miles of 12%4 inch lateral pipeline located west of 
Little Rock, Arkansas, serving the Jones Mills area in Arkansas. Arkansas 
Louisiana has two pipelines which are certificated for use in transporting 
natural gas in a westerly direction from its Perla regulating station to the 
Jones Mills area. Arkansas Louisiana alleges that only one of these pipelines 
is required for service to the markets in this area, and, therefore, proposes 
herein to discontinue using one of these lines, its LM-2 line, in interstate 
service. Upon discontinuance of such interstate service, Arkansas Louisiana 
proposes to transport intrastate gas in an easterly direction through the LM-2 
line, reversing the flow of gas, for consumption wholly in interstate commerce 
within the State of Arkansas. 

Petitioners in their joint petition to intervene state, among other things, 
that the proposed abandonment and reverse flow of gas in Line LM-2 is 
actually a step in the movement of natural gas generally south and then 
east to industrial consumers including the Helena, Arkansas, electric generat- 
ing plant of Arkansas Power & Light Company where such gas would be used 
for inferior purposes, principally boiler fuel, to the exclusion of coal, and fur- 
ther, that substantial quantities of natural gas ultimately to be transported 
by and through the subject pipeline facilities will be “wastefully and uneconom- 
ically used for inferior purposes for which coal and its derivatives may be used 
with equal or greater efficiency.” 

On August 18, 1960, Arkansas Louisiana filed its Answer to the Joint Petition 
to Intervene. 

In its answer Arkansas Louisiana alleges that Petitioners have no interest 
in the subject abandonment proceedings, and denies that coal is in competition 
with natural gas in the area of the LM-2 pipeline lateral. Arkansas Louisiana 
alleges further that abandonment of line LM-2 is the only subject matter of 
this proceeding and that consideration herein, as suggested by Petitioners, of 
the intrastate use of the line should the Commission grant abandonment is not 
properly within this Commission’s jurisdiction; therefore, Petitioners have no 
right to participate in this proceeding. 

It appears that what is before us in this proceeding is the jurisdictional 
question of whether the present or future public convenience or necessity will 
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permit Arkansas Louisiana to abandon a pipeline presently rendering interstate 
natural gas service. It appears further that Petitioners desire us to consider 
in our determinations what utilization Arkansas Louisiana will make of the 
subject line should we grant abandonment. Presumably, this consideration 
would involve non-jurisdictional intrastate utilization of the line. 

If as stated at page 3 of Arkansas Louisiana’s application for abandonment, 
Arkansas Louisiana no longer requires two pipelines carrying natural gas west- 
erly from its Perla station to render interstate service to the Jones Mills area; 
and if the use of just one line is adequate to render the interstate service and 
to protect the service to the consuming public in the Jones Mills area, and if 
as a result of abandonment of line LM-2 Arkansas Louisiana will secure cer- 
tain operational advantages, then it appears to us that the criteria set forth in 
Section 7(b) of the Natural Gas Act are satisfied. 

Since no question has arisen with respect to any future use of line LM-2 in 
interstate service the issue of competing fuel interests is nonexistent as far as 
this Commission’s jurisdiction over such matters is concerned. The proposition 
proposed by Petitioners that we consider the ultimate non-jurisdictional intra- 
state utilization of line LM-2 should abandonment be granted is totally without 
the jurisdiction of this Commission. 

All other contentions made by Petitioners in their joint petition to intervene 
are found to be without merit. 


The Commission finds: 


It does not appear to be appropriate in the proper administration of the 
Natural Gas Act, and in the public interest, to allow Petitioners to intervene in 
this proceeding. 


The Commission orders: 


The joint petition to intervene filed by Fuels Research Council, Inc., National 
Coal Association and United Mine Workers of America be and the same is 
hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


F, WILLIAM CARR (OPERATOR), ET AL., DOCKET NO. G-14557 


ORDER PERMITTING SUBSTITUTION OF PARTY, ACCEPTING OFFER OF SETTLEMENT, AC- 
CEPTING FOR FILING PROPOSED INCREASED RATE, AND TERMINATING PROCEEDING 


(Issued August 19, 1960) 


On January 27, 1958, San Patricio Oil Corporation (Operator), et al. (San 
Patricio), tendered for filing Supplement No. 12 to its FPC Gas Rate Schedule 
No. 2 proposing an increased rate and charge of 13.8733¢ per Mcf for its sales 
of natural gas to Texas Eastern Transmission Corporation (Texas Eastern). 
By order issued February 25, 1958, the Commission suspended and deferred 
the use of said Supplement No. 12 until July 27, 1958, and until such further 
time as it is made effective in the manner prescribed by the Natural Gas Act. 
By order of the Commission issued October 16, 1959, the increased rate con- 
tained in said Supplement No. 12 was permitted to become effective as of April 
21, 1959, subject to the filing of a bond to assure refund of excess charges.’ 


1 Although the required bond was filed, the Commission’s acceptance of such bond has 
been delayed pending the filing of applicable assignments transferring the interests of San 
Patricio to F. William Carr, et al. 





FEDERAL POWER COMMISSION 299 


San Patricio’s FPC Gas Rate Schedule No. 2 has since been redesignated as F. 
William Carr (Operator), et al. (Carr), FPC Gas Rate Schedule No. 10, reflect- 
ing Carr’s succession to San Patricio’s interest in the gas producing proper- 
ties involved. 

On July 20, 1960, Carr tendered for filing a proposed increased rate designated 
Supplement No. 6 to his FPC Gas Rate Schedule No. 11? reflecting an increase in 
rate from 11.3254¢ to 13.8733¢ per Mcf for his sales of natural gas to Texas 
Eastern thereunder. Carr requests that the proposed increased rate become 
effective as of August 20, 1960. 

Also on July 20, 1960, Carr tendered an Offer of Settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure. 

In his Offer of Settlement, Carr states that, in consideration for allowing 
the increased rate of 13.8733¢ per Mcf in the above-mentioned rate schedules 
to become effective without obligation to refund and terminating the proceed- 
ing in Docket No. G—14557, he would agree to eliminate from the subject rate 
schedules the favored-nation and price redetermination provisions contained 
therein and substitute 0.5¢ per Mcf periodic increases in February 1963, Feb- 
ruary 1968, and February 1973, for the present annual periodic escalations 
contained in said rate schedules. 

In support of his Offer of Settlement, Carr states, inter alia, that the favored- 
nation and price-redetermination provisions were important elements of con- 
sideration required by Carr for the long-term commitments of his gas reserves 
to the performance of the contracts; that these two elements of consideration 
provided seller with a means of protecting himself against inflation and in- 
creased valuation of gas during the long term of the contracts; and that these 
provisions were included in the contracts after arm’s-length negotiations. 
Carr states that it is now willing to give up the advantage of such provisions in 
the subject contracts in the interest of settling these matters. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the offer. 

In the judgment of the Commission, settlement of these matters in accordance 
with the Offer of Settlement is desirable in the public interest and appropriate 
to carry out the provisions of the Act. Carr is proposing to eliminate the 
favored-nation and price-redetermination provisions in the contracts with Texas 
Eastern involved herein, to waive all of his future rights and benefits under 
said provisions, and to convert the annual escalations now provided in the 
contract to fixed 0.5¢ per Mcf escalations in February 1963, February 1968, and 
February 1973. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producer and 
Texas Eastern, as well as customer companies of the time and expense which 
might be necessary to the conduct of formal hearings in such rate cases as 
might otherwise arise under the two clauses. The resulting stability in gas 
costs would be welcome to all segments of the natural gas industry. Further- 
more, freeing the Commission from the need of considering such proposed in- 
creases would enable it to concentrate its efforts on more important rate cases 
and other matters having possibly more serious consequences for the public and 
the consumer. 

However, it should be made clear that acceptance of this Offer of Settle 
ment shall not be construed as approval of any future increased rates proposed 
by Carr under the fixed escalation provisions in these contracts or otherwise. 


2Formerly San Patricio Oil Corporation (Operator), et al., FPC Gas Rate Schedule 
No. 3. 


676-807—64——_22 








300 FEDERAL POWER CfMMISSION 





The Commission further finds: 


(A) Good cause has been shown for permitting the substitution of Carr for 
San Patricio as Respondent in the proceeding in Docket No. G—14557. 

(B) The proposed settlement of these matters on the basis described herein, 
as more fully set forth in the Offer of Settlement filed by Carr with the Com- 
mission on July 20, 1960, and in the Appendices* to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act 
and should be accepted by the Commission and made effective as hereinafter 
ordered. 


The Commission orders: 


(A) Carr is hereby substituted for San Patricio as Respondent in the pro- 
ceeding in Docket No. G—14557 and said proceeding is hereby redesignated as 
F. William Carr (Operator), e¢ al. 

(B) The Offer of Settlement filed with the Commission by Carr on July 20, 
1960, is hereby accepted in accordance with the provisions of this order. 

(C) Carr shall execute with Texas Eastern amendments to these parties’ 
Gas Purchase Contracts dated March 7, 1952, and June 1, 1953, as amended, on 
file with the Commission as Carr’s FPC Gas Rate Schedule Nos. 10 and 11, as 
supplemented, respectively, in accordance with the Appendices attached hereto. 

(D) Carr shall, within 30 days from the date of issuance of this order, file 
with the Commission as supplements to the aforesaid FPC Gas Rate Schedule 
Nos. 10 and 11 under Part 154 of the Commission’s Regulations under the Nat- 
ural Gas Act, the executed agreements with Texas Eastern required by 
paragraph (C) above. 

(E) Upon the date that Carr makes a satisfactory filing in accordance with 
paragraph (D) above, the rates and charges set forth in Supplement Nos. 12 
and 6 to Carr’s FPC Gas Rate Schedule Nos. 10 and 11, respectively, are hereby 
allowed to become effective without obligation to refund as of April 21, 1959, 
and August 20, 1960, respectively, and the proceeding in Docket No. G-—14557 is 
hereby terminated. 

(F) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings, which are presently being 
heard, or in any other proceeding now pending or hereinafter instituted by or 
against Carr. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G-13541 


ORDER APPROVING PROPOSED SETTLEMENT, PRESCRIBING REFUNDS, AND TERMINATING 
PROCEEDING 


(Issued August 19, 1960) * 





On December 31, 1959, 22 FPC 1180, the Commission issued “Order Approving 
Proposed Settlement and Prescribing Refunds” in the above-designated proceed- 
ing. Ordering Paragraph (E) of the aforementioned order, provided for a 
further refund for the calendar year 1959 in the event Colorado Interstate Gas 
Company (Colorado Interstate) earned, under the settlement rates, a return in 
excess of six percent on its jurisdictional business. Upon completion of 1959 





® Omitted in ciate. 
* Rehearing denied by orders issued September 27, 1960 and October 4, 1960, infra 
p. 523 and 840, respectively. 
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operations, Colorado Interstate’s books were audited and closed for 1959 and 
Colorado Interstate submitted to the Commission for review and approval, its 
determination that such excess revenues for the year 1959 amounted to 
$2,318,125. This order relates to this aspect of the order issued December 31, 
1959. 

The staff, following review of the data submitted by Colorado Interstate and 
a field check of the company’s records, determined that such excess revenues 
for the year 1959 amounted to $2,699,121. Thereafter, on July 7, 1960 a meeting 
was held in the Commission’s offices, at which time Colorado Interstate and all 
parties present agreed to accept the staff’s determination of the amount of 
excess revenues and the amount thereof to be refunded to each of the affected 
customers. The Supplemental Stipulation of Settlement executed by Colorado 
Interstate and all its affected customers was filed on July 11, 1960. It is con- 
sistent with the applicable provisions of the aforementioned order issued Decem- 


ber 31, 1959 and implements the above-described proposal of the Commission 
staff. 


The Commission finds: 


The settlement of this proceeding on the basis of the Stipulation of Settle- 
ment filed on July 11, 1960 as moved by Colorado Interstate and as consented 
to by Colorado Interstate’s jurisdictional customers participating in the settle 
ment negotiations and other interested parties and supported by Commission 
staff, subject to the terms and conditions hereinafter ordered conforms to the 
terms and provisions of Ordering Paragraph (E) of Commission order issued De- 
cember 31, 1959 and the Appendix thereto, particularly Section II (2) (b) thereof; 
furthermore, it is reasonable, proper and in the public interest in carrying out 
the provisions of the Natural Gas Act that such Stipulation of Settlement should 
be approved and made effective as hereinafter provided and ordered. 


The Commission orders: 


(A) Colorado Interstate shall refund to its jurisdictional customers the 
total sum of $2,699,121 in the amounts and manner prescribed in the Appendix 
hereto, within thirty (30) days of the issuance of this order. 

(B) Within fifteen (15) days after the making of the refunds prescribed by 
paragraph (A) above, Colorado Interstate shall report to the Commission, in 
writing and under oath, the amount of refund made to each of the customers 
receiving a refund. Concurrently therewith Colorado Interstate shall file, with 
respect to the refunds provided by paragraph (A) hereof, with the Commission, 
releases from its jurisdictional customers showing receipt of the sums in con- 
formity with the plan of settlement approved hereby. 

(C) Upon full compliance by Colorado Interstate with all the terms and 
conditions of this order, this proceeding shall be terminated. 

(D) This order is without prejudice to any finding or orders which have 
been or may hereafter be made by the Commission and is without prejudice 
to any claims or contentions which may be made by the Commission, Colorado 
Interstate, the Commission staff, or any other party affected by this order, 
in any proceeding now pending or hereafter instituted by or against Colorado 
Interstate or any other companies, persons or parties affected by this order. 


SUPPLEMENTAL STIPULATION OF SETTLEMENT PURSUANT TO SECTION 1.18 OF THE 
COMMISSION’S RULES OF PRACTICE AND PROCEDURE* 

On December 31, 1959, the Commission entered its Order in the above docket 

approving a proposed settlement and prescribing refunds as therein set forth 








302 FEDERAL POWER COMMISSION 


and as set forth in a “Stipulation of Settlement Pursuant to Section 1.18 of 
the Commission’s Rules of Practice and Procedure” appended to said Order. 
Both said Order and said Stipulation are incorporated herein by reference. By 
Section II (2)(B) of said Stipulation, provision was made for a further refund 
for the calendar year 1959 in the event Colorado Interstate Gas Company 
(“Colorado Interstate’) earned a return in excess of 6% on its jurisdictional 
sales in said year. 

Pursuant to the mandate of the Commission’s Order and to the Stipulation 
referred to, Colorado Interstate has had its books audited and closed for the 
year 1959 and has submitted its determination as to excess revenues to the 
Commission’s Staff for review. The Commission Staff has reviewed Colorado 
Interstate’s determination of excess revenues and has determined that the 
further refund for the calendar year 1959, as provided by Section II(2)(B) of 
said Stipulation, amounts to $2, 699,121. 

Pursuant to notice issued, a conference was held beginning July 7, 1960, in a 
hearing room of the Commission in Washington, D.C., which was attended by 
representatives of the Commission Staff and by representatives of Colorado 
Interstate and certain of its resale customers and other interested parties, in- 
cluding state regulatory commissions, and after due consideration and discus- 
sion of the Commission’s Staff determination, it is hereby agreed that, pursuant 
to Section II (2) (B) of the Stipulation hereinabove referred to, Colorado Inter- 
state shall refund to its resale customers the amount of $2,699,121 to be divided 
among said customers in the following manner: 











































Re Aimee: TSAR SI ig tse ein nessa nine cnitceniinich nena tides $55, 947 
Ci OO I sis ners cnsincctingitniggeniaecndip nisin 266, 831 
Bastorn Colorado UGH Compa nnn nceentiiisccieinscscnmeets 912 
CE SR I esi ccs ctctcrsen ageism niga taen aang 21, 802 
Pana TERRIERS GRE IOS ot ctcrencagmagussnnmenininauaia 15, 216 
Public Service Company of Colorado.............................. 1, 264, 719 
eo a a FT COG nas on eth cee brink ewes 169, 360 
Tih I IE iis et i tnd tins 7, 424 
Cr OE ES iia cc nsecee castes EB eae nldicsinstnk itnectlntake 19, 427 
OOMCREO-W Femi GOS COMBO D sa ask lati ic tcenccdcheenides 541, 991 
tas Dekerao UC ies oon ek ec ndeiccndbsiwedacdos 880 
Natural Gas Pipeline Company of America___-.-----.-----------. 334, 612 


Said refunds shall be made by Colorado Interstate within 30 days from the 
issuance of the Commission Order approving the settlement as proposed herein. 
Upon the completion of said refund, Colorado Interstate shall be deemed to 
have discharged all of its obligations in respect of any liabilities arising under 
Section II(2)(B) of said Stipulation and the Order respecting the same. 
Dated at Washington, D.C., as of July 7, 1960. [Subscriptions Omitted.] 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 










ROY A. GETCHELL, PROJECT NO. 1132 
ORDER ACCEPTING SURRENDER OF LICENSE (MINOR) 


(Issued August 19, 1960) 





Application was filed July 26, 1960, through the United States Forest Service 
by Roy A. Getchell, licensee for minor Project No. 1132, for surrender of the 
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license for the project situated on Wolf Creek, tributary to Keechelus Lake, in 
Kittitas County, Washington, and affecting lands of the United States within 
the Wenatchee National Forest. 

By letter dated April 19, 1960, the Forest Service advised the Commission the 
project has been inoperative for some time and the project area has been re- 
stored to a condition satisfactory to the Service. 

The license instrument for the project, which was issued without charge, is 
no longer in the possession of the licensee, and consequently was not returned. 


The Commission finds: 


Acceptance of surrender of the license for the project is appropriate as herein- 
after provided. 


The Commission orders: 


Surrender of the license for minor Project No. 1132 is accepted, effective as 
of July 26, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G-18313, 
G-18314, G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NO. G—18316 


ORDER GRANTING MOTION TO AMEND ORDER ACCOMPANYING OPINION NO. 331 
(Issued August 19, 1960) 


On July 8, 1960, Northern States Power Company of Minnesota (Northern 
States) filed a motion requesting that the certificate issued October 31, 1959, 
to Midwestern Gas Transmission Company (Midwestern) in the above-entitled 
proceeding by the order accompanying Opinion No. 331, 22 FPC 775, be amended 
so as to authorize Midwestern to deliver the same quantity of gas to Northern 
States for serving the Village of Dilworth, Minnesota, that Midwestern had 
initially been authorized to deliver to United Petroleum Gas Company (United) 
for distribution in Dilworth. Opinion No. 331 authorized Midwestern to import 
natural gas from Canada and to construct and operate a natural-gas trans- 
mission pipeline system extending from a point on the United States-Canadian 
border near Emerson, Manitoba, to Marshfield, Wisconsin. Paragraph (B) of 
the order accompanying Opinion No, 331 granted Midwestern certificate authority 
to sell, among other volumes, 1,847 Mcf of gas to United for service in Detroit 
Lakes, Dilworth and Warren, Minnesota. Of the 1,847 Mcf which Midwestern 
was certificated to sell to United, a third-year contracted-demand volume of 330 
Mcf was needed by United for serving Dilworth." 

The Village of Dilworth had granted Consumers Gas Co., a subsidiary of 
United, a franchise? on November 8, 1954. Exhibit A to Northern States’ mo- 
tion contains: (1) a copy of the assignment dated July 1, 1960, by Consumers 
Gas Co. to Northern States of the franchise granted to Consumers by the Village 
of Dilworth, (2) a copy of Northern States’ acceptance of the assignment, also 
dated July 1, 1960, and (3) a copy of the resolution passed by the Village of 
Dilworth on July 5, 1960, approving the assignment by Consumers Gas Co. to 
Northern States of the franchise previously granted to Consumers Gas Co. 


1See page 3 of Schedule 8 of Exhibit 130 which was introduced in evidence by United 
in the proceeding in Docket Nos. G—18313, et al. 

2A copy of this franchise appears in Section 3 of Exhibit 130 in the proceeding in 
Docket Nos. G—18313, et al. 
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Exhibit B to Northern States’ motion is a copy of a precedent agreement 
dated June 29, 1960, between Midwestern and Northern States whereby Mid- 
western agrees to sell the same quantity of gas to Northern States for resale 
in Dilworth that Midwestern was originally certificated to sell to United for 
resale in Dilworth subject to Northern States’ having obtained an order from 
the Commission authorizing Midwestern to make the requested substitution in 
purchaser. Midwestern also indicated its approval of the proposed transfer by 
filing on July 13, 1960, a statement in support of Northern States’ motion to 
amend the order accompanying Opinion No. 331. 

Northern States avers that it has made an independent study in connection 
with its proposal to distribute gas in Dilworth and on the basis of that study 
is able to adopt the market, engineering and cost data presented by United 
with respect to Dilworth in the proceeding in Docket Nos. G—18313, et al. 
Exhibit 130, introduced by United in the aforementioned proceeding, shows that 
the estimated contracted-demand volumes needed for supplying the Village of 
Dilworth are 140 Mcef for the first year, 261 Mcf for the second year and 330 
Mef for the third year. Northern States’ precedent agreement with Midwestern 
is Exhibit B to its motion and attached to Exhibit B is a proposed service 
agreement in which Northern States indicates that it will purchase the afore- 
said quantities of gas from Midwestern when the necessary Commission au- 
thorization has been received and Midwestern’s facilities have been completed. 
Northern States contemplates that it will purchase the gas to supply Dilworth 
under Midwestern’s Rate Schedule CRL-2,’ which provides for a demand charge 
of $5.00 and a commodity charge of 25.3 cents per Mcf. 

Northern States also observes that Midwestern was authorized in the order 
accompanying Opinion No. 331 to deliver gas to Northern States for resale in 
several communities, including Moorhead, Minnesota, which is only four miles 
from Dilworth, and that the proximity of these communities to each other will 
facilitate Northern States’ operation of efficient distribution systems in each 
community through effective utilization of personnel and facilities. 

Northern States indicates in its motion that it is able and willing to con- 
struct and operate the distribution system necessary to serve the Village of 
Dilworth and that the facilities will be financed from cash on hand. Exhibit C 
to Northern States’ motion is a balance sheet prepared as of December 31, 1959. 


The Commission finds: 


(1) In the absence of any objection, answer or protest to Northern States’ 
motion, other than Midwestern’s statement in support of the motion, it is nec- 
essary and appropriate in carrying out the provisions of the Natural Gas Act 
that Northern States’ motion, filed July 8, 1960, be granted and that the Com- 
mission’s order accompanying Opinion No. 331 issued October 31, 1959, be 
amended, as hereinafter provided, to authorize Midwestern to deliver gas to 
Northern States for resale in Dilworth. 

(2) Since United no longer proposes to serve the Village of Dilworth, the 
total third-year volume of gas amounting to 1,847 Mcf which Midwestern was 
authorized to sell to United for distribution in Detroit Lakes, Dilworth and 
Warren should be reduced by 330 Mcf, i.e., the quantity of gas necessary for 
serving the Village of Dilworth. 


The Commission orders: 
(A) Paragraph (B) of the Commission’s order accompanying Opinion No. 
331, issued October 31, 1959, 22 FPC 775, 801, is hereby amended so as to au- 


%“CRL-2” is Midwestern’s new designation for the Rate Schedule which was formerly 
identified in the proceeding in Docket Nos. G—18313, et al., as Rate Schedule CD-1. Under 
this Rate Schedule, Midwestern proposes to furnish city-gate service to the purchaser. 
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thorize Midwestern to deliver an additional 330 Mcf of gas to Northern States 
Power Company for resale in the Village of Dilworth, thereby increasing to 
29,530 Mcf the third-year volume of gas Midwestern is authorized to deliver 
to Northern States. 

(B) Consistent with the provision in paragraph (A) of this order, the fol- 
lowing changes in Opinion No. 331 and the order accompanying that Opinion 
are necessary : 

(i) The third-year quantity of gas Midwestern is authorized to sell to United 
Petroleum Gas Company in paragraph (B) is hereby reduced by 330 Mcf to 
1,517 Mcf. 

(ii) The tabulation of third-year sales volumes appearing in the body of 
Opinion No. 331, 22 FPC 775 at page 783, is hereby changed to reflect a third- 
year volume of gas for Northern States of 29,530 Mcf and for United of 1,517 
Mef, and the listing of the Village of “Dilworth” among the communities ap- 
pearing in parentheses after “United Petroleum Gas Co.” is hereby deleted and 
inserted among the communities which are listed in parentheses following 
“Northern States Power Co.”. 

(C) All other provisions of Opinion No. 331 and the order accompanying that 
Opinion, issued October 31, 1959, shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck and 
Paul A. Sweeney. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G~-12399 ; 
CHAMPLIN OIL & REFINING COMPANY, DOCKET NO. G—14830; AMER- 
ADA PETROLEUM CORPORATION, DOCKET NO. G-—16029; CITIES 
SERVICE GAS COMPANY, DOCKET NO. G-16217; PHILLIPS PETRO- 
LEUM COMPANY, DOCKET NOS. G-—16280, G—16439; CARTER-JONES 
DRILLING COMPANY, INC., DOCKET NO. G-16288; MAGNOLIA PETRO- 
LEUM COMPANY (NOW SOCONY MOBIL OIL COMPANY, INC.), DOCKET 
NOS. G-—16295, G-16296, G-16393 AND G-—16266; JOHNTOM OIL COMPANY, 
INC., DOCKET NO. G—16375; McCOMMONS OIL COMPANY, DOCKET NO. 
G-16376; ANSON L. CLARK, DOCKET NO. G—16382; CORNELL OIL COM- 
PANY, DOCKET NO. G—16383; BOND OIL CORPORATION, ET AL., 
DOCKET NO. G-16392; HUDSON OIL & METALS COMPANY, DOCKET 
NO. G—16436; THE PURE OIL COMPANY, DOCKET NO. G-17493; GULF 

OIL CORPORATION, DOCKET NO. G-—16761; RIDDELL PETROLEUM 

CORPORATION, DOCKET NO. G-17828; FAIN-PORTER DRILLING COR- 

PORATION, DOCKET NO. G-17831. 


ORDER AMENDING ORDER OF AUGUST 12, 1960, ISSUING CERTIFICATES OF PUBLIC CON- 
VENIENCE AND NECESSITY AND MODIFYING EXAMINER'S DECISION 


(Issued August 19, 1960) 


We have reconsidered, sua sponte, the matter of refunds under the conditions 
imposed in the temporary authorizations issued to several of the independent 
producer applicants and, upon fuller consideration, conclude that we there 
inadvertently erred in the effect to be accorded the decision of the Tenth Circuit 
in Sunray Mid-Continent Oil Co. v. F.P.C., 270 F. 2d 404 (CA10), where the 
Court held a price condition like that here involved to be ineffective because 
of indefiniteness. We think the decisions of the Supreme Court in Atlantic 
Refining Co. v. P.S.C. of New York, 360 U.S. 378, and of the Third Circuit in 
Signal Oil and Gas Co. v. F.P.C., 238 F. 2d 771 (CA), certiorari denied, 353 U.S. 
923, require a different conclusion from that reached by the Tenth Circuit. 
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Hence we conclude that refunds should be made in accordance with the pro- of 
visions of the temporary authorizations. wi 
Our views are more fully set forth in the paragraphs we are substituting in at 
our previous order. aD 

The last sentence of the last full paragraph of the text on page 229, of our order 
issued August 12, 1960, 24 FPC 222, is stricken,’ and the following three para- an 
graphs are added in its place: 

Amerada relies on Sunray Mid-Continent Oil Co. v. F.P.C., 270 F. 2d 404 ti 
(CA10). We do not acquiesce in the correctness of that decision and have (( 
accepted it only as governing the law of that case. In any event, that decision th 
is distinguishable. We think the Tenth Circuit’s rationale is inconsistent in al 
principle with our action in Cities Service Gas Co., 14 FPC 134, affirmed sub Sa 
nom. Signal Oil and Gas Co. v. F.P.C., 238 F. 2d 771 (CAS), certiorari denied, ft 
353 U.S. 923. The very circumstances under which the issuance of a temporary re 
authorization is warranted and called for, particularly that of the need for di 
immediate action to meet emergency situations, may prevent the submission 
and consideration of the data necessary fairly and properly to prescribe a 
condition with respect to the proposed price, by fixing a precise figure as the 
minimum the seller will be entitled to retain when refund is ordered of 
amounts collected in excess of the rate ultimately fixed. Yet the same considera- D 
tions, alluded to by the Supreme Court in The Atlantic Refining Co. v. P.S.C. of 
New York, 360 U.S. 378, as requiring the imposition of price conditions in the P 
issuance of permanent certificates of public convenience and necessity for the 
protection of the consuming public until the lawfulness of the initial price pro- 
posed for a new supply of gas can be investigated and determined, are necessarily 
applicable in the issuance of temporary authorizations. 

Where the Act entitles an applicant to temporary authorization, but where I 
it also requires a price condition, and where the Act recognizes the need for and t 
provides for immediate action which will not permit of the delay necessary for Cc 
the ascertainment of precise figures for the condition, it is clear to us that a t 
condition expressed in the terms of the controlling statutory standard, to be t 
made precise by later Commission adjudication in accordance with that stand- i 
ard is the minimum required by the Act for the protection of consumer interests ] 
and the maximum the seller is entitled to. The seller of course is legally free to ¢ 
decline to accept the temporary authorization on such a condition. See 
El Paso Natural Gas Co., 23 FPC 369, 378, 380, rehearing denied, 23 FPC 610, ‘ 


612-613 (April 19, 1960). 

The position of the applicants here differs from that in Sunray since they 
have chosen to accept the temporary authorizations and commence service 
thereunder (albeit under protest in some instances). Moreover, the applicants 
here were not left to guess what magnitude of refunds might be involved. 
Our first order issuing temporary authority, 20 FPC 776, clearly pointed to 
allegations that 11¢ per Mcf was the going price in the area as necessitating 
the price conditions. There is no basis for claims of unfair surprise where our 
permanent certificate order provides for a reduction to only 15¢ per Mcf. 

We also make the further finding: 

(13) It is necessary and appropriate that the applicants named in ordering 
paragraph (G) below should refund to Natural, within 90 days from the date 





1The stricken sentence is that reading as follows: “In view of Sunray Mid-Continent 
Oil Co. v. F.P.C., 270 F. 2d 404 (CA10) we are of the opinion that such a condition should 
be considered ineffective because of indefiniteness even though the temporary certificates 
were accepted and service begun, and we shall not require refunds of the difference be- 
tween the proposed price of 16 cents and the price of 15 cents.” 
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of issuance of the amending order, the amounts collected in excess of the amounts 
which would have been collected under the rate here certificated, with interest 
at six percent per annum computed from the date of the collection of said 
amounts to the date of the refund. 

Finally, ordering paragraph (I) of our August 12, 1960, order is stricken 
and the following substituted therefor : 

(I) In accordance with the conditions attached to the temporary authoriza- 
tions granted by the Commission, all the producers referred to in paragraph 
(G) above shall refund to Natural, within 90 days of the date of issuance of 
the amending order, any amounts collected from Natural in excess of the 
amounts which would have been collected under the rate at which the producers’ 
sales are certificated in this order, with six percent per annum interest computed 
from the date of the collection of said amounts to the date of refund, and shall 
report to the Commission in writing the details of the said refunds within 15 
days after making them. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G—19040; PERMIAN 
BASIN PIPE LINE COMPANY, DOCKET NO. G-—19041 


ORDER ADOPTING INTERIM ORDER PROCEDURE AND OMITTING INTERMEDIATE DECISION 


(Issued August 19, 1960) * 


The presiding examiner on June 28, 1960, reported to the Commission two 
motions entered orally upon the record by staff counsel during the hearing in 
these proceedings on June 24, 1960. The first motion requested that an interim 
order be issued herein determining the issues of (1) rate of return and associated 
taxes and (2) allocation of cost between jurisdictional and non-jurisdictional 
business, reserving for a subsequent phase of these proceedings all other issues 
involved herein. The second motion requested that the intermediate decision 
procedure be waived in accordance with Section 1.30 of the Commission’s Rules 
of Practice and Procedure and that the record on rate of return and associated 
taxes and allocation of cost be certified to the Commission for its immediate 
decision on these issues. 

In its motion for an interim order, the staff requested (1) that the record 
developed on rate of return and allocation of cost be considered, and an order 
issued thereon determining the fair rate of return for Northern and Permian, 
and the proper allocation of costs in these dockets, and (2) if such determina- 
tion resulted in a lower cost of service for jurisdictional business than the 
revenue being collected by Northern and Permian for such business under their 
presently effective rates, it was proposed that Northern and Permian be re- 
quired to establish rates reflecting such lower cost of service and that immedi- 
ate refunds be ordered of amounts collected in excess of such lower rates. 

For the purpose of the interim order only, staff counsel proposed that the 
basic data presented by Northern and Permian in these proceedings with respect 
to the rate base and other items of cost of service, excepting rate of return and 
related taxes, be accepted without prejudice to any party taking issue at a 
later date with such rate base or cost of service items in a subsequent phase of 
these proceedings. 


* Motion for reconsideration denied by order issued October 12, 1960, infra, p. 865. 
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On June 24, 1960, the presiding examiner orally provided upon the record for 
the filing of a brief by Northern in answer to the motions, and reply briefs by 
the staff and the various interveners. 

Northern, on July 18, 1960, filed its brief in opposition, wherein it objected to 
the motion for the omission of the intermediate decision procedure and opposed 
the staff’s motion for an interim order procedure on the issue of rate of return, 
but supported the staff’s motion for an interim order procedure on the issue of 
allocation of cost, assuming certain conditions specified by Northern be met. 
On July 29, 1960, reply briefs were filed by the Commission staff and various 
interveners in support of the motions for an interim order and omission of 
intermediate decision. 

The parties were given an opportunity to prosecute and conclude as expedi- 
tiously as possible these specific issues which could be developed, presented and 
ruled upon without a field investigation by the Commission staff. All parties 
were given the opportunity to present evidence and cross-examine witnesses on 
the issues of rate of return and allocation of cost, and the Commission staff and 
Northern offered evidence on these matters. A complete record on the issues 
of rate of return and allocation of cost has been developed for immediate con- 
sideration by the Commission. 

As we stated in our order of July 8, 1960, in Southern Natural Gas Company, 
Docket No. G—20509, 24 FPC 26, the issue of rate of return may appropriately 
be decided under an interim order procedure without a decision with respect to 
issues of rate design. Neither for the purpose of rate of return nor allocation 
can we accept the commodity level of rates proposed by Northern. The issue 
of rate design and rate level are appropriate questions for a subsequent phase 
of these proceedings. The opportunity is present for a prompt decision by this 
Commission on these two major issues which would remove some of the un- 
certainty as to the approximately $25,000,000 now being collected by these com- 
panies subject to refund.* The issues of rate of return and cost allocation do 
not require factual determinations of the nature required of other issues de- 
veloped after field investigation. It is important that some of the uncertainty 
concerning the rates of these companies be dispelled as quickly as possible by 
resolution of the issues here presented. To this end, it is appropriate that the 
intermediate decision procedure be omitted, and provisions made for the filing 
of briefs on the issues previously discussed. 


The Commission finds: 


(1) It is appropriate in carrying out the provisions of the Natural Gas Act 
that the proper rate of return and allocation of cost for Northern and Permian 
be determined under an interim order procedure. 

(2) Due and timely execution of our functions imperatively and unavoidably 
requires that the intermediate decision procedure be omitted in order that we 
may promptly resolve the issues of rate of return and cost allocation in these 
proceedings. 

(3) The parties should be allowed to file briefs as hereinafter provided. 


The Commission orders: 


(A) The intermediate decision procedure hereby is omitted for purposes of 
determination of the proper rate of return and the allocation of cost as between 
jurisdictional and non-jurisdictional sales of gas for Northern and Permian. 


2 Northern and Permian now have under suspension, subject to refund, proposed in- 
creased rates in Docket Nos. G—12153, G—15335 and G—15336 which along with the pro- 
posed increased rates presently under consideration herein, total approximately $25,000,000 
annually. 
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(B) The presiding examiner is directed to certify to us the evidence of record 
on the issues of rate of return, associated taxes and allocation of cost as between 
jurisdictional and non-jurisdictional sales of gas for determination of those 
issues under an interim order procedure. 

(C) Main briefs on the issues specified in Paragraph (B) above shall be filed 
by all parties who desire to do so on or before September 20, 1960, and reply 
briefs on or before September 30, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-86: 
CITIES SERVICE GAS COMPANY, DOCKET NO. CP60-87 


FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES BY 
PANHANDLE EASTERN PIPE LINE COMPANY AND BY CITIES SERVICE GAS COMPANY; 
APPROVING MODIFICATION OF THE EXISTING EXCHANGE AGREEMENT BETWEEN 
PANHANDLE AND CITIES SERVICE AND ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY TO CITIES SERVICE GAS COMPANY 


(Issued August 19, 1960) 


Panhandle Eastern Pipe Line Company (Panhandle), a Delaware corporation, 
having its principal office in Kansas City, Missouri, filed on April 26, 1960, an 
application (Docket No. CP60-86) and on May 18, 1960, a supplement thereto, 
under Section 7(b) of the Natural Gas Act, for an order permitting and approv- 
ing the sale and abandonment by Panhandle of certain of its facilities, herein- 


after described, which it proposes to sell and transfer to The Gas Service Com- 
pany (Gas Service) pursuant to an agreement between Panhandle and Gas 
Service, and for an order permitting and approving the modification of an 
existing exchange arrangement between Panhandle and Cities Service Gas 
Company (Cities Service). 

Gas Service Company is a public utility, having its principal office in Kansas 
City, Missouri, and is engaged in the local distribution of natural gas in the 
states of Missouri, Kansas, Nebraska and Oklahoma. 

Panhandle shows that under date of February 18, 1947, Panhandle and Cities 
Service executed a letter agreement, effective February 23, 1947, providing for 
deliveries of natural gas from each party to the other at points of interconnec- 
tion on their systems, the deliveries made by each to be an even exchange of 
gas. Panhandle also shows that under date of November 21, 1949 it executed 
an additional letter agreement with Cities Service, effective November 30, 1949, 
modifying and amending said letter agreement of February 18, 1947. Pan- 
handle states that it gave notice to Cities Service under date of October 22, 
1953, that said exchange agreement would be terminated on February 23, 1954. 
Panhandle states that since the date of said notice of termination, the exchange 
of gas theretofore performed under said agreement has been continued under 
the provisions in that respect of Section 7(b) of the Natural Gas Act, and has 
been modified and continued under the order of the Federal Power Commission 
(Commission) of October 12, 1959, in Docket No. G—2374, et al., 22 FPC 679. 

At present, volumes of natural gas delivered by Panhandle to Cities Service 
are delivered at a point in Johnson County, Missouri, known as the Knob- 
noster connection, where Cities Service’s Sedalia-Carrollton lateral crosses Pan- 
handle’s main pipeline system. Present deliveries by Cities Service to Pan- 
handle are made at two points. One is in Johnson County, Missouri at a con- 
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nection on Cities Service’s Sedalia lateral, known as the Windsor connection; 
the other is in Jackson County, Missouri, at a connection on Panhandle’s Louis- 
burg lateral, known as the Bannister connection near Kansas City, Missouri. 

Under the Commission’s order in Docket No. G—2374, et al., issued on October 
12, 1959, the daily volumes delivered at said connections are limited as follows: 
Bannister connection : 8, 229 Mcf by Cities Service to Panhandle 
Windsor connection : 2, 000 Mcf by Cities Service to Panhandle 
Knobnoster connection : 10, 229 Mcf by Panhandle to Cities Service 

Panhandle shows that by the provisions of an agreement between it and Gas 
Service dated October 8, 1959, Panhandle will sell to Gas Service for $436, 000 
all of Panhandle’s lines and facilities in the Kansas City area other than its 
transmission line and facilities extending from its main line at Louisburg to a 
point, generally referred to as Dodson Station, near the south city limits of 
Kansas City, Missouri. 

The facilities which Panhandle has agreed to sell to Gas Service and which 
it seeks authority to abandon, are described as follows: 
Gas Lines: 


Number of Miles 


Six (6) Regulating Stations 

Twenty-five (25) Measuring and Regulating Stations 

Sixty-six (66) Farm Tap Meters 

Two (2) Scrubbers 

All rights of way, easements and other property interests incident to the 
facilities listed above. 

These lines, facilities and appurtenances include: 

(1) All of Panhandle’s low pressure lines and appurtenances in the area 
except (a) Line M2X-155 through which Panhandle provides service to West- 
inghouse Electric Company, and (b) a “stub” section of line, approximately 
1,100 feet long, from its State Line 10’’ line to the new Wilkins regulating and 
measuring station to be located on the existing 8’’ line to Belton. 

(2) All of Panhandle’s high pressure lateral line and appurtenances down- 
stream of the new Dodson regulating and measuring station. 

(8) All connections, meters and meter settings which Panhandle uses to 
provide service to right of way or farm tap customers on the lines identified in 
Paragraphs 1 and 2 above. 

(4) All easements, leases, property rights and rights of way incident to the 
lines and facilities described in the above three paragraphs. 

The above described facilities according to the terms of said letter agree- 
ment of October 8, 1959, include all of Panhandle’s lines and appurtenances in 
Kansas City area other than (a) the State Line 10’’ line from Panhandle’s 
Louisburg Compressor Station to the new Dodson measuring and regulating 
station, (b) the stub line to the new Wilkins regulating and measuring station, 
and (c) the rights and facilities appurtenant to the lines thus retained by 
Panhandle. 
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Upon the consummation of the proposed sale, said facilities will be integrated 
into Gas Service’s existing distribution system, which extends throughout the 
Kansas City area, and the service presently being rendered will continue to be 
provided to the public through said facilities under the terms of said contract. 
Gas Service will take over the service to United Brick and Tile Company and 
to the farm tap customers on the lines to be transferred to Gas Service. 

Panhandle shows that the proposed sale will enable Gas Service to integrate 
said facilities into its distribution system and will relieve Panhandle of local 
distribution functions, which Panhandle says are foreign to its transmission 
operation. Panhandle now makes deliveries of gas to, or for the account of, 
Gas Service at more than 750 points of delivery in the Kansas City area. After 
the proposed sale, Panhandle will make deliveries of gas to Gas Service 
in said area at two major points of delivery, one near the Dodson Station, at the 
terminus of the facilities which Panhandle will retain, the other at the terminus 
of the stub which it will retain on the 8-inch line near Belton referred to as the 
Wilkins Station. In addition Panhandle will deliver minor volumes of gas at 
three other points and will continue to serve 102 farm tap customers, located 
along its retained facilities, for Gas Service, all of which is set forth more 
particularly in said letter agreement of October 8, 1959. 

Panhandle shows further that the aggregate winter volume it proposes to 
supply to Gas Service in the Kansas City area is 16,000 Mcf per day in lieu of its 
present obligation of 23,629 Mcf per day to Gas Service and that this volume, 
together with the volumes Gas Service will receive under its contract with Cities 
Service will enable Gas Service to meet its requirements in the Kansas City 
area. The facilities to be purchased and operated by Gas Service include the 
Bannister connection and all lines receiving gas through that connection. This 
will enable Gas Service to accept delivery directly from Cities Service of any gas 
desired at that point and eliminate the need for the exchange arrangement 
between Panhandle and Cities Service. 

Under date of March 23, 1960, Cities Service and Panhandle entered into an 
agreement providing for a modification of the existing exchange arrangement, 
eliminating deliveries to Panhandle at Bannister and initiating deliveries by 
Cities Service to Panhandle at a point in Franklin County, Kansas, near Ottawa, 
where Cities Service’s Welda-Ottawa line intersects Panhandle’s Line No. 100. 
Offsetting deliveries from Panhandle to Cities Service will be made at Knob- 
noster, in the same manner as under the existing exchange arrangement. 
According to said agreement the Ottawa-Knobnoster exchange will be limited in 
volume in accordance with the following schedule: 


Period Volume 
Dec. 1, 1960-Feb. 28, 1961 8,000 Mcf per day 
Dec. 1, 1961-Feb. 28, 1962 6,000 Mcf per day 
Dec. 1, 1962-Feb. 28, 1963 4,000 Mcf per day 
Dec. 1, 1963—Feb. 29, 1964 2,000 Mcf per day 


The Ottawa-Knobnoster exchange will terminate completely at midnight on 
February 29, 1964. 

Under the proposal, deliveries under the existing arrangement by Cities Serv- 
ice to Panhandle at Windsor with offsetting deliveries to Cities Services at 
Knobnoster will continue until February 29, 1964, when such deliveries will also 
terminate. Service in accordance with the application is proposed to be com- 
menced on December 1, 1960. During this period, Cities Services agrees to file 
applications with the Commission for authority to expand its Ottawa-Sedalia 
system to compensate for the reduction in deliveries by Panhandle at Knobnoster 
and to meet increasing loads on that system. Panhandle agrees to file for au- 
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thority to build a short lateral from its existing system to Windsor to compen- 
sate for the reduction in deliveries by Cities Service at that point. Bxisting 
interconnections at the three exchange points will be maintained for emergency 
purposes only. 

Cities Service Gas Company, a Delaware corporation, having its principal 
place of business in Oklahoma City, Oklahoma, also filed an application (Docket 
No. CP60-87) on April 26, 1960, under Section 7(b) and 7(c) of the Natural 
Gas Act for authority permitting and approving the abandonment by sale to 
Gas Service of certain facilities, and for authority to construct and to reclaim 
certain other facilities, as hereinafter described. 

The facilities which Cities Service proposes to abandon by sale to Gas Service 
for a cash consideration of $601,671, representing the depreciated original cost 
of said facilities, are described as follows: 


Miscellaneous gas pipelines in Jackson County, Missouri. 


* * * The approximate footage and size of pipe to be transferred is, as 
follows: 


Size Footage 

4’’ 16,219’ 
12” 40,487’ 
16”’ 27,955’ 
26’’ 23,173’ 


In addition, the sale proposed by Cities Service to Gas Service will include 
approximately 14 meter and regulator stations appurtenant to said pipelines, 
together with rights of way, easements and title to existing meter and 
regulator sites. 


The proposed sale is pursuant to the terms of an agreement dated April 4, 
1960, between Cities Service and Gas Service, which describes said facilities 
more particularly as follows: 

(1) A 16’’ used gas pipeline, commencing at a point near the center of the 
south line of Section 32, Township 48, Range 33 West, thence extending gener- 
ally in an easterly direction to a connection with a 26’’ used pipeline at a point 
in the Northwest Quarter of Section 3, Township 47, Range 33 West, consisting 
of approximately 9,320’ of 16’’ pipe; 

(2) A used 26’’ gas pipeline, commencing at the terminus of the 16’’ used 
gas pipeline described in (1) above, thence extending generally in an easterly 
direction to a connection with a 16’’ used gas pipeline at a point near the 
Southeast corner of Section 34, Township 48, Range 33 West, consisting of 
approximately 5,407’ of used 26’’ pipe; 

(3) A used 16’’ gas pipeline, commencing at the terminus of the 26’’ used gas 
pipeline described in (2) above, thence extending generally in an easterly direc- 
tion to a point near the center of the north line of Section 5, Township 47 North, 
Range 32 West, consisting of approximately 18,635’ of used 16’’ pipe; 

(4) A used 12”’ gas pipeline, commencing at a point near the center of Section 
29, Township 48, Range 32 West, thence extending in a southerly direction to a 
point on the south line of Section 32, Township 47, Range 32 West, consisting 
of approximately 40,487’ of 12’’ pipe; 

(5) A used 26’’ gas pipeline, commencing at a point on the Kansas-Missouri 
state line near the center of the south line of Section 6, Township 47, Range 33 
West, thence extending in an easterly direction to a point near the center of 
the south line of Section 5, Township 47 North, Range 33 West, thence in a 
northerly direction to a town border metering and regulating station located in 
the Southwest Quarter, Southeast Quarter of Section 29, Township 48 North, 
Range 33 West, consisting of approximately 17,766’ of 26’’ pipe; 
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(6) A used 4’’ gas pipeline, commencing at the south terminus of the used 
12’’ gas pipeline described in (4) above, thence in a westerly direction to a point 
near the center of the South line of the Southwest Quarter, Section 35, Township 
47, Range 33 West, consisting of approximately 16,219’ of used 4’’ pipe; 

(7) Together with presently existing appurtenances connected to the pipe- 
lines described in (1) through (6) above, excepting only the existing meter 
setting at Craig Road Town Border Station, which excepted meter setting 
shall be and remain the property of Cities, and shall, by mutual agreement of 
the parties, be removed as soon as reasonably possible and convenient ; and 

(8) Such rights, titles and interests as Cities now has in rights of way ease- 
ments for the above described pipelines and existing meter and regulator sites 
pertaining to said pipelines. 

The facilities to be constructed and reclaimed by Cities Service are described 
as follows: 

Reclaim existing Craig Road town border meter located near the Northwest 
Corner of Northeast Quarter of Section 5, Township 47 North, Range 32 West, 
Jackson County, Missouri. 

Construct a new town border meter station near the Northwest Corner of the 
Northeast Quarter of the Northwest Quarter of Section 5, Township 46 North, 
Range 32 West, Cass County, Missouri. 

Cities Service also requests the Commission’s permission and approval of the 
modification of the existing exchange agreement between it and Panhandle 
entered into March 23, 1960 (Cities Service’s Rate Schedule X-4, Original Sheets 
15 through 20 of Cities Service’s FPC Gas Tariff, Original Volume No. 2, as 
amended by letter agreement dated November 21, 1949. Pro-forma tariff sheets 
setting forth the terms of the modification sought to be approved were included 
in the Cities Service application. Panhandle filed the modification as Exhibit 7 
to its application. 

Cities Service states that by transferring said facilities to Gas Service it will 
avoid the expense of having to construct and operate in the future additional 
metering facilities and will have its town border delivery facilities outside the 
city limits of Kansas City. Cities Service states also that the facilities to be 
acquired by Gas Service can be utilized as a part of its distribution system. 
In lieu of the ten metering facilities now operated by Cities Service, the proposal 
here will enable it to deliver gas to Gas Service at only two metering facilities. 
One will be constructed at the location above described in Cass County, Missouri, 
the other metering facility will be the existing check meter located in the South- 
east corner of the Northeast Quarter of Section 15, Township 13 South, Range 
24 East, Johnson County, Kansas. 

The statements of Cities Service relating to the modification of the existing 
exchange arrangement corroborate the showing of Panhandle. 

The estimated cost of the new town border metering station is $14,000 which 
Cities Service will finance with treasury cash. The estimated cost of reclaim- 
ing the Craig Road Meter Station is $1,000, and the estimated salvage credit of 
materials reclaimed is $6,500. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on August 15, 1960, respecting the matters involved in and the issues presented 
by the applications. No petition to intervene or protest to the granting of the 
application except a petition of The Gas Service Company for leave to intervene 
in support of the applications, which has been withdrawn. Staff Counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
the Commission render a decision herein pursuant to Section 1.30 (c)(1) of 
the Commission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Panhandle Eastern Pipe Line Company, a Delaware corporation, having 
its principal place of business in Kansas City, Missouri, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) Cities Service Gas Company, a Delaware corporation, having its principal 
place of business in Oklahoma City, Oklahoma, is a “natural-gas company” 
within the meaning of the Natural Gas Act as heretofore found by the 
Commission. 

(3) The Gas Service Company is a public utility, having its principal office in 
Kansas City, Missouri, and is engaged in the local distribution of natural gas 
in the states of Missouri, Kansas, Nebraska and Oklahoma. 

(4) The facilities and service proposed to be abandoned by Panhandle Eastern 
Pipe Line Company in Docket No. CP60—86 and by Cities Service Gas Company 
in Docket No. CP60-87, as heretofore described, are used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the abandonment thereof by Panhandle and Cities Service, 
respectively, is subject to the requirements of subsection (b) of Section 7 of 
the Natural Gas Act. 

(5) The proposed abandonment by Panhandle by sale to The Gas Service 
Company of the facilities hereinbefore described is required by the public 
convenience and necessity, and an order permitting and approving the same 
should be issued as hereinafter ordered. 

(6) The proposed abandonment by Cities Service by sale to The Gas Service 
Company of the facilities hereinbefore described in required by the public 
convenience and necessity, and an order permitting and approving the same 
should be issued as hereinafter ordered. 

(7) The facilities proposed to be constructed and operated and the facilities 
proposed to be reclaimed by Cities Service, as hereinbefore described, are 
required by the public convenience and necessity, and a certificate therefor 
should be issued. 

(8) The facilities proposed to be constructed and operated and reclaimed by 
Cities Service are proposed to be used in the transportation and sale of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, and 
the construction, operation and reclamation thereof by Cities Service are subject 
to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(9) The proposed modification of the exchange agreement between Panhandle 
and Cities Service, as hereinbefore described, and as more particularly set forth 
in the respective applications of Panhandle and Cities Service is permitted by 
the public convenience and necessity. 

(10) Panhandle and Cities Service are each able and willing properly to do 
the acts and perform the service and to conform to the requirements, rules and 
regulations of the Commission thereunder. 


The Commission orders: 


(A) Permission and approval of the Commission is hereby granted to Pan- 
handle Eastern Pipe Line Company to abandon by sale to The Gas Service 
Company the facilities hereinbefore described, and more particularly described 
in the application in Docket No. CP60—-86, pursuant to the terms of the agree- 
ment dated October 8, 1959, between Panhandle and Gas Service. 

(B) Permission and approval is hereby granted to Cities Service Gas Com- 
pany to abandon by sale to The Gas Service Company the facilities hereinbefore 
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described, and more particularly described in the application in Docket CP60-87, 
pursuant to the terms of the agreement dated April 4, 1960, between Cities 
Service and Gas Service. 

(C) A certificate of public convenience and necessity be and same is hereby 
issued authorizing Cities Service Gas Company to construct and operate and 
to reclaim the facilities hereinbefore described, all as more fully described in 
the application in Docket No. CP60-87, for the transportation and sale of natural 
gas as therein set forth, subject to the jurisdiction of the Commission, upon the 
terms and conditions of this order. 

(D) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (1), (ce) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (C) hereof and to the exercise of the rights granted 
thereunder. 

(E) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 8 months from the date on which this order issues. 

(F) Permission and approval of the Commission is hereby granted to Pan- 
handle Eastern Pipe Line Company and to Cities Service Gas Company to 
modify and finally terminate the existing exchange agreement between said 
parties, as modified by order of the Federal Power Commission issued October 
12, 1959, in Docket No. G—2374, et al., in accordance with the agreement between 
said parties dated March 23, 1960, all as more fully described in the applications 
herein and as hereinafter conditioned. 

(G) The permission and approval of abandonment granted to Panhandle 
Eastern Pipe Line Company and Cities Service Gas Company in paragraphs 
(A) and (B) hereof respectively and the certificate of public convenience and 
necessity issued to Cities Service Gas Company in paragraph (C) hereof are 
hereby conditioned as follows: 

(1) Cities Service shall prior to February 29, 1964 file an application with 
this Commission requesting a certificate of public convenience and necessity 
authorizing it to build additional facilities on its Ottawa-Sedalia system suffi- 
cient at least to compensate for the loss of the 10,229 Mcf per day of exchange 
gas now received from Panhandle at the Knobnoster connection and Panhandle 
shall prior to February 29, 1964, file an application with this Commission 
requesting authority to build facilities to compensate for the loss of Cities 
Service’s 2,000 Mcf per day of exchange gas at the Windsor connection. Said 
applications shall be filed at a date sufficiently in advance of said February 
29, 1964, to enable the Commission to hear and dispose of said matters in time 
for the proposed construction, if approved, to be completed prior to February 
29, 1964. 

(2) Panhandle’s obligation to deliver gas to Gas Service in the Kansas City 
area shall be reduced from 23,629 Mcf per day to 16,000 Mcf per day. 

(3) Cities Service shall make up in its deliveries of gas to Gas Service the 
difference between the 23,629 Mcf and the 16,000 Mcf per day, or 7,629 Mcf 
per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 
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JACK H. BRYANT, TRUSTEE, DOCKET NO. RI60-416 


ORDER DENYING MOTION FOR RECONSIDERATION 
(Issued August 22, 1960) 


On July 18, 1960, Jack H. Bryant, Trustee (Bryant)* filed a motion for re- 

consideration’ of the Commission’s order issued herein on June 17, 1960, which 
provided for hearing and suspended until November 20, 1960, Bryant’s pro- 
posed renegotiated rate increase of 5.0¢ per Mcf (from 10. 5¢ to 15.5¢ per Mcf) 
contained in Supplement No. 4 to Bryant’s FPC Gas Rate Schedule No. 1, for 
jurisdictional sales of natural gas to El Paso Natural Gas Company from a 
lease in Nolan County, Texas, and requesting that the Commission vacate its 
aforementioned order suspending his said supplement and rate schedule and 
to terminate this proceeding. In the alternative, Bryant requests the Com- 
mission to modify said order to make the aforesaid supplement effective as of 
June 1, 1960. 

In his motion, Bryant repeats his statement made in his rate filing concerning 
the 5¢ per Mcf compression charge and states that even if the 5¢ per Mcf in- 
crease, from 10.5¢ to 15.5¢ per Mcf, was approved, Bryant would still not get 
a comparable rate as his neighbors, who are getting a rate of 11.0¢ per Mcf, 
inasmuch as the increase would only recoupe the compression charge and 
leave Bryant with a comparable actual rate of 10.5 per Mcf. Due to this com- 
pression charge, Bryant feels that the increased rate is justified. 

Bryant also objects to what he terms “boiler plate language” used in the 
Commission’s order issued June 17, 1960,? wherein his proposed increased rate 
was suspended, because the language does not explain why the rate may be 
unlawful and is in violation of the intent of Section 4 (e) of the Natural Gas 
Act, which is to provide the company with the reasons the Commission relies 
upon to justify the suspension. In addition Bryant feels that this language 
is meaningless and ineffective inasmuch as it is applied to suspend rates of 
ten other producers under thirteen rate schedules for sales in Texas and Loui- 
siana. 

Further, Bryant repeats the statements made in his rate filing concerning 
the impossibility of making the rate increase filing before March 8, 1960, to the 
effect that Bryant did not receive temporary authority applicable to the prop- 
erty until March 8, 1960, and therefore no rate schedule was on file prior to 
that date on which a filing could be made to secure the contractual increase. 
Because of his late filing, Bryant contends that he is faced with a delay of ten 
months before the contract rate may become effective. 

Exception is also taken to the Commission’s failure to take notice of the re- 
quest for waiver of notice, in view of its practice of suspending rates for pe- 


1 Formerly Hack Drilling Company. The property was transferred to Bryant on No- 
vember 1, 1959. The Commission’s letter also accepted Bryant’s notice of succession to 
Hack Drilling Company’s rate schedule, effective as of the date of transfer of the property. 

*Bryant submitted a document entitled “Petition for Rehearing’ which has been ac- 
cepted for filing as a motion for reconsideration pursuant to Section 1.12 of the Com- 
mission’s Rules of Practice and procedure. A “Petition for Rehearing” of an interlocu- 
tory order such as here involved may not properly be filed. (Section 1.30(e) of the Rules 
of Practice and Procedure [18 CFR 1.30(e)].), 

*The increased rates and charges so proposed may be unjust, unreasonable, unduly dis- 
criminatory, or preferential, or otherwise unlawful. 
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riods less than the statutory five months suspension period.“ The waiver of 
notice was requested to allow the increase, if suspended, to become effective 
subject to refund on June 1, 1960, the date on which it would have become 
effective if filed December 1, 1960 and suspended for the full five months sus- 
pension period. 

Bryant’s arguments are without merit. The rate increase filing could have 
been submitted concurrently with the instruments of assignment and notice 
of succession to Jack Drilling Company’s Rate Schedule No. 1, which were 
filed on February 16, 1960. Further, Bryant had acquired his interest by an 
assignment dated November 1, 1959, and could have filed his certificate appli- 
eation and notice of succession to the rate schedule immediately thereafter 
instead of delaying until February 16, 1960. 

The thirty-day statutory notice period and the subsequent five months suspen- 
sion period, if appropriate, commence to run only when a filing has actually 
been made, not on a date when a filing should have been made in order to get 
a desired effective date, as Bryant contends. 

Bryant’s statement that the “boiler plate language” in the suspension order 
did not meet the requirements of Section 4(e) of the Act is in error. In 
Phillips Petroleum Company v. FPC, 227 F. 2d 470 (CA10), the Court held, at 
page 474, that such language met the requirements of Section 4(e) for giving 
reasons for suspensions to the parties concerned. 

The 5¢ per Mcf compression charge which Bryant is obligated to pay is 
relatively high when compared to the 0.4467¢ per Mcf compression charge that 
El Paso Natural Gas Company levies when it compresses a producer’s gas in 
order to meet its line pressure. However, nothing is known about Bryant’s 
leasing arrangements for his compression equipment. Also, nothing is known 
about any other costs pertaining to the lease in question. Bryant did not sub- 
mit any cost data in support of the subject motion and did not give any reason 
why such financial data would not be applicable. 

Bryant’s motion contains no matters of substance not previously considered 
by the Commission in suspending Bryant’s proposed increased rate. 


The Commission finds: 


The motion of Bryant, filed July 18, 1960, should be denied as Bryant has 
set forth no new facts and no principles of law which were either not fully 
considered by the Commission when it issued its order of June 17, 1960, or which 
now having been considered warrants any change or modification of said order. 


The Commission orders: 


Bryant’s motion filed herein on July 18, 1960, seeking reconsideration of the 
Commission’s aforementioned order issued June 17, 1960, is hereby denied. 


«Bryant cites three recent suspension orders in support of this statement. A review of 
the filings discloses that Graridge Corp., Docket No. RI60—460, was a one-day suspension 
of the tax portion of an otherwise acceptable rate ; Hanley Co., Docket No. RI 60-462, was 
a one-day suspension of a revenue-sharing rate increase; and LeCuno Oil Corp., Docket 
No. RI60—459, was a one-day suspension of a rate increase using cost support by reference 
to data previously submitted. LeCuno’s rate increase was suspended for one day because 
a previous filing by LeCuno, using the same cost data, had been suspended for one day. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


GREEN RIVER BASIN CORPORATION, DOCKET NO. CP60-96 
ORDER DISMISSING PETITION FOR INVESTIGATION 


(Issued August 22, 1960) 


On May 5, 1960, Green River Basin Corporation, a Wyoming corporation 
having its principal place of business in Alexandria, Virginia, filed in Docket 
No. CP60-96 a petition, purportedly pursuant to Section 14 of the Natural Gas 
Act, requesting that the Commission enter upon an “investigation into the facts 
and conditions relative to the now known natural gas reserves of the Green 
River Basin Area” in Wyoming, “to the end that (the) Federal Power Commis- 
sion shall be fully informed of the extent, nature, and location” of said reserves 
“and shall in consequence of such information make its decisions, and render 
its Certifications, as part of a broad, comprehensive and over-all plan to provide 
an equitable, orderly procedure for the production, processing, transporting and 
marketing of such gas reserves.” 

Section 14(a) of the Natural Gas Act sets forth three bases for investigations 
by the Commission (other than rate investigations as provided in Sections 4 
and 5 of the Act). These requirements are, briefly, to determine whether there 
has been or is about to be a violation of any provision of the Natural Gas Act 
or any rule, regulation or order thereunder; to aid in the enforcement of said 
Act or in prescribing rules or regulations thereunder; and to obtain informa- 
tion to serve as a basis for recommending further legislation to the Congress. 

Petitioner herein does not allege any violation or threatened violation of any 
provision of the Act or any rule, regulation or order thereunder, nor does 
Petitioner suggest any legislative recommendations toward which the requested 
investigation would be directed. Nor does Petitioner suggest specifically how 
such an investigation would aid in the enforcement of the provisions of the 
Act or in prescribing rules or regulations thereunder. 

The filing of informative statements such as appear to accompany the subject 
petition is permissive, in the discretion of the Commission, when an investigation 
has been entered upon or is about to be undertaken. Thus, such statements are 
not acceptable upon this basis at the present time. 

Petitioner is not now a “natural-gas company” within the meaning of the 
Act, nor does it purport to be acting on behalf of any person who is, therefore 
a determination as to any gas reserves which it may hold or control is not 
indicated under the provisions of Section 14(b) of the Act. 

Apart from the fact that the subject petition does not qualify for acceptance 
under the aforesaid provisions of Section 14 of the Natural Gas Act, it does 
not appear that any useful purpose would be served by the Commission’s under- 
taking of a study of the magnitude suggested. While information concerning 
recoverable natural gas reserves and their location is unquestionably valuable 
and useful to the Commission, the qualified and trained personnel necessary to 
an investigation of this nature could not be spared from their duties in the 
administration of the affirmative directives of the Act, and even if the study 
could be made, the Commission is not empowered to make use of it as re- 
quested by Petitioner herein: in effect, to direct pipeline companies to purchase 
gas from Petitioner. 
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The Commission finds: 


The petition for investigation filed by Green River Basin Corporation on 
May 5, 1960, assigned Docket No. CP60-96, does not come within the purview of 
Section 14 of the Natural Gas Act and should therefore be dismissed. 


The Commission orders: 


Said petition for investigation be and the same is hereby dismissed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-—19983 


ORDER DENYING MOTION FOR STAY AND AMENDING ORDER DETERMINING RATE OF 
RETURN DISALLOWING PROPOSED INCREASED RATES AND DIRECTING PAYMENT OF 
REFUNDS AND PERMITTING SUBSTITUTION OF LOWER INTERIM RATES 


(Issued August 22, 1960) 


By order issued on August 9, 1960, in this proceeding, the Commission, after 
hearing and oral argument determined the proper rate of return for Tennessee 
Gas Transmission Company (Tennessee), disallowed proposed increased rates 
based on a higher rate of return than that determined by the Commission, di- 
rected payment of refunds and permitted substitution of lower interim rates. 
Ordering paragraphs (B) and (D) of the August 9, 1960, order provided that 
Tennessee be permitted to file substitute tariff sheets within 15 days and directed 
that Tennessee file its plan for refunding the amounts which the Commission 
found should be refunded within 15 days of the order. 

On August 12, 1960, Tennessee filed a motion entitled “Motion of Tennessee 
Gas Transmission Company for Stay of Order Issued August 9, 1960”. In its 
motion Tennessee states as its primary reason for the request for stay that 
“Tennessee will be required to reduce its rates before it has even had the oppor- 
tunity to file a Petition for Rehearing and before the Commission has had an 
opportunity to pass thereon.” Tennessee then asserts that irreparable injury 
may result if a stay is not granted. 

In the interest of the benefits accruing to Tennessee’s wholesale customers 
and to the ultimate consumer as a result of a reduction in the rates charged and 
refunds to be made by Tennessee it appears that Tennessee’s request should be 
denied. In this proceeding the Commission has adopted an “interim order pro- 
cedure” whereby certain issues may be decided prior to the final disposition of 
all issues. Unless there is an immediate reduction in rates and a refund of the 
excess charges there is no financial advantage to the consumer in effectuating a 
decision of issues on the interim basis. The stated objective of such a procedure 
is to reduce to the extent possible the financial burden of increased rates being 
borne by the wholesale customers and eventually the consumer. 

Tennessee’s rate of return has been determined after full hearing and oral 
argument on this issue. A reduced rate and refunds have been ordered based 
on the rate of return so determined. The collection of rates in excess of those 
determined by the Commission at this time may also result in irreparable injury 
to Tennessee’s wholesale customers and the ultimate consumers who not only 
have the problem of recouping monies which are ultimately determined to be 
in excess of just and reasonable rates but they must bear, with difficulty in many 
instances, the increased financial burden of the excessive rates. To grant 
Tennessee’s request for stay of the Commission’s order providing for reduced 
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rates and refunds would defeat the very purpose of the procedure adopted in 
this proceeding and would grant Tennessee the opportunity to continue to collect 
the excessive rates which this Commission has found to be contrary to, and 
violative of the provisions of the Natural Gas Act. The motion filed by Tennes- 
see contains no basis, either in fact or in law, that would justify the relief 
requested. 

The denial of a request for stay is not as Tennessee asserts a violation of 
due process. It is well settled as a principle of law that a party requesting a 
stay is not entitled to a stay as a matter of right. The movant for a stay must 
set forth facts sufficient to justify a legal determination that the granting of a 
stay is necessary to preclude financial or other injury pending a final determina- 
tion of the issues presented. No such showing has been made here by Tennessee. 

However, it appears reasonable under the circumstances to allow Tennessee 
additional time in which to file its revised tariff sheets and to complete and 
finalize its proposed plan for refunding. 


The Commission finds: 


(1) No good cause has been shown for the granting of Tennessee’s motion 
for stay. 

(2) It is appropriate under the circumstances to amend ordering paragraphs 
(B) and (D) of the Commission’s order issued August 9, 1960, in this proceed- 
ing to extend the time until September 8, 1960, in which Tennessee shall be 
permitted to file its revised tariff sheets in compliance with ordering para- 
graph (B) of said Commission’s order and its proposed plan for refunds directed 
by paragraph (D) of said order. 


The Commission orders: 


(A) Tennessee’s request for stay of the Commission’s order issued August 
9, 1960, in this proceeding is hereby denied. 

(B) Paragraphs (B) and (D) of the Commission’s order issued August 9, 
1960, in this proceeding are hereby amended to extend the time from August 
24, 1960, until September 8, 1960, in which Tennessee shall be permitted to file 
its revised tariff sheets in compliance with ordering paragraph (B) of said 
order and its proposed plan for refunds directed by ordering paragraph (D) of 
said order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


VILLAGE OF BONNERS FERRY, PROJECT NO. 1991 
ORDER AMENDING LICENSE (MAJOR) 
(Issued August 23, 1960) 


Application was filed February 15, 1960 by Village of Bonners Ferry, of 
Boundary County, Idaho, Licensee for major Project No. 1991, for amendment 
of the license for the project located on the Moyie River in Boundary County, 
Idaho and affecting lands of the United States within the Kaniksu National 
Forest. 

The application provides for: 

(1) activation of a former power plant not now included in Project No. 1991 
by installing a new 600 horsepower turbine, designed to operate under a net 
head of 168 feet with the turbine connected to the existing 475 kva generator; 

(2) construction of a steel penstock 36 inches in diameter and 50 feet long, 
to be connected to the existing penstock ; 
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(3) installation of an electrical connection to the existing bus bar. 

According to the application, the changes are necessary because of deteriora- 
tion of the old dam and forebay, which are considered to be unsafe. In addition, 
the head will be increased so that 35 c.f.s. of water will supply the turbine 
for full output, whereas formerly about 85 c.f.s. were required, the additional 
power being available at all times for peaking. As formerly operated, Applicant 
states, the plant was of no use when all the water available was being used 
by Project No. 1991, since it was bypassed. 

An Assistant Chief of Civil Works, Corps of Engineers has reported that 
the Department of the Army has no objection to the proposed modification of 
the license, and the Chief of the Forest Service, acting for the Secretary of 
Agriculture, has stated that the Forest Service considers the terms and condi- 
tions of the original license adequate for the protection of national forest lands. 

The effects of authorizing the activation of the additional generating unit 
will be reflected in the license description of the project works and increase 
the authorized installed horsepower capacity of the project from 3,000 horse- 
power to 3,570 horsepower, with a resultant increase in the amount of annual 
charges for the costs of administration of Part I of the Federal Power Act. 
On the basis of submitted exhibits, it appears that no further increase in the 
use of lands of the United States will be necessary for the proposed improvement. 


The Commission finds: 


(1) The license, amended as hereinafter provided, will not interfere or be 
inconsistent with the purposes for which the Kaniksu National Forest was 
created or acquired, and will not alter any of the basic facts upon which the 
license was issued. 

(2) Public notice of the filing of the application has been given. No protests 
were received. 

(3) The following described exhibits, filed as part of the application, con- 
form to the Commission’s rules and regulations and should be approved as 
part of the license for the project, as hereinafter provided: 

Echibit L (FPO No. 1991-4): consisting of one sheet, entitled “Plan of Pro- 
posed Changes, Application for Amendment of Project 1991” ; 

Ecvhibit M: a statement in one sheet, giving a general description of the elec- 
trical equipment in the upper powerhouse. 


The Commission orders: 


(A) The license for Project No. 1991 is amended, effective as of June 1, 1960, 
as follows: 

PARAGRAPH I. Paragraph B of Article 2 of the license is amended to read 
as follows: 

B. All project works consisting of a concrete gravity dam about 300 feet 
long and about 90 feet high; a tunnel and a penstock ; a constructed powerhouse 
now known as the lower powerhouse containing two 1500 horsepower turbines 
connected to two 1250 kva generators; a rehabilitated powerhouse now known 
as the upper powerhouse containing a 600 horsepower turbine connected to a 
475 kva generator, the water for which is furnished by a 36’’ diameter steel 
penstock 50 feet long connected to the penstock of the lower powerhouse; a 
step-up substation; a transmission line 9 miles long from the powerhouse to but 
not including a substation in the Village of Bonners Ferry; and appurtenant 
facilities; the location, nature and character of which are more specifically 
shown and described by the exhibits hereinbefore cited and by certain other 
exhibits which also formed part of the application for license and amendment 
thereof and which are designated and described as follows: 
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Exhibit “L’: (FPC No. 1991-2), entitled “Moyie River Dam—Plan of Dam— 
Up Stream Elevation—Typical Sections—Tunnel Plan & Profile,” signed Village 
of Bonners Ferry by C. F. Griggs, Civil Engineer, on February 9, 1948 and 
revised on January 11, 1949; 

Exhibit “L’’: (FPC No. 1991-4), entitled “Plan of Proposed Changes, Applica- 
tion for Amendment of Project 1991,” signed H. M. Buroker, Clerk for Village 
of Bonners Ferry, on January 20, 1960; 

Evhibit M: (Revised) A statement in four sheets insofar as it describes the 
actual project facilities and lands within the project boundary received in the 
office of the Commission on December 20, 1948 ; 

Exhibit M: A statement in one sheet giving a general description of the elec- 
trical equipment in the upper powerhouse, filed February 15, 1960. 

PARAGRAPH II. Article 5 of the license is amended to read, as follows: 

Article 5. Subject to the provisions of Section 13 of the Act, the Licensee 
shall complete and place the project in operation not later than June 30, 1950. 
The rehabilitation of the upper powerhouse and the construction of additional 
project works in connection therewith shall be completed not later than Decem- 
ber 31, 1960. 

PARAGRAPH III. Article 20 of the license is amended to read, as follows: 

Article 20. Subject to the provisions of Section 10(e) of the Act and the 
rules and regulations of the Commission thereunder, the Licensee shall pay 
to the United States the following annual charges starting June 1, 1960: 

A. For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (3570 horsepower), plus two and one-half (214) cents per 
1,000 kilowatt-hours of gross energy generated by the project during the cal- 
endar year for which the charge is made; 

B. For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, $3.10. 

(B) The Exhibits L and M described in finding (3), above, are approved 
as part of the license as amended. 

(C) This amendment in the manner set out above shall not operate to alter 
or amend the license for Project No. 1991 in any other respect, and shall not 
in any way constitute a waiver of any other part, provision or condition of 
the license. 

(D) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided in Section 313(a) of 
the Federal Power Act, and failure to file such an application shall constitute 
acceptance of this amendment of the license. In acknowledgement of the ac- 
ceptance of this amendment of the license, this instrument shall be signed for 
the licensee and returned to the Commission within 60 days from the date of 
issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


IDAHO POWER COMPANY, PROJECT NO. 1971 
ORDER APPROVING REVISED EXHIBIT L DRAWINGS 


(Issued August 23, 1960) 


Idaho Power Company, Licensee for major Project No. 1971, on March 31, 
1960, filed for Commission approval revised Exhibit L drawings showing the 





FEDERAL POWER COMMISSION 323 


Brownlee development as constructed. The revised drawings supersede Ex- 
hibit L drawings now part of the license as amended. 

The Chief of Engineers, Department of the Army, has approved the plans 
insofar as the interests of navigation are concerned. 

The Commission finds: 

The following described revised Exhibit L drawings conform to the Com- 
mission’s rules and regulations and should be approved as part of the license 
as amended, and superseded Exhibit L, Sheets 1, 2, 3 and 4 (FPC No. 1971-49, 
—50, -51, and -52, respectively), now part of the license, should be eliminated 
from the license—all as hereinafter provided: 


Exhibit L FPC Title Brownlee Development 
Number 


1971-150 | General Plan, 

1971-151 | Dam-Section and Elevation. 
1971-152 | Penstock Section, Spillway Section, 
1971-153 | Powerhouse Plans and Section, 


The Commission orders: 


The revised Exhibit L drawings described in the above finding as conforming 
to the Commission’s rules and regulations are approved as part of the license 
for Project No. 1971, and the Exhibit L drawing described in the same finding 
as being superseded is eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY AND 
NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G- 
19086 ; HASSIE HUNT TRUST, OPERATOR, ET AL., DOCKET NO. G-19115; 
H. L. HUNT, OPERATOR, ET AL., DOCKET NO. G-19116; HUNT OIL 
COMPANY, DOCKET NO. G-19117; WILLIAM HERBERT HUNT TRUST 
ESTATE, OPERATOR, DOCKET NO. G-19118; LAMAR HUNT TRUST 
ESTATE, DOCKET NO. G-19119; GEORGE W. GRAHAM, INC., OPERA- 
TOR, ET AL., DOCKET NO. G-—19123; PLACID OIL COMPANY, OPERA- 
TOR, ET AL., DOCKET NOS. G—19124, G—19125; NATURAL GAS PIPELINE 
COMPANY OF AMERICA, DOCKET NO. G-20202; IOWA SOUTHERN 
UTILITIES COMPANY, DOCKET NO. G-20313; MISSOURI UTILITIES 
COMPANY, DOCKET NO. G—20335; CITY OF CORNING, IOWA, DOCKET 
NO. G-20591; IOWA-ILLINOIS GAS & ELECTRIC COMPANY, DOCKET 
NO. G—20593; LATERAL GAS PIPELINE COMPANY, DOCKET NO. CP60- 
42; IOWA ELECTRIC LIGHT & POWER COMPANY, DOCKET NO. 
CP60-43; IOWA POWER AND LIGHT COMPANY, DOCKET NO. CP60-48 


ORDER DENYING PETITIONS FOR REHEARING, STAY OF ORDER AND ORAL ARGUMENT 
(Issued August 23, 1960) 


On July 29, 1960, and August 1, 1960, the City of Chicago and Oklahoma 
Natural Gas Company, respectively, filed petitions for rehearing of the Commis- 
sion’s order issued July 1, 1960, 24 FPC 1, in the above entitled proceedings. By 
that order we issued certificates for certain pipeline favilities and services to 
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Peoples Gulf Coast Natural Gas Pipeline Company and Natural Gas Pipeline 
Company of America and for the sale of natural gas by independent producers 
to Peoples Gulf Coast. By our order of July 29, 1960, we denied rehearing to 
the independent producers and amended our order of July 1, 1960 to provide 
for additional conditions upon the sales by the independent producers. 

Petitioners both argue that the proposed expansion by Natural, and especially 
the 180 mile, 24-inch pipeline between Minneola, Kansas, and Mountain View, 
Oklahoma, is not supported by an adequate supply showing, is unnecessary to 
the extent it would idle other facilities, that the necessary additional capacity 
could be obtained by the construction of less expensive, alternative facilities, 
and that Natural will use the certificate as a hunting license for gas with a 
consequent increase in field prices. For all of these reasons petitioners contend 
that it was error to certificate this line. 

On the issue of supply, our staff, in its exhibits, showed that Natural, apart 
from Peoples Gulf Coast, has a fourteen year supply. Combined with Peoples 
Gulf Coast and including the proposed expansion a supply in excess of twelve 
years is shown. As petitioners assert, staff did include credit for some short 
term and spot purchases, but only to the extent that the ability of the applicants 
to make such purchases was historically proved.2 As noted in our order of 
July 1, 1960, this 12 to 14 year supply showing meets our standard for an 
established company. 

Petitioners in arguing that the facilities proposed are unnecessary aver that 
annual supplies and the annual capacity of the present line show no need for 
more capacity on the line. As we stated in our order of July 1, 1960, the addi- 
tional markets proposed to be served consist almost entirely of firm, winter space 
heating customers. The annual average load factor as such has little relation 
to the capacity needed on a particular line to serve its customers during winter 
peak periods. Part of the year Natural will have a very low load, but it will 
have a very high load during the winter months. In this connection there is 
testimony in the record to the effect that Natural will not only refuse to make 
additional industrial sales but hopes to reduce those presently made. As a result 
of this revised plan of operations the annual average load factor may be under 
85 percent as indicated by petitioners, but that is not the controlling considera- 
tion. The expansion here certificated results in service to more residential and 
commercial customers which has been recognized to be a preferred use for gas 
and is consistent with considerations of conservation and the public interest. 

Petitioners further argue that, accepting the need for greater capacity, such 
capacity could be obtained by the construction of alternative facilities with a 
substantially lower initial investment. In addition to the considerations noted 
in our order of July 1, 1960, a further review of the record shows that these 
alternative facilities, while having a lower initial investment cost than the 180 
mile pipeline, would have operational costs which would actually make them 
substantially as expensive to the consumers as the new pipeline and would 
not provide the future benefits noted in our July 1, 1960, order. Given approxi- 
mately equal costs, the pipeline is undoubtedly the more desirable alternative, 
considering the flexibility and future expansibility which it adds to the system.’ 


1See United Gas Pipeline Oo., et al., Docket Nos. G—1447, et al., 10 FPC 35, 46-49, 
for a discussion of the many factors which we feel are relevant in determining a pipeline’s 
supply situation. 

2In Battle Creek Gas Co. v. F.P.C., 281 F. 2d 42, theC ourt of Appeals for the District 
of Columbia Circuit held that future, cheap expansibility is a proper consideration for 
the Commission in certificating pipeline facilities. 
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Oklahoma Natural also asserts that allowing Natural to construct a pipeline 
with excess capacity through this part of Oklahoma will, in effect, give Natural 
a license to hunt for gas and bid up the field prices. This assertion assumes 
that it is the interstate sales which have caused the upward price trends for 
gas and that this Commission will do nothing to hold down producer prices.* 
As evidenced in this case by our orders of July 1, and July 29, 1960, we are taking 
appropriate action on producer prices and there is no basis for Oklahoma 
Natural’s allegation that a new purchaser in an area inevitably means higher 
prices. 

The City of Chicago in its petition for rehearing has urged that we should 
reconsider the 20-cent per Mcf initial price to the producers for the sales to 
Peoples Gulf Coast. Chicago insists that this was not shown to be a “fair and 
reasonable” price for the gas. Our order of July 1, 1960, made it clear that we 
were not determining a fair or just and reasonable price in this certificate 
ease. Our price conditioning power was used to hold the price line until such 
a determination can be made. In keeping with this, and on the same day on 
which Chicago filed its petition for rehearing, we issued our order of July 29, 
1960, in which we conditioned a substantial portion of the producer sales to the 
18 cents per Mcf price urged by our staff in its brief and by Chicago at the oral 
argument. Thus, to the extent the producer prices were modified by our July 
29, 1960, order, the request of Chicago for reconsideration of the producer prices 
has, in effect, been granted. 


The Commission further finds: 


(1) The petitions of the City of Chicago and Oklahoma Natural for rehearing 
filed on July 29, 1960, and August 1, 1960, respectively, in the above proceedings 
set forth no new facts or legal considerations which were not fully considered 
by the Commission prior to the issuance of our order of July 1, 1960, and our 
amending order of July 29, 1960, or which having now been considered warrant 
the modifications of the July 1, 1960, order sought by petitioners, except to the 
extent such order was modified by our order of July 29, 1960. 

(2) The stay of our order of July 1, 1960, sought by petitioners, should be 
denied. 

(3) The oral argument on the petitions for rehearing sought by petitioners 
should be denied. 


The Commission orders: 


(A) The petitions for rehearing of our order of July 1, 1960, filed by the 
City of Chicago and Oklahoma Natural Gas Company on July 29, 1960, and 
August 1, 1960, respectively, are hereby denied. 

(B) The stay of our order of July 1, 1960, sought by the City of Chicago 
and Oklahoma Natural Gas Company, is hereby denied. 

(C) The oral argument on the petitions for rehearing, sought by the City of 
Chicago and Oklahoma Natural Gas Company, is hereby denied. 


® When we certificated producer sales at a total price of 16.8 cents to Lone Star Gas 
Company from the Knox Field in Oklahoma, one of the two controlling considerations was 
that an intrastate purchaser, Oklahoma Natural, had already bid this price for half of the 
gas and had contracted to take the rest of the gas at 16.8 cents if we conditioned its 
interstate sale to a lower price. Phillips Petroleum Co., et al., 22 FPC 528, Docket Nos. 
G-17897, et al. 








326 FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 

































PUGET SOUND POWER & LIGHT COMPANY, PROJECTS NOS. 2150 
AND 777 


MODIFYING ORDER 
(Issued August 23, 1960) 


By our order issued July 7, 1960, 24 FPC 20, in the above-entitled matter we 
further amended the license for Project No. 2150, among other things, to delete 
from the license the parenthetical phrase “(except lands of the United States 
under license for minor-part Project No. 777)” appearing in subparagraph (a) of 
paragraph (4) of the license, and accepted surrender of the license for the minor- 
part Project No. 777. 

The deletion was appropriate since in requesting our acceptance of surrender 
of the license for minor-part Project No. 777, the licensee for that project re 
quested that the lands referred to in the parenthetical phrase be included under 
the license for Project No. 2150. 

Inasmuch as the parenthetical phrase is repeated in paragraph (A) of the 
license, our order issued July 7, 1960 should have deleted the phrase from that 
paragraph of the license. 





The Commission orders: 


(A) PARAGRAPH I under paragraph (B) of our order issued July 7, 1960 
is modified to include after the parenthetical (4) therein the words “and para- 
graph (A)”. 

(B) The afore-mentioned Commission order issued July 7, 1960, as modified 
by this order, shall be accepted by the licensee and returned to the Commission 
within 60 days from the date of issuance of this order, and the order issued 
July 7, 1960 shall not become effective without acceptance of the provisions of 
that order as modified by the provisions of this order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 









ARKANSAS LOUISIANA GAS COMPANY, DOCKET NO. CP60-62 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 


(Issued August 25, 1960) 











On March 17, 1960, Arkansas Louisiana Gas Company (Applicant), filed 
an application in Docket No. CP60-62, as supplemented on April 6, 1960, and 
April 19, 1960, seeking authorization to abandon interstate operation of Line 
LM-2, which consists of 9 miles of 12%-inch lateral pipeline located west of 
Little Rock, Arkansas. Line LM-2 was built in 1942. 

Initially Line LM-2, attached to Applicant’s main line “L-System” extending 
northward from fields in southern Arkansas, carried intrastate gas only, pri- 
marily to serve a defense plant at Jones Mills, Arkansas. Subsequently, inter- 
state gas was tied into the L-System, including Line LM-2, as authorized by 
the Commission on June 21, 1946, in Docket No. G—697. 





1This plant is now operated by Reynolds Metals Company for making aluminum. 















FEDERAL POWER COMMISSION 327 


The application shows that the Jones Mills-Hot Springs area is now served 
by three lines. Two of these lines, LM-2 and AM-22, carry interstate gas west- 
ward from the L-System out of Perla Compressor Station, which is near Little 
Rock, Arkansas. The third line, BT-1, carries local high pressure intrastate 
gas from northwest Arkansas to the Jones Mills area. The Applicant now 
proposes to abandon the use of Line LM-2 for carrying interstate gas and use 
the line instead for carrying a portion of the intrastate gas eastward to the 
main line at Perla Station. 

Line BT-1 consists of 95 miles of 16-inch transmission line authorized by 
the Arkansas Public Service Commission in 1958. It carries high pressure gas 
from producing areas in northwest Arkansas to the Hot Springs and Jones 
Mills area, thus, partially replacing the original function of Line LM-2 which 
was to serve the defense plant at Jones Mills. The eastern terminus of Line 
BT-1 and the western terminus of Line LM-2 are at Jones Mills. Applicant 
proposes herein to connect the two lines at these termini and reverse the flow 
of gas in Line LM-2. 

Line AM-22, which consists of about 10 miles of 12% and 10%-inch trans- 
mission line, like Line LM-2, has its eastern terminus at Perla Compressor 
Station. From there it parallels Line LM-2, in its westerly extension to Jones 
Mills and continues on to Hot Springs. At present, Line AM-—22 and Line LM-2 
both carry gas westward from Perla Station to Jones Mills and Hot Springs. 

Applicant states that because of the recent acquisition of the northwest 
Arkansas natural gas made available to the Jones Mills area through Line BT-1, 
both Lines LM-2 and AM-22 are no longer required for interstate transmission 
to that area. Accordingly, the Applicant proposes to connect Line BT-1 to 
Line LM-2 at Jones Mills and use LM-2 to transport a part of the intrastate 
high pressure gas eastward for use in the Little Rock area. Line AM-22 would 
then carry a large part of the load from the interstate system to the Jones 
Mills-Hot Springs area. 

Applicant states that its industrial consumers usually require their gas at 
from 25 to 80 pounds pressure. The supply to such consumers in the Jones 
Mills-Hot Springs area has been satisfactorily handled by the low pressure gas 
(200 pounds) from Line AM-22. The use of ali the northwest Arkansas high 
pressure gas (600 pounds) for such industrial consumers would require multi- 
stage regulation to reduce the pressure. The most economical procedure is to 
make use of Line LM-2 to carry the largest part of the high pressure gas on 
to the main line at Perla Station and keep the low pressure AM-—22 line fully 
loaded to meet its needs in Jones Mills and Hot Springs. 

Applicant indicates that its entire system gas supply is dedicated to all its 
market areas, including the Jones Mills-Hot Springs area, and, consequently 
no change in its reserve life index would result from the proposed rearrangement 
of service. 

Pursuant to due notice, a public hearing was convened in Washington, D.C., 
on August 18, 1960, and was continued to August 22, 1960, at which time the 
proceeding was concluded. A joint petition to intervene was filed by Fuels 
Research Council, Inc., National Coal Association and United Mine Workers of 
America on August 8, 1960; however, such petition was denied by the Com- 
mission in its order issued August 19, 1960. No other petition to intervene or 
protest to the granting of the application has been received. Staff counsel 
moved orally at the hearing held on August 22, 1960, that the intermediate 
decision procedure be omitted and that the Commission render a decision herein 


pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 
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The Commission finds: 


(1) Applicant, Arkansas Louisiana Gas Company, a Delaware Corporation 
having its principal place of business in Shreveport, Louisiana, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of January 26, 1943, in Docket No. G-252 (3 
FPC 910). 

(2) The facilities to be abandoned, as heretofore described, are subject to 
the jurisdiction of the Commission, and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(3) Such abandonment by Applicant, as heretofore described, is permitted 
by the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application 
and supplements in this proceeding, be and the same is hereby granted. 

(B) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


GARKANE POWER ASSOCIATION, INC., PROJECT NO. 2219 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued August 25, 1960) 


Application was filed August 3, 1959, and later amended (the last filing having 
been received August 15, 1960), by Garkane Power Association, Inc., licensee 
for major Project No. 2219—located on the East and West Forks of Boulder 
Creek, a tributary of the Escalante River, in Garfield County, Utah, and affect- 
ing lands of the United States within the Dixie National Forest and other lands 
of the United States—for amendment of the license for the project as hereinafter 
specified. 

The application seeks amendment of the license for authority to construct 
additional facilities consisting of a rock fill diversion dam with a rolled earth 
filled core and a maximum height of approximately 41 feet, and ungated fixed 
spillway together with appurtenant diversion gate facilities, all located on the 
West Fork of Boulder Creek; a buried 27-inch diameter conduit approximately 
17,600 feet long to the project penstock forebay on the East Fork of Boulder 
Creek; the installation of the third generating unit in the existing Boulder 
Creek hydroelectric plant--as provided for in the license—consisting of an 
additional 1975-horsepower turbine connected to a 1750-kva generator at 0.80 
power factor ; and other appurtenant equipment. 

The enlarged Boulder Creek project will fully utilize the flows of both the 
East and West Forks of Boulder Creek and will develop the available head at 
the site. 
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It appears that the area of lands of the United States affected by the project 
as amended will be increased, but the area cannot be determined until a map 
showing the project area and project boundary is filed in accordance with the 
Commission’s regulations as hereinafter provided. 

The effect of the amendment, among others, will be to increase the authorized 
installed horsepower capacity of the project for the purpose of computing the 
eapacity component of the administrative annual charge from 3750 horsepower 
to 5600 horsepower. 

An Assistant Secretary of Agriculture, an Assistant Secretary of the In- 
terior, and the Director of the State of Utah Department of Fish and Game 
have reported on the application in the interest of their respective departments. 
The Assistant Secretary of the Interior requested that an agreement between 
the Utah State Department of Fish and Game and the licensee be included 
among the license provisions. However, the outstanding license contains con- 
ditions in the interest of fish and wildlife resources which make it unnecessary 
to condition a license as requested by the Assistant Secretary. This does not 
mean, however, that the licensee may not be required to comply with the agree- 
ment. 


The Commission finds: 


(1) The installation and operation of a third generating unit is desirable 
in the public interest to supply adequately the reasonable market demands for 
power. 

(2) The license, further amended as hereinafter ordered, will not interfere 
or be inconsistent with the purpose for which the Dixie National Forest was 
created or acquired nor with any reservation or withdrawal of other lands of 
the United States and is in the public interest. 

(3) Public notice has been given of the filing of the application. 

(4) The authorized installed horsepower capacity of the project for the 
purpose of computing the capacity component of the administrative annual 
charge is 5600 horsepower and the annual charge for reimbursing the United 
States for the costs of administration of Part I of the Federal Power Act, 
based on such capacity, as hereinafter provided, is reasonable. 

(5) It is desirable to reserve for determination at a later date the amount of 
the annual charge for the purpose of recompensing the United States for the 
use, occupancy, and enjoyment of additional lands, if any, as hereinafter pro- 
vided. 

(6) The following exhibits filed as part of the application conform to the 
Commission’s rules and regulations and should be approved as part of the 
license for the project: 

Exhibit K, Sheet 3 (FPC No. 2219-25), insofar as it shows the location of 
the pipe line; 

Exhibit K, Sheet 4 (FPC No. 2219-35), insofar as it shows the location and 
section of the return ditch; 

Exhibit L, Sheet 2 (FPC No. 2219-27), superseding Exhibit L-2 (FPC No. 
2219-4) now part of the license for the project; Exhibit L, Sheets 8, 9 and 11 
(FPC Nos. 2219-36, -37, and -33); and Exhibit M filed June 22, 1960, super- 
seding Exhibit M filed August 27, 1956, and now part of the license for the 
project; 


and superseded Exhibit L-2 (FPC No. 2219-4) and Exhibit M filed August 
27, 1956, should be eliminated from the license for the project. 

(7) Exhibits K and L—in accordance with the Commission’s rules and regu- 
lations—should be filed as hereinafter provided. 
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The Commission orders: 


(A) The installation of the third generating unit is authorized and approved. 

(B) The exhibits specified in finding (6) herein as conforming to the Com- 
mission’s rules and regulations are approved as part of the license for the 
project and the superseded exhibits specified therein are eliminated from the 
license for the project. 

(C) The license for Project No. 2219—which was issued May 27, 1957, effective 
as of May 1, 1957, to Garkane Power Association, Inc., and subsequently 
amended—is further amended effective as of August 1, 1960, to provide for the 
changes described in the second paragraph of this order; to incorporate therein 
certain exhibits; and to eliminate therefrom certain superseded exhibits; said 
amendment being: 

PARAGRAPH I. Paragraph (2) of the license, as amended March &, 1960, 
is further amended by— 

(i) Amending Paragraph (a) thereof by including therein the following 
exhibits : 

Erhibit K, Sheet 3 (FPC No. 2219-25) Boulder Creek West Fork Pipe Line, 
insofar as it shows the location of the pipe line; and 

Echibit K, Sheet 4 (FPC No. 2219-35) Return Ditch Location, insofar as it 
shows the location and section of the return ditch; and 

(ii) Amending Paragraph (b) thereof—describing the principal project 
works—by including therein Exhibit L, Sheets 2, 8, 9, and 11 (FPC Nos. 2219-27, 
-36, -37, and -33) and Exhibit M filed June 22, 1960, and excluding therefrom 
Exhibit L-2 (FPC No, 2219-4) and Exhibit M filed August 27, 1956, so that said 
paragraph shall read as follows: 

(b) Principal project works comprising: 

A rock fill diversion dam on the West Fork of Boulder Creek, having a rolled 
earth filled core and a maximum height of approximately 41 feet; ungated spill- 
way; diversion gate facilities; a buried 27-inch diameter conduit 17,600 feet 
long to a penstock forebay formed by an earth fill dam 25 feet high and 34 feet 
long with an ogee concrete spillway on the East Fork of Boulder Creek; 22,200 
feet of 34 to 30-inch steel penstock; a powerhouse containing three 1975-horse- 
power impulse turbines operating under a static head of 1527 feet, connected to 
three 1400-KW generators; afterbay reregulating pool with gates and ditches 
to return water to water-right owners; access roads; return ditch to Boulder 
Creek ; switchyard; a 69-KV transmission line extending 28 miles to a substation 
at Escalante and a 69-KV line 23 miles long between the Escalante-Henrieville 
substation; and other appurtenant structures and equipment; 


the location, nature and character of which are more specifically shown and 
described by the exhibits hereinbefore cited and by certain other exhibits which 
also formed part of the application for license or of applications for amendment 
of the license and which are designated and described as follows: 

Erhibit L-1: (FPC No. 2219-3) Dam and Spillway; 

Erhibit L-8: (FPC No. 2219-5) Powerhouse One Line Diagram; 

Ecvhibit L: Sheet 2 (FPC No. 2219-27) Turbine and Generator Arrangement; 

Sheet 8 (FPC No. 2219-36) Diversion Dam and Capacity Data; 

Sheet 9 (FPC No. 2219-37) Diversion Dam and Spillway Sections; and 

Sheet 11 (FPC No. 2219-33) Valve House and Inlet Structures; and 

Exhibit M: General Descriptions and Specifications of Equipment—Modifi- 
eations of Transmission Equipment—in two sheets, signed March 25, 1958, Gar- 
kane Power Association, Inc., Leland S. Haws, President, and filed May 19 
1958; and 
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Evhibit M: Sheet 3, filed June 22, 1960, a typewritten sheet listing the major 
generating components and appurtenances. 

PARAGRAPH II. Article 25 of the license is amended to read as follows: 

ARTICLE 25. The Licensee shall commence construction of the project works 
constituting the initial development within one year from the date of issuance 
of this license, shall thereafter in good faith and with due diligence prosecute 
such construction, and shall complete the development and place it in operation 
within three years from the date of issuance of this license. The Licensee shall 
commence construction of the West Fork diversion dam, the conduit from the 
West Fork to the East Fork Boulder Creek, and the installation of the third gen- 
erating unit by January 1, 1961, and shall complete these project works by 
December 31, 1961. 

PARAGRAPH III. Article 30 of the license, as amended March 8, 1960, 
is further amended to read as follows: 

Article 30. The Licensee shall pay to the United States the following annual 
charges: 

(1) For the purpose of reimbursing the United States for the costs of adminis- 
tration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (5600 horsepower), plus two and one-half (2%) cents per 
1,000 kilowatt-hours of gross energy generated by the project during the calen 
dar year for which the charge is made; 

(2) For the purpose of recompensing the United States for the use, occu 
pancy, and enjoyment of its lands, exclusive of those used for transmission-line 
right-of-way, an amount to be hereafter determined ; and 

(3) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands used for transmission-line right-of-way only, $133.30 

PARAGRAPH IV. The license for the project is amended to include therein 
the following additional special conditions designated Articles 32, 33, and 34, 
respectively : 

Article 32. The Licensee shall in order to assure coordination with other 
national forest values and for the purpose of minimizing land damage by soil 
erosion, in compliance with the terms of Articles 7 and 16, cooperate with the 
Forest Service in preparing its plans for the location and standards of canals 
and ditches, and of the protection measures required in utilizing natural water 
courses for water transmission. Required protection measures may include 
facilities such as ponds or stilling basins in the constructed and natural water 
courses, and drop structures where water is delivered from pipeline to stream 
channel or ditch. 

Article 33. The Licensee shall file for approval in accordance with the Com- 
mission’s rules and regulations, within one year of the effective date of this 
amendment, revised Exhibit K maps showing the project area and project boun- 
dary of the West Fork diversion and the conduit and the return ditch from the 
East to the West Fork Boulder Creek. 

Article 34. The Licensee shall submit in accordance with the Commission’s 
rules and regulations an Exhibit L drawing showing the conduit from the ter- 
minus of the return ditch to the West Fork Boulder Creek and the Licensee 


shall not begin construction of such conduit until the Commission approves the 
exhibit. 


(D) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute a 
waiver of any other part, provision or condition of the license as heretofore 
amended. 

(E) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313 (a) of the 

676-807—64——_24 
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Federal Power Act and failure to file such an application shall constitute accept- 
ance of this amendment of license. In acknowledgment of the acceptance of this 
amendment of license. it shall be signed for the Licensee and returned to the 
Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


HARKINS & COMPANY (OPERATOR), ET AL., DOCKET NO. G—19832 


ORDER ACCEPTING OFFER OF SETTLEMENT AND CONDITIONALLY TERMINATING 
PROCEEDING 


(Issued August 25, 1960) 


On August 1, 1960, Harkins & Company (Operator), et al. (Harkins) ten- 
dered for filing an Offer of Settlement, pursuant to Section 1.18(e) of the Com- 
mission’s Rules of Practice and Procedure, in the proceeding in Docket No. 
G-—19832. That proceeding concerns a proposed redetermined increased rate 
from 12.12268¢ to 15.0952¢ per Mcf for the jurisdictional sale of gas to Ten- 
nessee Gas Transmission Company (Tennessee) from the Piedre Lumbre Field, 
Duval County, Texas. The proposed increased rate was contained in Supple- 
ment No. 1 to Harkins’ FPC Gas Rate Schedule No. 1, which was suspended 
in this proceeding until April 1, 1960, and until such further time as it is made 
effective in the manner prescribed by the Natural Gas Act. The rate has not 
been placed in effect. 

In its offer, Harkins proposes a settlement rate of 14.6¢ per Mcf (at a pres- 
sure base of 14.65 psia), elimination of the favored-nation and price-redeter- 
mination clauses from its contract, and a revised schedule of periodic rate 
increases at 1.0¢ per Mcf in November 1964, 1969, and 1974. Harkins also pro- 
poses revision of the tax reimbursement provision in its contract. 

In support of the Offer of Settlement, Harkins states that the favored-nation 
and redetermination clauses were important as contractual consideration and 
are now being eliminated, that the settlement rate is below prices in recently 
negotiated contracts, and that Harkins will not likely recover its costs in the 
venture. 

Tennessee has concurred in the offer and has agreed to make the stated con- 
tract changes if the offer is accepted by the Commission. No one has pro- 
tested the offer. 

In our judgment, settlement of this proceeding in accordance with the Offer 
of Settlement is desirable in the public interest and appropriate in carrying out 
the provisions of the Natural Gas Act. Harkins is proposing to eliminate the 
favored-nation and price-redetermination clauses from the contract herein in- 
volved with Tennessee and to waive all future rights and benefits thereunder. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and 
Tennessee, as well as customer companies, of the time and expense which might 
be necessary to the conduct of formal hearings in such rate cases as might other- 
wise arise under such provisions. The resulting stability in gas costs would be 
welcome to all segments of the natural gas industry. Furthermore, freeing the 
Commission and its staff from the need of considering such proposed increases 
would enable us to concentrate our efforts on other matters having possibly 
more serious consequences for the public and the consumer. 


Dean 
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The Commission finds: 

The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Harkins with 
the Commission on August 1, 1960, and in the Appendix * to this order, is in the 
public interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be accepted by the Commission and made effective as herein- 
after ordered. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Harkins on August 
1, 1960, is hereby approved in accordance with the provisions of this order. 

(B) Harkins & Company and other parties of interest to the offer shall 
execute with Tennessee an amendment to the gas purchase contract, as 
amended, filed with the Commission as Harkins’ FPC Gas Rate Schedule No. 1, 
in accordance with the Appendix attached hereto. 

(C) Harkins shall within 30 days from the date of issuance of this order file 
with the Commission the executed agreement with Tennessee required by para- 
graph (B) above and a notice of change in rate, pursuant to Section 154.94 of 
the Commission’s regulations under the Natural Gas Act, from 12.12268¢ to 14.6¢ 
per Mcf as provided by such executed agreement. 

(D) Upon satisfactory compliance with paragraph (C) above, Harkins’ rate 
proposed in the Offer of Settlement is permitted to become effective as of Sep- 
tember 1, 1960 (the requested effective date). 

(E) The acceptance of this Offer of Settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereafter instituted by or against Harkins. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-46 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued August 25, 1960) 


On March 3, 1960, as supplemented on April 18 and May 18, 1960, Panhandle 
Eastern Pipe Line Company (Applicant) filed in Docket No. CP60—46 an applica- 
tion pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing the construction and operation of a new 
tap and regulating and measuring facilities on Applicant’s existing transmission 
system near Lulu in Monroe County, Michigan, all as more fully set forth in 
the application, as supplemented. 

The purpose of the facilities for which authorization is sought is to provide 
an additional delivery point to Applicant’s existing customer, Michigan Gas 
Utilities Company (Michigan Gas) to enable Michigan Gas to render new retail 
natural gas service in the Village of Petersburg and in Bedford Township, 
Monroe County, Michigan, in addition to the service presently being rendered 
in Michigan Gas’ Southern Division. 

The estimated cost of Applicant’s facilities proposed hereunder is $40,200, 
which will be defrayed from cash on hand. 

Michigan Gas proposes to build pipeline facilities at a total estimated cost 
of $3,226,600 which will provide service not only to the two new towns but also 


*Omitted in printing. 
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will provide additional capacity for service to Michigan Gas’ existing markets 
in its Southern Division. Michigan Gas has allocated $3,083,925 of the total 
cost of the facilities which it will build, to the facilities necessary to render 
service to the aforesaid two new towns. 

The estimated peak day and annual requirements of Petersburg and Bedford 
at 14.73 psia are: 





1st year 2d year 3d year 
SE IR icncdcauinacteich castinminersionioperepinecaemasieoeomeniere 1, 525 3, 604 5, 358 
RB isc Sind te ced witb Phncanssdsedbbitiindmasetaen 312, 800 494, 300 788, 000 


Applicant states that there will be no increase in contract demand to the 
distributor for this service. There is no question as to capacity or gas supply 
as far as this proposal concerns Applicant, although Michigan Gas may have 
to obtain additional gas to meet its full firm estimated peak day demands in its 
Monroe and Coldwater Districts after the 1960-61 peak period. 

By letter dated May 13, 1960, the Michigan Public Service Commission 
advised Michigan Gas that it approves the proposed new service and that it 
supports the application of Panhandle Eastern Pipe Line Company in the 
instant docket. 

The service agreement between Applicant and Michigan Gas, executed July 
21, 1959, provides for a total contract demand of 23,700 Mcf per day. Said 
agreement limits the deliveries from Applicant’s so-called West Michigan pipe- 
line to 10,000 Mcf per day, and the remaining 13,700 Mcf per day from Appli- 
eant’s main pipeline to the Monroe area where the proposed new point of 
delivery under this application is located. The distribution system of Michigan 
Gas in the Monroe area is not interconnected with its system receiving gas from 
Applicant’s West Michigan line. 

The addition of service to Michigan Gas for the two new towns proposed 
hereunder may necessitate modification of the existing service agreement to 
permit the increase of volumetric deliveries in the Monroe area by 5,358 Mcf 
per day (the estimated third year requirement for the towns of Petersburg and 
Bedford) with a corresponding reduction in the deliveries from Applicant’s 
West Michigan line. To offset this latter reduction, Michigan Gas could use 
its newly authorized allocation of 6,000 Mcf per day from Trunkline Gas Com- 
pany in Docket No. G-15394. 

Temporary authority to construct and operate the facilities and to sell and 
deliver natural gas as proposed in the application herein was granted to 
Applicant on June 23, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 16, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Panhandle Eastern Pipe Line Company, a Delaware corpora- 
tion having its principal place of business in Kansas City, Missouri, is a “natu- 
ral-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 17, 1945, in Docket No. G-254 
(4 FPC 1081). 
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(2) The facilities hereinbefore described, as more fully described in the ap- 
plication, as supplemented, in this proceeding, are proposed to be used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and the construction and operation thereof by 
Applicant are subject to the requirements of Subsections (c) and (e) of Section 
7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations Under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the exer- 
cise of the rights granted thereunder, and that the time within which construc- 
tion of the facilities authorized by this order shall be completed and placed in 
actual operation should be fixed at six months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Panhandle Eastern Pipe Line Company to construct 
and operate the facilities hereinbefore described, as more fully described in the 
application and exhibits, as supplemented, in this proceeding, for the transporta- 
tion and sale of natural gas as therein set forth, subject to the jurisdiction of 
this Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations Under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations Under the Natural Gas Act is hereby 
fixed at six months from the date on which this order issues. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


H. J. PORTER, ET AL., DOCKET NO. G—20112 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued August 25, 1960) 
On October 23, 1959, H. J. Porter, et al. (Porter) tendered for filing a pro- 


posed increased rate of 15.09520¢ per Mcf for jurisdictional sales of natural 
gas to Tennesseee Gas Transmission Company (Tennessee) from the Sullivan 
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City Field, Hidalgo and Starr Counties, Texas. Porter’s last accepted rate, not 
subject to refund, was 12. 12268¢ per Mcf. 

On November 20, 1959, Porter’s proposed rate contained in Supplement No. 3 
to its FPC Gas Rate Schedule No. 3 was suspended until April 23, 1960, and 
until such further time as it would be made effective in the manner prescribed 
by the Natural Gas Act. Porter has not moved to make its said proposed in- 
creased rate effective subject to refund. 

On August 1, 1960, Porter filed its offer of settlement, joined in the execu- 
tion thereof by Tennessee, of the proceedings in Docket No. G-—20112. The 
Offer of Settlement proposes that (1) of the rate of 14.6¢ per Mcf be filed in lieu 
of the suspended rate of 15.09520¢ per Mcf, and (2) that the favored-nation 
and price redetermination clauses of Porter’s proposed schedule be eliminated 
and that a periodic price increase of 1.0¢ per Mcf, commencing on November 
1, 1964, and increasing 1. 0¢ per Mcf on November 1, 1969, and November 1, 1974, 
be substituted in lieu of the present rate schedule of periodic increases. Por- 
ter requests that the settlement rate of 14.6¢ per Mcf be allowed to become 
effective without obligation to refund as of the date of the issuance of this 
order accepting its proposed offer of settlement. 

We find and conclude that settlement of this proceeding in accordance with 
the offer of settlement, attached hereto as Appendix A,* is in the public interest 
and appropriate to carry out the provisions of the Natural Gas Act. The pro- 
posed offer of settlement would be beneficial to the public and advantageous 
to all concerned, by relieving the Commission and Porter, as well as customer 
companies, of the time and expense which might be necessary to the conduct 
of formal hearings. 

Additionally, the acceptance of this offer of settlement is fair and equitable as 
being in accordance with our approval of similar offers of settlement for sales 
of natural gas in the same area as is involved herein. 

However, we desire to make it clear that acceptance of this offer of settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Porter under the fixed escalation provisions or any other provisions of the 
said offer. 


The Commission finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the offer of settlement filed by Porter with 
the Commission on August 1, 1960, and in the Appendix to this order, is in 
the public interest and appropriate to carry out the provisions of the Natural 
Gas Act and should be accepted by the Commission and made effective as here- 
inafter ordered. 


The Commission orders: 


(A) The offer of settlement filed with the Commission by H. J. Porter, et al., 
on August 1, 1960, is hereby approved in accordance with the provisions of this 
order. 

(B) H. J. Porter and other parties of interest to the offer shall execute with 
Tennessee an amendment to the gas purchase contract, as amended, filed with 
the Commission as Porter’s FPC Gas Rate Schedule No. 3 in accordance with 
the Appendix attached hereto. 

(C) H. J. Porter, et al. shall, within 30 days from the date of issuance of 
this order, file with the Commission the executed agreement with Tennessee 
required by paragraph (B) above together with a notice of change in rate, 


*Omitted in printing. 
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pursuant to Section 154.94 of the Commission’s Regulations, from 12.12268¢ to 
14.6¢ per Mcf as provided in such executed agreement. 

(D) Upon satisfactory compliance with paragraph (C) above, Porter’s rate 
proposed in the offer of settlement is hereby permitted to be effective on the 
date of issuance of this order and the proceedings in Docket No. G-20112 is 
hereby terminated. 

(E) The acceptance of this offer of settlement is without prejudice to any 
findings or determinations that may be made in any proceeding now pending 
or hereafter instituted by or against H. J. Porter, et al. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, 
DOCKET NO. CP60-85 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 25, 1960) 


On April 22, 1960, Transcontinental Gas Pipe Line Corporation (Applicant) 
filed an application and supplement thereto on May-12, 1960, pursuant to Sec- 
tion 7 of the Natural Gas Act, for a certificate of public convenience and neces- 
sity seeking authorization to sell and deliver to Consolidated Edison Company 
of New York, Inc., (Consolidated Edison), through October 31, 19061, 4,750 
Mcf of natural gas per day under Applicant’s presently effective LTF-3 Rate 
Schedule, all as more fully set forth in the application as supplemented. 

By order of the Commission issued March 1, 1957 in Docket No. G—10000, 
et al., 17 FPC 360, Applicant was authorized to sell and deliver to North Caro- 
lina Natural Gas Corporation (North Carolina Natural), up to 39,780 Mcf of 
gas per day, which constituted North Carolina Natural’s estimated third-year 
peak-day requirement (the first year and the second year peak-day require- 
ments respectively being 24,750 Mcf or 36,150 Mcf). The application states 
that North Carolina Natural’s market has developed more slowly than it had 
anticipated, and that, as a result, North Carolina Natural can absorb only 
20,000 Mcf of its present contract demand of 24,750 Mcf per day and therefore 
is now obliged to pay for 4,750 Mcf per day of its contract volumes, which it 
cannot receive and resell. North Carolina Natural has asked Applicant to re- 
lieve it temporarily from this contractural obligation. 

At Applicant’s request and in order to relieve North Carolina Natural from 
this financial loss which is estimated at $15,058 per month, Consolidated Edison 
has agreed to purchase this volume of 4,750 Mcf per day for the period terminat- 
ing on October 31, 1961 under Applicant’s Rate Schedule LTF-3. The applica- 
tion indicates that Consolidated Edison can use such firm service for this 
limited time without disrupting its market and that Transco will be able to 
resume enlarged deliveries to North Carolina Natural when the service proposed 
herein terminates. 

North Carolina Natural has not requested and Applicant is not seeking a 
reduction in the allowance of natural gas for North Carolina Natural heretofore 
ordered by the Commission in Docket Nos. G—10000, et al. 

It appears that the proposed service can be rendered through the facilities of 
Applicant heretofore authorized by the Commission. 
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On May 20, 1960, temporary authorization was granted to Applicant to render 
the proposed service to Consolidated Edison. 

No issue of gas supply is involved in the proposed project. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 18, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware cor- 
poration, having its principal place of business in Houston, Texas, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued November 18, 1948, in Docket No. G—1143. 

(2) The sale of natural gas heretofore referred to and in the application in 
this proceeding is a sale of natural gas in interstate commerce subject to the 
jurisdiction of the Commission and is subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed service by Applicant is required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (19 CFR 157.20) should attach to the 
certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(6) The volumes of natural gas to be sold and delivered by Applicant to Con- 
solidated Edison should be limited to a maximum of 4,750 Mcf per day and 
such sale should be made under Applicant’s LTF-3 Rate Schedule for the per- 
iod ending October 31, 1961. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is here- 
by issued authorizing Applicant, Transcontinental Gas Pipe Line Corporation, 
to operate its facilities and to transport, sell and deliver to Consolidated Edison 
Company of New York, Inc., the volumes of natural gas as hereinbefore set 
forth, all as more fully described in the application as supplemented herein 
upon the terms and conditions of this order. 

(B) The volumes of natural gas to be delivered by Applicant to Consolidated 
Edison shall be limited to a daily maximum of 4,750 Mcf of gas and shall be 
sold under Applicant’s LTF-3 Rate Schedule for the period ending October 31, 
1961. 

(C) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
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to the issuance of the certificate granted in paragraph (A) hereof and to the 
exercise of the rights granted thereunder. 

(D) The authorization issued herein shall not be construed as any assurance 
that the Commission will, at some future date, approve the conversion of the 
authorized LTF-3 service to a long-term supply. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


ARGO OIL CORPORATION, DOCKET NO. G—17411 


ORDER DENYING PETITION FOR REHEARING OR RECONSIDERATION AND MOTION FOR 
HEARING UNDER SHORTENED PROCEDURE 


(Issued August 26, 1960) 


Argo Oil Corporation (Argo), an independent producer, on January 2, 1959, 
filed an application for a certificate of public convenience and necessity au- 
thorizing it to sell natural gas to United Gas Pipe Line Company (United). 
Thereafter, on January 19, 1959, Argo filed a “Petition for Temporary Authori- 
zation” pursuant to Section 157.28 of the Commission’s Regulations under the 
Natural Gas Act. : 

By letter of February 9, 1959, Argo, in accordance with its request, was 
granted temporary authorization to make the sale to United and was notified 
that its rate schedule was being accepted for filing. 

Argo made the initial delivery of natural gas to United on April 5, 1959. 
The sale is being made from the Sunrise Field, Terrebone Parish, Louisiana, at 
a rate of 22.05¢ per Mcf (15.025 psia) which includes 2.05¢ per Mcf reimburse- 
ment for severance tax. 

By notice issued May 20, 1960, Argo’s application was consolidated for pur- 
pose of hearing with numerous other applications and was to be heard under 
the provisions of Section 1.30 (c)(1) or (c) (2) of the Commission’s Rules of 
Practice and Procedure which provide for “Shortened procedures.” 

After publication of the notice Philadelphia Electric Company, on June 13, 
1960, timely filed a petition for leave to intervene in the proceedings upon 
Argo’s application and others. 

In its petition to intervene Philadelphia Electric alleged that Argo proposes 
to sell natural gas to United which sells natural gas to Texas Eastern Trans- 
mission Corporation which resells natural gas to Philadelphia Electric for 
resale for ultimate public consumption. Philadelphia Electric further alleged 
that: 


6. The prices sought to be collected [by Argo] in the instant proceedings 
have not been shown to be justified, and may be unjust, unreasonable, 
unduly discriminatory or preferential, or otherwise unlawful. (Petition 
to intervene, page 5) 


After the filing of Philadelphia Electric’s petition for leave to intervene, the 
Secretary, by notice issued June 17, 1960, severed the proceeding upon Argo’s 
application and others from other consolidated proceedings “for such disposi- 
tion as may be appropriate.” 
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On July 18, 1960, Argo filed a petition for rehearing or reconsideration of the 
notice of severance and motion for hearing under the shortened procedure.’ 
The allegations contained in Argo’s petition may be summarized as follows: (a) 
the notice of severance issued by the Secretary indicates Argo’s application will 
not be heard under the shortened procedures, and that a formal hearing will 
be held thereon at which Argo will be required to justify its rate of 22.05¢ per 
Mcf; (b) the Commission, having issued temporary authorization and having 
accepted the initial rate schedule for filing, would have no authority to reduce 
the initial rate of 22.05¢ per Mcf; and, (c) the proceeding upon the application 
is controlled by the Circuit Court’s decision in Sunray Mid-Continent Oil Co. Vv. 
F.P.C. 270 F. 2d 404 (CA 10, 1959), in which the Court held that an applicant for 
a certificate is entitled to know the conditions under which the service must be 
rendered prior to exercising the right to reject or accept the certificate proffered 
and to dedicate property to public service. In connection with the last allegation, 
Argo contends that having initiated service under the temporary authorization 
with no indication that a price condition may be imposed it would be denied its 
right to accept or reject the certificate if a price condition were to be imposed. 

In our opinion, the petition for rehearing or reconsideration is without merit. 
This proceeding is analogous to Signal Oil € Gas Co. v. F.P.C., 238 F. 2d 771 
(CA 8, 1956) ; cert. den. 353 U.S. 923. In the Signal case the Court said (238 
¥. 2d 773) : 


* * * Signal makes much of the proposition that its rate filed at the time 
it asked for the emergency certificate has “become invested with a com- 
pelling and decisive legal significance.” It says that this rate “is the effec- 
tive rate governing petitioner’s sale. It is the only legal rate.” This state- 
ment is true in so far as it means that no other rate could have been 
charged while the temporary certificate was in effect. Montana-Dakota 
Utilities Co. v. Northwestern Public Service Co., 1951, 341 U.S. 246, 71 S.Ct. 
692, 95 L.Ed. 912. But it is quite another thing to say that by accepting the 
filing of the rate schedule when it granted the temporary certificate the 
Commission precluded itself from exercising any conditioning power it had 
under section 7 (e). Cf. Panhandle Eastern Pipe Line Co. v. F.P.C., 3 Cir., 
1956, 232 F. 2d 467, note 5; Alabama-Tennessee Natural Gas Co. v. F.P.C., 
8 Cir., 1953, 203 F’. 2d 494. 


In the Signal case the company had initiated service under temporary author- 
ization and its rate schedule providing for a 12¢ per Mcf rate had been accepted 
for filing. The temporary authorization issued by telegram provided: 


This [authorization] is without prejudice to such disposition of the appli- 
cation [for a permanent certificate under section 7(c)] * * * as the record 
may require. 


After publication of notice of the application several parties intervened in 
the proceeding upon Signal’s application contending that the price which Signal 
proposed to charge was too high. After hearing the Commission conditioned 
the permanent certificate so as to reduce Signal’s rate from 12¢ to 10¢ per Mcf. 
The Commission’s action in so doing was upheld by the Court. 

In the instant proceeding, Argo, in more comprehensive language than was 
contained in the Signal temporary authorization was made aware of the fact 
that the grant of the temporary authorization was “without prejudice to such 
disposition of the application [for a permanent certificate under section 


27 We are treating the petition as an appeal from the Secretary’s action severing the 
proceeding upon Argo’s application from the other consolidated proceedings and for re- 
consideration of such action. 
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7(c)] * * * as the record may require.” For, in the letter granting temporary 
authorization to Argo, the company was advised that: 

This constitutes all requisite temporary authorization to commence the 
sale of gas, but such authorization and acceptance of the rate schedule are 
without prejudice to such final disposition of the certificate application as 
the record may require and, furthermore, once service is commenced under 
this authorization it may not be discontinued without permission of the 
Commission issued pursuant to the provisions of the Natural Gas Act. 

Where an independent producer commences service under temporary author- 
ization, prior to publication of notice of the application, it is done with the 
risk of having a person, with possible legal right so to do, intervene in the 
proceeding and oppose the grant of the permanent certificate or demonstrate 
that the permanent certificate should not be issued except upon condition with 
respect to price or otherwise.” 

Further, the notice of application issued on May 20, 1960, with respect to 
Argo’s application and others provided in part as follows: 

* * * if a protest, petition to intervene or notice of intervention be timely 
filed in any of the above dockets, the above hearing date as to that docket 
will be vacated and a new date for hearing will be fixed as provided in 
§ 1.20 (b) (2) (sic) of the Rules of Practice and Procedure. 

Thus, Argo was apprised both by the notice of its application and by Section 
1.20 (m) (2) of the Commission’s Rules of Practice and Procedure that in the 
event a “petition to intervene” were filed the “hearing date” with respect to 
the proceeding upon its application would be “vacated.” While we, at this 
time, are not passing upon the merits of Philadelphia Electric’s petition to inter- 
vene we are convinced that Argo’s petition for rehearing or reconsideration 
should be denied. 

For all the foregoing reasons, the Commission finds: 

Argo’s “Petition for Rehearing or Reconsideration of Notice of Severance 
Issued June 17, 1960, and Motion for Hearing Under Section 1.30(c) Rules of 
Practice and Procedure” filed July 18, 1960, should be denied. 


The Commission orders: 


Argo’s petition more fully described in the finding clause hereof be and is 
hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-17485, G—17486, 
G-17874; PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. G—-17487; 
IRON RANGES NATURAL GAS COMPANY, DOCKET NO. G—i7626; EL 
PASO NATURAL GAS COMPANY, DOCKET NO. G—17854; PHILLIPS 
PETROLEUM COMPANY, DOCKET NO. G-18113 


ORDER PARTIALLY GRANTING PETITION FOR AMENDMENT OF ORDER ACCOMPANYING 
OPINION NO. 324 


(Issued August 26, 1960) 


On June 22, 1960, as supplemented on July 1, 1960, Northern Natural Gas 
Company (Northern) filed in the above-entitled proceeding a “Report in Com- 
pliance and Petition for Amendment”’ of the order accompanying Opinion No. 


1 Hereinafter referred to as “petition”. 
2In this connection see Section 157.28 of the Commission’s Regulations under the 
Natural Gas Act. 
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324 issued herein on July 31, 1959, 22 FPC 164. The petition requests that 
certain facilities authorized by the aforesaid order either be deleted or modi- 
fied and also requests that the time be extended within which Northern was re- 
quired to construct the facilities authorized by the order, all as hereinafter 
described. The order accompanying Opinion No, 324 had authorized Northern 
to provide initial natural-gas service to a total of 342 communities located in 
six different states in the Midwest. 

Paragraph (D) of the aforementioned order had conditioned Northern’s 
certificate so as to require the distributors proposing to serve 124 of these com- 
munities to make contributions in aid of constructing the laterals and other 
facilities necessary to serve those communities in accordance with a plan pro- 
vided for in the order and opinion. Northern was further required by Para- 
graph (D) (ix) to file a report within six months after issuance of the order 
indicating any modifications in facilities which might result from the con- 
ditions attached to Northern’s certificate, particularly changes occasioned by 
unwillingness on the part of the distributors to make the contributions required 
for service to the 124 communities listed in appendices to Opinion No. 324. 

On February 1, 1960, Northern filed a “Statement of Compliance” with Para- 
graph (D) (ix) of the order accompanying Opinion No. 324, explaining that 
it was not then in a position to estimate the modifications in facilities which 
might become necessary as a result of the conditions attached to the certificates 
issued by the order accompanying Opinion No. 324. Northern stated that events 
transpiring subsequent to the issuance of Opinion No. 324 might have a sig- 
nificant effect upon the facilities which would ultimately be required to serve 
the communities certificated by the order accompanying Opinion No. 324. Among 
these events were the filing of a petition for review’ of Opinion No. 324 by 
certain interveners who had participated in the proceeding in Docket Nos. G- 
17485, et al., and the granting of the extension of time requested by Iron Ranges 
Natural Gas Company (Iron Ranges) to permit the latter further opportunity to 
satisfy the conditions attached to the certificate issued to Iron Ranges in Docket 
No. G-17626 by the order accompanying Opinion No. 324. 

The aforementioned petition filed by Northern on June 22, 1960, is, therefore, 
Northern’s filing of the data showing the modifications occasioned by the con- 
ditions imposed upon the applicants in the proceeding in Docket Nos. G—17485, 
et al. Northern’s petition precisely itemizes these modifications in facilities and 
states their estimated costs. Northern alleges that the requested modifications 
are necessary and desirable to provide natural-gas service to the communities 
certificated by the order accompanying Opinion No. 324. 

The petition states that the distributors for 28 of the 342 communities certifi- 
cated by the order accompanying Opinion No. 324 have declined to make the 
required contributions and that because Iron Ranges failed to satisfy the con- 
ditions attached to its certificate, 20 additional communities, which were to 
have been served by Iron Ranges, will not receive natural gas as authorized in 
the order accompanying Opinion No. 324. Northern states that it entered into 
a contract with Reserve Mining Company (Reserve) on May 31, 1960, and that 
under the terms of this contract it is obligated to provide Reserve with natural 
gas. Two of the 20 communities which were proposed for natural-gas service 
by Iron Ranges were Two Harbors and Silver Bay, Minnesota. Since the 
proposed line to serve Reserve is designed so as to provide city-gate service to 
the communities of Silver Bay and Two Harbors, the possibility of service to 
these two communities is retained as a current matter to be considered in North- 


2 Minneapolis Gas Company, et al. v. F.P.C., CADC No. 15433, filed November 13, 1959. 
[Ep. Nore: Court’s opinion is reported at 278 F. 2d 870, affirming Commission order. ] 
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ern’s application in Docket No. CP61-1, filed July 1, 1960. For that reason, 
Northern has specified in its petition the main-line facilities which will be 
necessary for service to Reserve, Two Harbors and Silver Bay but has not 
requested that these facilities be deleted from those authorized by the order 
accompanying Opinion No. 324. Because these main-line facilities will be re 
quired only if Northern’s application in Docket No. CP61-1 is granted, this order 
will condition the construction of these facilities upon the issuance to Northern 
of a certificate in Docket No. CP61-1. 

Northern, therefore, requests that the facilities, listed in paragraph (1) (i), 
infra, be deleted because they are no longer needed as a result of the elimina- 
tion of service to the aforementioned 46 communities,’ i.e., the 28 communities 
for which the distributors were unwilling to make contributions and the 18 
communities which will not receive service because of Iron Ranges’ failure to 
perform the conditions attached to its certificate in Docket No. G—17626. 

Because Northern anticipates that El Paso Natural Gas Company (El Paso) 
will soon commence delivery of from 25,000 Mcf to 50,000 Mcf of gas per day 
to Northern at a point on Northern’s main line in Beaver County,‘ Oklahoma, 
Northern does not expect to need the additional 2,000-horsepower unit at its 
Sunray Compressor Station because this additional horsepower had been cer- 
tificated by the order accompanying Opinion No. 324 upon the assumption that 
Northern would be accepting delivery of increased volumes of gas from El Paso 
at the latter’s Dumas, Texas, Station near which Northern's Sunray Compressor 
Station is located. Delivery of gas in Beaver County instead of at Dumas thus 
obviates the need for the additional horsepower at the Sunray Compressor 
Station. 

Northern also desires to have deleted from the facilities authorized by the 
order accompanying Opinion No. 324 those facilities which were certificated in 
conformance with Northern’s indication that it was willing to serve 24 communi- 
ties which had been proposed by interveners to the proceeding in Docket Nos. 
G-17485, et al. By inadvertence, Northern requested that first, second and 
third-year facilities be authorized when only third-year facilities were actually 
needed to serve these 24 communities. Therefore, Northern requests that tne 
first and second-year facilities, listed in paragraph (1) (iii), infra, be deletea 
from the facilities it was originally certificated to construct for this purpose. 

The remaining requests for modifications that Northern makes in its petition 
are related to its having found that installation of compressor units in sizes 
different from those initially proposed in Docket Nos. G—17485, et al., will result 
in savings in construction and operating costs. Among these are Northern’s 
request to install (1) a 2,000-horsepower unit at the Waterloo Compressor 
Station in lieu of the 1,350-horsepower unit formerly requested, (2) 13,600 
horsepower consisting of four 3,400-horsepower units at the Oakland Station 
in lieu of six 2,000-horsepower units at Oakland and one 2,000-horsepower unit, 
at the Palmyra Compressor Station, and (3) three 1,320-horsepower units at 
the Farmington Compressor Station in lieu of three 1,350-horsepower units. 


The names of these 46 communities are: Aurora, Biwabik, Bovey, Braham, Buhl, Calu- 
met, Ceylon, Chisholm, Coleraine, Cooley, Elmore, Fveleth, Gilbert, Grand Rapids. Hib- 
bing, Hoyt Lakes, Keewatin, Manchester, Marble, Mountain Iron, Nashwauk, Rapidan, 
Trimont, and Virginia, all in Minnesota; Adair, Anita. Bellevue, Buffalo Center, Dawson, 
Duncombe, Monita, Onawa, Preston, Sabula, Vincent, and Worthington, all in Iowa; 
Ames, Ithaca, Leshara, Richland, and Rogers, all in Nebraska; and Canistota, Farmer, 
Fulton, Hazel, and Stratford, all in South Dakota. 

* Northern’s application in Docket No. G—18110 and El Paso’s application in Docket No. 
G-—17849 are concerned with obtaining authorization for El Paso to deliver volumes of 
gas to Northern in Beaver County. Temporary authority was issued in these dockets on 


February 26, 1960, and El Paso’s temporary certificate was subsequently amended on May 
11, 1960 and July 5, 1960. 
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On October 21, 1959, in Docket No. G—18756, Northern received temporary 
authorization to construct certain facilities which enabled it to redesign and 
reroute the facilities proposed for serving the communities of Dysart, Garrison, 
Garwin, Gladbrook, La Porte City, Tama, Toledo, Traer and Vinton, Iowa. If 
Northern is permitted to construct the facilities to serve these communities in 
lieu of those previously proposed, there will be a saving in construction costs of 
about $300,920. 

Installation of the aforementioned compressor horsepower at the Waterloo 
Station will enable Northern to operate certain of its proposed branch lines at 
a higher pressure than was previously contemplated and will permit it to reduce 
the size of the branch lines needed to serve the communities listed in paragraph 
(1) (vi), infra, at a saving in construction costs of about $1,243,732. 

Among the facilities which Northern was authorized to construct to serve 
Willmar, Minnesota, and 16 other communities were 50.8 miles of 12-inch line. 
This 12-inch line, as proposed, would extend from the east leg of Northern’s 
system near Farmington, Minnesota, to Willmar, Minnesota, and would cross 
the west leg of Northern’s system about 7 miles from the point of origin near 
Farmington. Northern requests that it be permitted to increase the size of 
this Willmar extension from 12 inches to 24 inches for the 7-mile distance be- 
tween the east and west legs of its system. Northern avers that this enlarged 
interconnection between the east and west legs would permit considerable flexi- 
bility in meeting emergency situations which might occur on the west leg, 
regardless of whether such emergencies necessitate that additional gas be sup- 
plied to the south or north of the proposed 24-inch interconnection. 

Paragraph (C) of the order accompanying Opinion No. 324 had provided that 
Northern should have one year within which to construct the facilities therein 
authorized, except as to branch lines for which the time limitation for construc- 
tion was fixed at two years. Northern requests that it be given a further 
extension of time, to and including October 31, 1962, within which to construct 
the branch lines, and a further extension of time, to and including October 31, 
1964, within which to construct the main-line facilities which were certificated 
by the order accompanying Opinion No. 324. Northern’s petition indicates that 
it has already constructed the facilities necessary to serve 43 of the communities 
authorized by the order accompanying Opinion No. 324 and that it proposes 
to construct the facilities necessary to serve 59 more in 1960 and that the fa- 
cilities required to serve the remaining 194 communities will be constructed 
in 1961 and 1962. Northern’s main-line facilities had originally been proposed 
so as to provide the additional main-line capacity, as required, over a three-year 
period. Thus, it is obvious that whatever final date is fixed for construction of 
branch-line facilities will automatically extend for two additional years the 
final date to be set for construction of the second- and third-year main-line 
facilities needed to supply the increased demands of the newly-attached com- 
munities. 

In connection with Northern’s requested extension of time, the only answer 
filed in reply to Northern’s petition should be considered. This answer was filed 
by the Decorah Gas Company (Decorah) on July 14, 1960, and is entitled “Re- 
sistance of the Decorah Gas Company, Decorah, Iowa, to Petition of Northern 
Natural Gas Company to Amend Opinion No. 324”. Decorah’s complaint is that 
Northern has scheduled construction of the facilities needed to serve Decorah, 
Iowa, in 1961 or 1962 instead of 1960. Decorah alleges that Northern has shown 
no cause for having constructed facilities up to the present time to serve such 
a few of the communities certificated in Opinion No. 324. Decorah also objects 
to Northern’s having proposed to sell gas to Michigan Wisconsin Pipe Line 
Company (Michigan Wisconsin) in its application filed in Docket No. G—20571 
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prior to Northern’s having constructed all the facilities necessary to serve the 
communities certificated in Opinion No. 324. 

Northern listed in the supplement to its petition the 43 communities which 
have already been connected to its system. Of these 43 communities, 37 were 
proposed in Docket No. G—17485 and the remaining 6 were proposed in Docket 
No. G-17486. Since Northern proposed to serve only 39 of the 342 communities 
certificated in Opinion No. 324 in its application in Docket No. G—17485, North- 
ern seems to have already attached all the communities proposed in Docket No. 
G-17485 except two, viz., Braham and Sturgeon Lake, Minnesota. Braham is 
among the communities which will not be served because of the distributor’s 
unwillingness to make the necessary contribution toward construction costs and 
Sturgeon Lake is among the 194 communities scheduled by Northern for service 
in 1961 and 1962. Therefore, of the 342 communities certificated in Opinion 
No. 324, all but one of the communities still awaiting natural-gas service was 
proposed in Docket No. G—17486. Northern has given no reason, other than 
the court review hereinbefore mentioned, for waiting until 1962 to attach some 
of these 194 communities. 

The testimony of record in the proceeding in Docket Nos. G—17485, et al., 
shows that Northern planned to attach the communities proposed in Docket No. 
G-17486 much more rapidly than it has scheduled their attachment in its peti- 
tion to amend the order accompanying Opinion No. 324. That this is true may 
be seen from Northern’s policy witness’ answer to his counsel’s question at 
transcript page 2378 (emphasis supplied) : 


Q. Mr. Strauss, what is the company’s intention in terms of proceeding 
with construction—I am speaking now essentially in terms of time—in 
rendering the service proposed at Docket G—17486 if and when certificated? 

A. * * * We are prepared to commence construction soon after a certifi- 
cate is granted. There is the problem of coordinating construction activi- 
ties with the distributors[’] construction program. And as has been 
indicated on this record here, there are several distributors who have several 
communities within which to build new distribution systems. So our con- 
struction will be geared to be consistent with an[d] parallel and companion 
to the construction programs of the distributors. And if a certificate is 
issued, for example, August 1 of this year in this particular docket, I am 
sure there will be some distributors who will not desire service for some of 
their towns until sometime in 1960, possibly 1961. As far as our physical 
ability is concerned, we could easily construct this whole program by the 
end of 1960. * * * 


The foregoing statement of Northern’s policy witness indicates that North- 
ern has the physical ability to construct all the facilities by the end of 1960 and 
that Northern desires to coordinate its construction program with that of the 
distributors. The policy witness felt that 1961 was the latest time that any 
of the distributors would want service to their communities delayed. There- 
fore, there appears to be no reason for delaying construction of the branch 
lines necessary to serve some of the communities certificated by Opinion No. 
324 to October 31, 1962. To extend the time within which construction should 
be completed beyond October 31, 1961, would be inconsistent with Northern’s 
own representations before the Commission at the time the certificate was orig- 
inally issued in Docket No. G—17486. 

At the same time, assuming that Northern should include some of the 194 
communities scheduled for services in 1961 and 1962 among those which it pro- 
poses to serve in 1960, the Commission does not have in Decorah’s “resistance” 
or in Northern’s petition or in the record in Docket Nos. G—17485, et al., 
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sufficient information to determine which of the 194 communities scheduled 
for service in 1961 and 1962 should be advanced to the group of 59 communities 
which Northern proposes to connect in 1960. However, this order will extend 
the time within which Northern should construct its branch-line facilities to 
and including October 31, 1961. This limited extension will necessarily require 
that Northern provide service no later than 1961 to all of the 194 communities 
now scheduled for service in 1961 and 1962. If Northern finds it possible to ad- 
vance the time it commences service to some of these 194 communities to 1960, 
the Commission would expect Northern to give special consideration to those 
communities which have been seeking gas for the longest period of time. 

As for Decorah’s objection to Northern’s proposal to serve Michigan Wis- 
consin in its application in Docket No. G—20571 prior to rendering service to 
Decorah, it is not possible to comment at this time upon whether that applica- 
tion will be granted or denied; however, even if that application were to be 
granted, it appears that Northern could construct the facilities to serve Michi- 
gan Wisconsin no earlier than 1961, which is the latest time that Northern 
should consider postponing connection of any of the communities certificated 
in Opinion No. 324. 

The Commission finds: 

(1) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Northern’s petition filed June 22, 1960, as supplemented 
July 1, 1960, be granted to the extent necessary to provide for the following 
modifications in the facilities which Northern was authorized to construct in 
the order accompanying Opinion No. 324, 22 FPC 164, 179: 

(i) The facilities listed below are no longer needed because of the elimina- 
tion of service to 46 of the 342 communities certificated in Opinion No. 324 and 
should, therefore, be deleted: 


Facilities Estimated Cost 
8.6 miles of 30-inch line north of Ventura Station $804, 660 
46.0 miles of 20-inch line north of Duluth, Minnesota 3, 757, 800 
2,000 horsepower at the Ogden Station 459, 000 
2,000 horsepower at the Beatrice Station 505, 400 
2,000 horsepower at the Bushton Station 459, 600 
2,000 horsepower 486, 800 


a I TE siesta sistent ccna ih cia a ail $6, 473, 260 


(ii) The 2,000-horsepower unit, estimated to cost $526,000, certificated as ad- 
ditional compression at Northern’s Sunray Compressor Station, should be de- 
leted from the authorized facilities because of Northern’s expectation that El 
Paso will deliver gas to it in Beaver County, Oklahoma, instead of in Texas. 

(iii) The facilities listed below are not needed to serve the 24 communities 
proposed by interveners because Northern's request for these facilities, through 
inadvertence, amounted to a duplication of some of the facilities which Northern 
had otherwise proposed in the proceeding in Docket Nos. G—17485, et al.: 


Facilities Estimated Cost 
7.9 miles of 30-inch line north of Ventura Station $787, 300 
10.9 miles of 30-inch line north of Beatrice Station 1, 041, 700 
2,000 horsepower at the Oakland Station 
2,000 horsepower at the Bushton Station 


OUR) ‘TROGIR CUE i kk Bi a in Sh dtl es $2, 764, 600 
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(iv) The following modifications in installation of compressor horsepower 
should be authorized because of advantages anticipated by Northern in lowered 
initial construction costs and operational costs: 

Estimated Savings 
in Cost of 
Construction 
Installation of 2,000 horsepower at the Waterloo Station in lieu of the 

1,350 horsepower originally proposed 
Installation of 3,960 horsepower at the Farmington Station in lieu of 

the 4,050 horsepower originally proposed 
Installation of 13,600 horsepower at the Oakland Station in lieu of 

12,000 horsepower at Oakland and 2,000 horsepower at Palmyra 

Station 


Estimated Total Savings in Construction Costs $388, 400 


(v) To effect the estimated savings of $300,920 in construction costs, the 
rearrangement of the branch-line facilities necessary for serving the communi- 
ties of Dysart, Garrison, Garwin, Gladbrook, La Porte City, Tama, Toledo, 
Traer, and Vinton, Iowa, as itemized under Tab B of Northern’s petition, should 
be authorized. 

(vi) To effect the estimated savings of $1,243,732 in construction costs, the 
reduction in size of the branch-line facilities necessary for serving the communi- 
ties of Dike, Jesup, Decorah, Lamont, Edgewood, Strawberry Point, Elkader, 
Guttenburg, Tripoli, Sumner, Fayette, Hawkeye, West Union, Elgin, Clermont, 
Postville, Monona, Waukon, Lansing, Ossian, Calmar, Cresco, Hazelton, Arling- 
ton, Oelwein, Cascade, Anamosa, Langworthy, Monticello, and Hopkinton, Iowa, 
as itemized under Tab B of Northern’s petition, should be authorized. 

(vii) The proposed enlargement of seven miles of the certificated Willmar 
lateral from 12 inches to 24 inches so as to interconnect the east and west legs 
of Northern’s system by means of a 24-inch line should be authorized so as to 
afford Northern flexibility in meeting emergency situations which may occur 
on the west leg of Northern’s main line, although this seven-mile, 24-inch 
enlargement will result in an additional construction cost to Northern of 
approximately $287,433. 

(viii) The branch-line and metering-station facilities which Northern would 
have had to construct, at an estimated cost of about $1,739,521, to serve the 46 
communities which have been eliminated are no longer required and should be 
deleted from the facilities which Northern was authorized to construct by the 
order accompanying Opinion No. 324. 

(2) The following main-line facilities are still authorized by the order ac- 
companying Opinion No. 324, but since they will be needed only if Northern re- 
ceives a certificate to serve Reserve Mining Company, Two Harbors and Silver 
Bay, their authorization should be made contingent upon the granting of 
Northern’s application in Docket No. CP61-1. 


Facilities Estimated Cost 
5.1 miles of 30-inch line north of Ventura Station $495, 100 
6.4 miles of 30-inch line north of Bushton Station 704, 800 
2,000 horsepower at the Ventura Station 483, 300 
3,400 horsepower at the Oakland Station 799, 000 


Total Estimated Cost $2, 482, 200 


(3) Northern’s requests for an extension of time, to and including October 
31, 1962, within which to construct the branch-line facilities and extension of 


676—807—641——_25 
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time, to and including October 31, 1964, within which to construct the main 
line facilities authorized by the order accompanying Opinion No. 324 are un- 
supported by reasons justifying such extensions and the extensions requested 
should be reduced as hereinafter provided. 

(4) The petition filed by Northern herein constitutes compliance with the re- 
quirements contained in paragraph (D) (ix) of the order accompanying Opinion 
No. 324. 


The Commission orders: 





(A) Paragraph (A) of the Commission’s order accompanying Opinion No. 
324, issued July 31, 1959, 22 FPC 164, 179, is hereby amended so as to provide 
for the deletion of facilities and modifications in facilities reyuested by Northern 
in its petition filed June 22, 1960, as supplemented July 1, 1960, as hereinbefore 
described in paragraph (1) (i) through paragraph (1) (viii). 

(B) Northern’s authorization to construct the main-line facilities required 
to serve Reserve Mining Company, Two Harbors and Silver Bay, as hereinbefore 
described in paragraph (2), is hereby conditioned upon the issuance of a cer- 
tificate of public convenience and necessity to Northern in Docket No. CP61-1. 

(C) Paragraph (C) of the Commission’s order accompanying Opinion No. 
324, 22 FPC 164, 179, is hereby amended so as to extend the time within which 
Northern shall construct the branch-line facilities authorized in Opinion No. 
324 to and including October 31, 1961, and the time within which Northern shall 
construct the main-line facilities, required to supply the second and third-year 
requirements of the communities to be connected by November 1, 1961, is hereby 
extended to and including October 31, 1963. 

(D) All other provisions of the order accompanying Opinion No. 324, 22 
FPC 179, shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NOS. 
G-20107, G-18511, CP60-13 ; CITIES SERVICE PRODUCTION CO., ET AL., 
DOCKET NO. G-—16854; J. RAY McDERMOTT & CO., INC., ET AL., 
DOCKET NOS. G-17197 AND G-18053; AUSTRAL OIL COMPANY, INC., 
DOCKET NO. G-17563; TRICE PRODUCTION COMPANY ET AL., 
DOCKET NO. G-17635; HUMBLE OIL & REFINING COMPANY, DOCKET 

NO. G-17772; HURLEY OIL & GAS COMPANY ET AL., DOCKET NO. 

G-17775; TEXACO SEABOARD, INC., DOCKET NO. G-17779; PLYM- 

OUTH OIL COMPANY, ET AL., DOCKET NO. G-17931; PAUL F. BARN- 

HART, DOCKET NO. G-17977; K & H OPERATING COMPANY, 

OPERATOR, DOCKET NO. G-—18058; GEORGE R. BROWN, ET AL., 

G-18131; SHELL OIL COMPANY, DOCKET NOS. G—18334 AND G-—18402; 

ZAPATA OFFSHORE COMPANY, OPERATOR, ET AL., DOCKET NO. 

G-18369; JUPITER OILS, INC., ET AL., DOCKET NO. G-—18397; PAN 

AMERICAN PETROLEUM CORPORATION, DOCKET NO. G-18484; HUNT 

OIL COMPANY, DOCKET NO. G-18596; ROY M. HUFFINGTON, INC., 

OPERATOR, ET AL, DOCKET NO. G-18680; SUTTON PRODUCING COM- 

PANY, OPERATOR, ET AL., DOCKET NO. G-18682; SUPERWELL DE- 

VELOPMENT CORPORATION, DOCKET NO. G—18939; TENNESSEE GAS 

TRANSMISSION COMPANY, DOCKET NO. CP60-6. 
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ORDER REMANDING APPLICATIONS 
(Issued August 26, 1960) 


The proceedings in the above listed dockets involve Transcontinental Gas 
Pipe Line Corporation’s proposed expansion program for 1960. In the applica- 
tions involved Transco proposes to construct and operate the facilities neces- 
sary to increase its capacity by approximately 132,216 Mcf of gas per day and 
to receive gas from the producer applicants involved herein. By our order of 
July 18, 1960, we severed the issue of Transco’s gas supply from the general 
proceedings and directed the examiner to issue an initial decision with respect 
to gas supply and deliverability as expeditiously as possible. In keeping with 
this order, after the last briefs were received by the examiner on August 1, 
1960, he issued his initial decision on August 5, 1960. This decision was writ- 
ten with commendable dispatch and sets forth the issues and differences be- 
tween the parties in a clear and concise manner which has greatly facilitated 
our review of the decision and consideration of the exceptions thereto filed by 
our staff and the intervening coal interests. The examiner found in favor of 
Transco on all the aspects of its claimed supply which were questioned by any 
of the parties and concluded that Transco thus showed a 12 year supply and 
had adequately demonstrated that it had the gas supply to support the proposed 
expansion of its facilities. 

If we could agree with the examiner, we would find that there had been a 
showing of adequate supply. But a number of the sources relied upon by Transco 
are open to very substantial doubts and, as the loss of any source would leave 
Transco with less than the required reserves, we believe that the availability of 
adequate gas suppliers must be firmly established before we can certificate any 
further expansion by Transco. 

To begin with, 234,126 MMcf of gas certificated in the proceedings in Docket 
No. G—16603 is included. The certificates for the producer sales of this gas are 
currently the subject of a rehearing as to whether a price condition should be 
attached and thus far the producers have refused to attach the gas until the 
question of price is determined with finality. The examiner correctly noted that 
the question of whether producers wil) accept conditioned certificates is a gen- 
eral industry problem at this time. Apparently he felt that this problem will 
ultimately be resolved in a manner whereby the producer will sell gas to inter- 
state pipelines regardless of the pricing conditions. In a number of recent cases 
it has been our practice to condition the certificates for additional pipeline fa- 
cilities upon the acceptance by producers of conditioned sales certificates. Gulf 
Oil Co., 23 FPC 926, order issued June 30, 1960. Docket No. G—17973, et al., 
Peoples Gulf Coast Natural Gas Pipeline Co., 24 FPC 1, order issued July 1, 
1960, Docket No. G—19086, et al. Inherent in this practice is the principle that a 
necessary supply showing has not been made until the producers relied upon 
for the supplies have actually committed the gas to interstate commerce by 
acceptance of such conditioned certificates. The producer applicants in the pro- 
ceedings in Docket No. G—16603 have not committed the gas and, until they do, 
Transco, contrary to the examiner’s finding, cannot include the gas in its supply 
showing. 

Secondly, Transco has included, and the examiner accepted without reserva- 
tion, 292,835 MMcf of non-flow tested reserves. The examiner again noted 
correctly that flow testing is not a sine qua non of gas supply. However, as we 
indicated in our Trunkline decision, 21 FPC 704, non-flow tested gas supply 
estimates are not fully acceptable either. We have no doubt that substantial 
amounts of gas will eventually be recovered from the non-flow tested sources, 








350 FEDERAL POWER COMMISSION 


but there is no assurance that the estimated volume of 292,835 MMcf will be 
available. But where the overall supply situation of the pipeline is as critical 
as Transco’s, we cannot allow the attachment of additional consumers, based on 
the speculation generated by other and less reliable tests. 

Transco also proposes to purchase largest volumes of gas from certain fields, 
in the later years of their life, than it does in the intervening years, which will 
require the drilling of additional wells to permit such deliveries. Transco and 
the examiner relied on a new agreement with Union Oil of California for addi- 
tional drilling and revised minimum and maximum delivery rates, based on new 
reserve estimates to be made, to substantiate this contention. However, Union 
has sole discretion in the operation and drilling procedures. We find it question- 
able whether Union, or any producer, will consider it good procedure to drill 
additional wells necessary for increased deliveries at a time when the field is 
nearing depletion. 

In determining whether a pipeline has shown adequate reserves of gas to 
support the attachment of additional consumers, we must keep in mind that the 
interests of all of the consumers dependent upon a pipeline are our primary 
concern. Where there is a substantial question as to the ability of the pipeline to 
continue its present services and also give full service to additional consumers 
for a period of time sufficient to justify the installation of expensive gas burning 
equipment and appliances, the proof of at least minimum reserves must not rest 
upon conjectural or highly debatable evidence. A substantial portion of the 
minimum supply showing presented by Transco in these proceedings appears to 
be supported more by hopeful optimism than by firm facts. We would be, there- 
fore, remiss in our duty to consumers who rely upon us for protection if we 
were to allow the proposed expansion without a more substantial showing than 
was made here. 















For the foregoing reasons we feel that it will be necessary to obtain a much 
more complete picture of Transco’s supply situation than is contained in this 
record if we are to certificate any further expansion by Transco. Our staff in- 
dicated in its brief, and Transco on the record, that much more complete in- 
formation and exact figures are available. A full study of these figures may 
settle the other issues raised by our staff and the coal interveners as to whether 
certain fields are “water driven” and the exact historical pattern of Transco’s 
ability to make spot purchases. 

We have given consideration to Transco’s contention that a more complete 
supply showing would have been made if our staff had indicated earlier that 
more information was considered essential. It is apparent that the examiner’s 
findings were based to some extent on this fact and the additional burden 
placed on Transco by the late requests. Regardless of the reason for the in- 
sufficient showing, we must remand these proceedings. Our staff and Transco 
can undertake a joint study as soon as possible in order that Transco’s expansion 
plans may be presented to us again in the near future based on the evidence 
contained in such a study and accompanied by a full supply study. 














The Commission finds: 


(1) The evidence of gas supplies to support the additional facilities proposed 
by Transco in the above proceedings is inadequate to justify certification of the 
proposed facilities. 

(2) These proceedings should be remanded for further study and subsequent 
determination of Transco’s overall gas supply. 





The Commission orders: 





The above captioned proceedings are remanded for the purpose of a joint study 
by Transco and our staff of Transco’s overall gas supply and for the presentation 
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of further testimony by Transco in order that we may determine in a manner 
fully protective of the public interest what, if any, additional facilities by 
Transco may be certificated as required by the public convenience and necessity. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY AND 
NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G- 
19086; HASSIE HUNT TRUST, OPERATOR, ET AL., DOCKET NO. G- 
19115; H. L. HUNT, OPERATOR, ET AL., DOCKET NO. G-19116; HUNT 
OIL COMPANY, DOCKET NO. G-19117; WILLIAM HERBERT HUNT 
TRUST ESTATE, OPERATOR, DOCKET NO. G-19118; LAMAR HUNT ES- 
TATE, DOCKET NO. G-19119; GEORGE W. GRAHAM, INC., OPERATOR, 
ET AL., DOCKET NO. G-19123; PLACID OIL COMPANY, OPERATOR, ET 
AL., DOCKET NOS. G-19124, G-19125; NATURAL GAS PIPELINE COM- 
PANY OF AMERICA, DOCKET NO. G-20202; IOWA SOUTHERN UTILI- 
TIES COMPANY, DOCKET NO. G-—20313: MISSOURI UTILITIES 
COMPANY, DOCKET NO. G-—20335; CITY OF CORNING, IOWA, DOCKET 
NO. G-20591; IOWA-ILLINOIS GAS & ELECTRIC COMPANY, DOCKET 
No. G—20593; LATERAL GAS PIPELINE COMPANY, DOCKET NO. CP60— 
42; IOWA ELECTRIC LIGHT & POWER COMPANY, DOCKET NO. CP60-43 


ORDED DENYING REQUEST FOR REOPENING 
(Issued August 29, 1960) 


On August 10, 1960, Oklahoma Natural Gas Company (Oklahoma Natural) 
filed a request for reopening of the proceedings in Docket Nos. G—19086, G—20202 
et al. Oklahoma Natural alleges that Natural Gas Pipeline Company of Amer- 
ica (Natural) kas filed a new application in Docket No. CP61-30 on July 29, 
1960, in which Natural requests authorization to construct and operate addi- 
tional facilities “dependent upon and inter-related with and supplementary to 
proposals just certified July 1, 1960, in Docket numbers G—19086 and G—20202.” 
Oklahoma Natural further alleges that no new gas supplies have been shown 
to support this new proposal and that this new proposal together with the prior 
expansion constitutes a “piecemeal presentation” in violation of the Natural 
Gas Act and of the Commission’s Rules and Regulations. For the reasons 
which we hereinafter set forth we do not believe that Oklahoma Natural has 
demonstrated that any valid purpose will be served by reopening the proceed- 
ings in Docket Nos. G—19086 et al. 

The mere fact that Natural has applied for a new certificate of public con- 
venience and necessity authorizing the construction and operation of additional 
facilities does not per se mean that the proposals in Docket Nos. G-19086 et al. 
were incomplete. As we pointed out in our Order Granting Certificates issued 
July 1, 1960, 24 FPC 1, and our Order Denying Rehearing issued August 23, 1960, 
24 FPC 322, the expansions applied for in those dockets were required by the public 
convenience and necessity. In those orders, we indicated that adequate supplies 
and markets to justify the expansions were shown. We have not yet considered 
whether or not subsequent expansions of the Natural system would be justified 
as to markets or supplies or that the other criteria which we would regard in 
considering the public interest have been satisfied. The question of the adequacy 
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of gas supply to support the new expansion will, of course, be an issue in the 
hearing on the application filed in Docket No. CP61-30 and can be determined 
separately and apart from the question of gas supply concerning which we have 
made the determination in Docket Nos. G—19086 et al. 

Natural gas pipeline companies, in the operation of their businesses and in 
meeting the public needs, obviously depend upon prior pipeline construction in 
order to determine the bounds of their future expansions, for they must build 
upon the preexisting structure. It cannot, therefore, be assumed that the new 
Natural expansion is a part of its prior expansion. 

It should be noted that in our order of July 1, 1960, certificating Natural’s 
expansion in Docket No. G—20202, we indicated that one benefit to be derived 
therefrom will be the future inexpensive expansibility of that pipeline. We 
do not here determine that such would be obtained by the proposal in Docket 
No. CP61-30. However, we recognized at that time the likelihood of future 
expansions on that system and we should not ignore the possibility that the 
expansion in Docket No. G-20202 may have made possible an application for this 
“less expensive” expansion at this time. We have not yet, nor do we now, deem 
it appropriate to determine whether Natural has a sufficient supply to justify 
its expansion in Docket No. CP61-30. Furthermore, it would be error for us 
to predetermine that any expansions sought by Natural now or in the future are 


dependent upon and a part of prior expansions which they have sought or will 
seek. 


The Commission finds: 


(1) Oklahoma Natural has failed to set forth any valid reasons for reopening 
the proceedings in Docket Nos. G—19086 et al. 
(2) The Commission has no reason to believe that conditions of fact or of 


law have so changed as to require the reopening of the proceedings in Docket 
Nos. G-19086 et al. 


The Commission orders: 


The request for reopening of the proceedings in Docket Nos. G-19086 et al. 


submitted by Oklahoma Natural Gas Company on August 19, 1960 is hereby 
denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


VIRGINIA ELECTRIC & POWER COMPANY, PROJECT NO. 2009 


ORDER APPROVING REVISED PROJECT EXHIBIT AND ADJUSTING AUTHORIZED INSTALLED 
CAPACITY 


(Issued August 30, 1960) 


On July 11, 1960, Virginia Electric and Power Company, licensee for major 
Project No. 2009, filed for Commission approval revised Exhibit M for the 
Gaston Development showing a change in the capacity of the generators to be 
installed therein and other minor changes in electrical equipment. 

The revised exhibit, designated as Exhibit M (Third Amended), which 
supersedes Exhibit M (Amended), now part of the license, shows a change in 
the name plate rating of the generators from 50,000 kva @ 6.9 pf to 55, 600 
kva @ 0.8 pf. The resultant change in kilowatt capacity is from 45,000 kw 
to 44,480 kw for each generator. When converted to horsepower, the author- 
ized installed capacity for purposes of computing the capacity component of the 
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administrative annual charge would be reduced from 373,000 horsepower to 
71, 000 horsepower. 

The licensee proposes to increase the rating of the transformers to match 
the capability of the generators and to step the voltage from 110 kv to 230 kv 
for transmission purposes—the latter being desirable since the licensee is 
superimposing a 230 kv transmission system on its existing system, and part 
of the plan is to extend the 230 kv into the North Carolina service area. The 
licensee states its studies show that connection of Gaston to the 230 kv system 
is now the most economical arrangement from an overall system standpoint. 


The Commission finds: 


(1) Revised Exhibit M (Third Amended) conforms to the Commission’s 
rules and regulations and should be approved as part of the license for the 
project and supersede Exhibit M (Amended) now part of the license should be 
eliminated from the license—all as hereinafter provided. 

(2) The presently authorized installed capacity of the project for the purpose 
of computing the capacity component of the administrative annual charge is 
by this order decreased from 373,000 horsepower to 371,000 horsepower, and 
the annual charge for reimbursing the United States for the costs of adminis- 
tration of Part I of the Federal Power Act, based on such capacity, is reasonable 
as hereinafter provided. 


The Commission orders: 


(A) Revised Exhibit M (Third Amended) is approved as part of the license 
for Project No. 2009, and superseded Exhibit M (Amended) is eliminated from 
the license for the project. 

(B) Article 38 of the license for the project is changed to show 371,000 


horsepower as the authorized installed horsepower capacity of the project. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this order. In the acknowledgment of the acceptance of this order, 
it shall be signed for the licensee and returned to the Commission within 60 days 
from the date of its issuance. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Paul A. Sweeney. 


THD MONTANA POWER COMPANY, PROJECT NO. 2188 
ORDER APPROVING REVISED EXHIBIT L DRAWINGS 
(Issued August 30, 1960) 


On March 11, 1960, The Montana Power Company, licensee for major Project 
No. 2188, filed for Commission approval revised Exhibit L drawings showing 
actual and proposed remedial work to be done at the Hebgen development, 
together with several minor improvements to facilitate the operation of the dam. 

It will be recalled that the Hebgen dam suffered extensive, but not irreparable, 
damage during an earthquake on August 17, and 18, 1959. 

The Chief of Engineers, Department of the Army, has determined that the 
plans showing the proposed remedial work need not be approved by him under 
Section 4(e) of the Federal Power Act. 
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The Commission finds: 


The following described revised Exhibit L drawings conform to the Com- 
mission’s rules and regulations and should be approved as part of the license 
for the project, and superseded Exhibit L, Sheet 1 (FPC No. 2188-74), now 
part of the license, should be eliminated from the license—all as hereinafter 
provided : 


Exhibit L Title Hebgen Dam and 
| Appurtenances 








2188-85 | Detail of Main Structures. 
Sheet 2 2188-86 | Detail of Powerhouse & Tunnel Intake. 


The Commission orders: 


The revised Exhibit L drawings described in the above finding as conforming 
to the Commission’s rules and regulations are approved as part of the license 
for Project No. 2188, and the Exhibit L drawing described in the same finding 
as being superseded is eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck. 
Arthur Kline and Paul A. Sweeney. 


CLARK FUEL PRODUCING COMPANY, DOCKET NO. G-19852; 
CLARK FUEL PRODUCING COMPANY (OPERATOR), ET AL., 
DOCKET NO. G—-1985é 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued August 31, 1960) 


On September 30, 1959, Clark Fuel Producing Company (Clark) tendered 
for filing proposed increased rates and charges for sales of gas subject to the 
jurisdiction of the Commission, which tender was designated as Supplement No. 
4 to Clark’s FPC Gas Rate Schedule No. 5. On September 29, 1959, Clark Fuel 
Producing Company (Operator), et al, (Clark) tendered for filing proposed 
increased rates and charges for sales of gas subject to the jurisdiction of the 
Commission, which tender was designated as Supplement No. 2 to Clark’s FPC 
Gas Rate Schedule No. 1. In each of the aforesaid tenders, Clark proposed to 
increase its rates from 12.12268¢ per Mcf to 15.0952¢ per Mcf for sales of gas 
to Tennessee Gas Transmission Company (Tennessee) from the Sullivan City 
Field, Hidalgo County, Texas. By order issued October 23, 1959, the Commission 
suspended and deferred the use of the aforesaid Supplement Nos. 4 and 2 
until April 1, 1960, and until such further time as each is made effective in the 
manner prescribed by the Natural Gas Act. The proposed increased rates have 
not, as yet, been placed into effect. 

On July 25, 1960, Clark tendered an Offer of Settlement pursuant to Section 
1.18(e) of the Commission’s Rules of Practice and Procedure. 

In its Offer of Settlement, Clark stated that, in consideration for allowing 
the rate of 14.6¢ per Mcf to be made effective and the termination of these 
proceedings, Clark would eliminate from said rate schedules the favored-nation 
and price redetermination clauses, and substitute 1.0¢ per Mcf periodic increases 
in November 1964, November 1969, and November 1974 for the present schedules 
of 1.0¢ per Mef increases. 
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In support of its Offer of Settlement, Clark states, inter alia, that it is now 
entitled, under the contracts to receive a rate of 15. 09520¢ per Mcf for all gas 
sold subsequent to November 1, 1959; that the favored-nation and price-rede- 
termination clauses were an important element of consideration required by 
Clark for the long-term commitment of their gas reserves to the performance 
of the subject contracts; that these clauses provided Clark with the means of 
protecting themselves against inflation and insured them of receiving a price 
approximating the current value of their gas during the term of the said con- 
tracts. 

Tennessee has concurred in the Offer of Settlement and has agreed, in the 
event the Offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the Offer. None of its customers has inter- 
vened in this proceeding or expressed on the record any opposition to the Offer 
of Settlement. 

In the judgement of the Commission, settlement of this case in accordance 
with the Offer of Settlement is desirable in the public interest and appropriate 
to carry out the provisions of the Act. Clark is proposing to eliminate the 
favored-nation and price-redetermination clauses in its contracts with Tennes- 
see involved herein, to waive all its future rights and benefits thereunder, and 
to substitute therefor a rate of 14.6¢ per Mcf with five year periodic increases 
of 1. 0¢ per Mcf until November 1974. 

The proposed Offer of Settlement would be beneficial to the public and advan- 
tageous to all concerned, by relieving the Commission, the producers, and Ten- 
nessee, as well as customer companies, of the time and expense which might be 
necessary to the conduct of formal hearings in such rate cases as might other- 
wise arise under these clauses. The resulting stability in gas costs would be 
welcome to all segments of the natural-gas industry. Furthermore, freeing 
the Commission from the need of considering such proposed increase would 
enable it to concentrate its efforts on other rate cases and other matters hav- 
ing possibly more serious consequences for the public and the consumer. 

However, it should be made clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates pro- 
posed by Clark under the revised schedule of rates or otherwise. 


The Commission further finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Clark with the 
Commission on July 25, 1960, and in the Appendices to this order, is in the 
publie interest and appropriate to carry out the provisions of the Natural Gas 
Act and should be approved by the Commission and made effective as hereinafter 
ordered. 


The Commission orders: 

(A) The Offer of Settlement filed with the Commission by Clark on July 25, 
1960, is hereby accepted in accordance with the provisions of this order. 

(B) Clark shall execute with Tennessee amendments to these parties’ Gas 
Purchase Contracts dated October 17, 1955, and April 5, 1956, filed with the 
Commission as Clark’s FPC Gas Rate Schedule Nos. 1 and 5, in accordance 
with Appendices A and B attached hereto.* 

(C) Clark shall within 30 days from the date of issuance of this order, file 
with the Commission supplements to their aforesaid FPC Gas Rate Schedule Nos. 
1 and 5, under Part 154 of the Commission’s Regulations under the Natural Gas 
Act, the executed agreements with Tennessee required by paragraph (B) above. 


eee 


“Omitted in printing. 
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(D) Upon Clark’s making a satisfactory filing in accordance with the pro- 
visions of paragraph (C) above, the rate of 14.6¢ per Mcf contained in the re- 
quired filings shall become effective as of the date of this order, and the 
proceedings in Docket Nos. G—19852 and G—19853 are terminated. 

(E) The acceptance of this Offer is without prejudice to any findings or 
determinations that may be made in any proceeding which may be heard, or 


in any other proceeding now pending or hereinafter instituted by or against 
Clark 
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Before Commissioners: Jerome Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


APPALACHIAN POWER COMPANY, DOCKET NO. E-6900 
ORDER DENYING INTERVENTION 
(Issued September 1, 1960) 


Arthur Andersen & Co. (Petitioner), filed on August 5, 1960 pursuant to Sec- 
tion 1.8 of the Commission’s Rules of Practice and Procedure, a petition to inter- 
vene in the above-captioned proceeding. 

This proceeding, initiated by order of the Commission issued October 29, 
1959, questions the propriety under the Commission’s Regulations under the 
Federal Power Act including its Uniform System of Accounts Prescribed For 
Public Utilities and Licensees, of certain accounting and reporting practices of 
the Appalachian Power Company (Appalachian), in accounting and reporting 
for general corporate and public reporting purposes of certain annual charges 
and credits arising from accounting procedures of Appalachian for deferred 
taxes on income. Subsequently, the Commission by order issued July 8, 1960, 
directed that a public hearing be held in this matter commencing Septem- 
ber 12, 1960. 

Petitioner in its capacity as a partnership of independent certified public 
accountants bases its request for intervention in. this proceeding upon its 
general professional interest in utility matters. 

In our opinion Petitioner has not shown any “right” or any “interest” of 
the type and character contemplated by Section 1.8 of the Commission’s Rules 
of Practice and Procedure to be necessarily or appropriately represented in 
this, a proceeding involving accounting and reporting practices of Appalachian. 

The Commission’s accounting and reporting requirements herein asserted 
with respect to Appalachian’s accounting and reporting practices, are require- 
ments of general applicability as now prescribed by the Commission through its 
Regulations under the Federal Power Act including its Uniform System of 
Accounts. The above-captioned proceeding, therefore, must be distinguished 
from the proceeding wherein the Commission initiated or promulgated those 
general accounting and reporting requirements; i.e., In the Matter of Amend- 
ment of Uniform System of Accounts Prescribed For Public Utilities and 
Licensees and Annual Report Form No. 1 Respecting Treatment of Deferred 
Taxes on Income, Docket No. R-159, 19 FPC 837. 

Accordingly, we find it necessary and appropriate for the purposes of the 
Federal Power Act that Petitioner’s afore-mentioned petition to intervene in the 
above-captioned proceeding be denied as hereinafter provided. 

Wherefore, the Commission orders: 

Petitioner’s afore-mentioned petition to intervene in the above-captioned 
proceeding is hereby denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


APPALACHIAN POWER COMPANY, DOCKET NO. E-6900 
ORDER DENYING INTERVENTION 


(Issued September 1, 1960)* 





New York State Electric and Gas Corporation (Petitioner), incorporated 
under the laws of the State of New York, with its principal place of business 
at Ithaca, New York, filed on August 5, 1960, pursuant to Section 1.8 of the 
Commission’s Rules of Practice and Procedure, a petition to intervene in the 
above-captioned proceeding. 

This proceeding, initiated by order of the Commission issued October 29, 
1959, questions the propriety under the Ccmmission’s Regulations under the 
Federal Power Act including its Uniform System of Accounts Prescribed for 
Public Utilities and Licensees, of certain accounting and reporting practices of 
the Appalachian Power Company (Appalachian), in accounting and reporting 
of general corporate and public reporting purposes of certain annual charges 
and credits arising from accounting procedures of Appalachian for deferred 
taxes on income. Subsequently, the Commission by order issued July 8, 1960 
directed that a public hearing be held in this matter commencing September 12, 
1960. 

Petitioner bases its request for intervention in this proceeding upon the fact 
that certain of its accounting and reporting practices arising from its account- 
ings procedures for deferred taxes on income have been questioned by the 
Commission in a separate proceeding. That proceeding, now pending before 
the Commission, was initiated by Commission order issued December 16, 1959, 
Docket No. E-6911. Among other things, that order directed Petitioner to show 
cause in writing within sixty days why it should not be found: “That * * * 
[Petitioner] is reporting or proposes to report the financial data required to be 
set forth in Accounts 507A and 266, otherwise than through the Commis- 
sion’s prescribed Accounts, all as indicated above and therefore that it has 
violated and will hereinafter continue to violate the accounting and reporting 
requirements prescribed by the Commission through its Uniform System of 
Accounts; * * *” 

On February 15, 1960, Petitioner filed its written answer to that “Order To 
Show Cause”, in Docket No. E-6911. 

In our opinion Petitioner has not, shown any “right” or any “interest” of the 
type and character contemplated by Section 1.8 of the Commission’s Rules of 
Practice and Procedure to be necessarily or appropriately represented in this, 
a proceeding involving accounting and reporting practices of another Com- 
pany—Appalachian Power Company. The “propriety” of Petitioner’s account- 
ing and reporting practices will be determined in the proceeding currently pend- 
ing before the Commission in Docket No. E-6911 where Petitioner, admittedly, 
is fully represented. 

Moreover, it should be remembered that the Commission’s accounting and 
reporting requirements herein asserted with respect to Appalachian’s account- 
ing and reporting practices, are requirements of general applicability as now 
prescribed by the Commission through its Regulations under the Federal Power 
Act including its Uniform System of Accounts. The above-captioned proceeding, 
therefore, must be distinguished from the proceeding wherein the Commission 


*Rehearing denied by order issued October 7, 1960. 
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initiated or promulgated those general accounting and reporting requirements ; 
i.e., In the Matter of Amendment of Uniform System of Accounts Prescribed 
For Public Utilities and Licensees and Annual Report Form No. 1 Respecting 
Treatment of Deferred Taxes on Income, Docket No. R-159, 19 FPC 837. 

Accordingly, we find it necessary and appropriate for the purposes of the 
Federal Power Act that Petitioner’s afore-mentioned petition to intervene in the 
above-captioned proceeding be denied as hereinafter provided. 

Wherefore, the Commission orders: 

Petitioner’s afore-mentioned petition to intervene in the above-cap.*oned pro- 
ceeding is hereby denied. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Paul A. Sweeney. 









PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-19780 





ORDER OMITTING INTERMEDIATE DECISION, FIXING DATES FOR FILING OF BRIEFS, 
AND LIMITING ISSUES FOR CONSIDERATION IN FIRST PHASE OF PROCEEDING 





(Issued September 1, 1960) 






























On August 3, 1960, at the termination of the first phase of the hearing in 
this proceeding, staff counsel moved pursuant to Section 1.30(c) of the Rules 
of Practice and Procedure that the intermediate decision be waived with 
respect to the four issues set forth in the order issued herein April 29, 1960, 23 FPC 
646, Counsel for Panhandle Eastern Pipe Line Company (Panhandle) and Mich- 
igan Gas Storage Company (Storage Company) objected to the staff’s motion for 
waiver, but requested that oral argument be granted in the event that staff’s 
motion is granted. On August 9, 1960, the presiding examiner certified the portion 
of the record in this proceeding containing staff’s motion and the objections made 
thereto. The staff filed a memorandum in support of its motion on August 12, 
1960, and Panhandle filed its answer and objection to such motion on August 
22, 1960. 

Upon consideration of staff’s motion, and the objections thereto, we find that 
the intermediate decision procedure should properly be waived only with respect 
to the issue of the rate of return and related income taxes to be allowed 
Panhandle. As hereinafter ordered, this will be the only issue to be decided 
in this first phase of this proceeding. The omission of the intermediate decision 
in this proceeding will have the advantage of a speedy and just disposition of 
the afore-mentioned issue which we can properly dispose of without the need 
of a field investigation by our staff. To have the presiding examiner consider 
and issue an intermediate decision upon these matters would unnecessarily delay 
the disposal of them. 

The importance of the speedy disposition of rate matters, in whole or in 
part, was recognized by the Congress when it enacted the Natural Gas Act: 
Section 4(e) of the Act provides that “The Commission shall give to the hearing 
and decision of such questions preference over other questions pending before 
it and decide the same as speedily as possible.” 

We have considered the objections made by Panhandle and Michigan Gas 
Storage Company and believe them to be without merit. We have heretofore 
waived the intermediate decision procedure in rate cases over the objection of 
one or more of the parties, Alabama-Tennessee Natural Gas Company, 11 FPC 
829. Our action was affirmed by the United States Court of Appeals for the 3rd 
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circuit, Alabama-Tennessee Natural Gas Company v. F.P.C. 203 F. 2d 494. Cf., 
Florida Economic Advisory Council v. F.P.C. 251 F. 2d 643. Additionally the 
Interstate Commerce Commission in proceedings involving proposed increased 
rates has waived the intermediate decision procedure over the objections of 
various parties in such proceeding and its action has been affirmed on appeal. 
See Kenny v. United States, 103 F. Supp. 971 (1952) ; Watson Brothers Trans- 
portation Company v. United States, 180 F. Supp. 732 (1960). Cf., Canadian 
Pacific Railway Company v. United States, 158 F. Supp. 248 (1958). 

In finding that the intermediate decision procedure should be waived in the 
first phase of this proceeding, we have considered the Administrative Procedure 
Act, 60 Stat. 237, 5 U.S.C. 1001, et seg. (1946) in particular Sections 5 and 8 
thereof. We can find nothing in said Act or the Attorney General’s Manual 
thereon which—having once concluded from the record made so far in this 
proceeding that due and timely execution of our functions imperatively and 
unavoidably require the omission of the intermediate decision procedure—would 
dictate that we necessarily must have an initial decision by the presiding 
examiner. Also we do not believe it necessary to hear oral argument on this 
one issue. 

In our order issued April 29, 1960, in this proceeding, we set forth issues other 
than rate of return, and related income taxes which would be considered in the 
first phase of this proceeding. However, after consideration of the record 
made thus far, we believe that at this time, and in the circumstances of this 
proceeding, it would be proper to limit the issues to be disposed of in this phase 
to rate of return and related income taxes. 

By the said order, issued April 29, 1960, we adopted the interim order 
procedure for this proceeding. Subsequent thereto, we adopted the interim 
order procedure in Southern Natural Gas Company, Docket No. G-—20509; 
Northern Natural Gas Company, Docket No. G-—19040; and Tennessee Gas 
Transmission Company, Docket No. G-19983. Although in the past we have 
utilized the interim order procedure, it has only been within the past four 
months that we have applied such procedure generally in proceedings involving 
proposed increased rates. Some of the issues set forth in the order of April 
29, 1960, for the first phase of this proceeding present involved technical and 
legal problems. Since the interim order procedure is of recent general applica- 
tion to rate proceedings, we believe it would be fair and equitable to all parties 
to limit the issues in this phase of the proceeding to rate of return and related 
income taxes. That is not to say that in future proceedings, we may not find 
it advisable to dispose of several issues by interim order. 


The Commission finds: 


(1) Due and timely execution of our functions imperatively and unavoidably 
require that the intermediate decision procedure be omitted in the first phase 
of this proceeding. 

(2) The issue to be briefed by the parties and resolved by the Commission 
should be the issue of rate of return and related income taxes. 

(3) The parties should be allowed to file briefs as hereinafter ordered. 

(4) The requests for oral argument should be denied. 


The Commission orders: 


(A) The intermediate decision procedure hereby is omitted in the first phase 
of this proceeding. 

(B) The issue to be briefed by the parties and resolved by the Commission 
is the issue of rate of return and income taxes related. 
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(C) All issues other than rate of return and income taxes related thereto 
which were ordered to be heard in the first phase of this proceeding by the order 
of April 29, 1960, shall be reserved for the next phase of this proceeding, and 
all parties shall have the right to present further evidence, direct or rebuttal, 
and to cross-examine any testimony, whether presently in the record or intro- 
duced in the second phase of this proceeding, upon such issues. 

(D) The presiding examiner hereby is directed to certify to us the evidence 
of record in this proceeding for determination of the issue of rate of return and 
income taxes related thereto under the interim order procedure adopted by the 
Commission by order issued April 29, 1960, and as modified herein. 

(E) Main briefs on the issues specified in Paragraph (B) above shall be filed 
by all parties who desire to do so on or before September 30, 1960, and reply 
briefs, if any, shall be filed on or before October 14, 1960. 

(F) The requests for oral argument made by Panhandle and Storage Com- 
pany be and the same are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TETON VALLEY POWER AND MILLING COMPANY, LIMITED, DOCKET 
NO. E-6947 


ORDER AUTHORIZING SALE AND ACQUISITION OF FACILITIES 
(Issued September 1, 1960) 


Teton Valley Power and Milling Company, Limited (Teton Valley), a corpora- 
tion organized under the laws of the State of Idaho and doing business in 
Idaho and Wyoming with its principal business office at Driggs, Idaho, filed 
an application on June 10, 1960, for an order, pursuant to Section 203 of the 
Federal Power Act, authorizing the sale of all its electric generation, trans- 
mission, and distribution properties and equipment appurtenant thereto to Fall 
River Rural Electric Cooperative, Inc. (Cooperative), a non-profit corporation 
organized under the laws of the State of Idaho and qualified as a foreign cor- 
poration in the States of Montana and Wyoming with its principal business 
office at Ashton, Idaho.* 

Teton Valley is engaged in the generation, purchase, tranmission, distribution. 
and sale of electric energy and serves three villages and adjacent rural areas 
in Teton County, Idaho, and rural areas in Teton County, Wyoming. It has 
a single hydroelectric plant on the Teton River and interchanges electric power 
and energy with Utah Power and Light Company (Utah). 

The Cooperative, which has approximately 1500 members, is engaged in the 
purchase, transmission, distribution, and sale of electric energy and serves rural 
areas in Gallatin Covnty, Montana, and in Fremont, Jefferson, Madison, and 
Teton Counties, Idaho. 

The application recites that the Cooperative proposes to purchase the afore- 
mentioned properties and facilities of Teton Valley under an agreement dated 


*Teton Valley’s application was supplemented by Teton Valley on July 8, 1960, and 
was joined in by the Cooperative July 11, 1960. The joint application was then supple- 
mented by the Cooperative on August 15 and August 22, 1960. Hereinafter, unless the 


context indicates otherwise, the word “application” shall be construed to include all this 
material. 
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November 10, 1959, as supplemented, for a cash consideration of $537,000, subject 
to certain closing adjustments for taxes, prepayments and deferred accounts, 
customers’ deposits and contributions, materials and supplies, and unbilled 
service. The application states that the method of arriving at the amount of 
the consideration was costs and studies made by engineers of the Cooperative. 

The application indicates that the proposed transaction will be in the public 
interest and as grounds therefor states that the systems of Teton Valley and the 
Cooperative are presently integrated; that the proposed sale and acquisition, 
through reduction of administrative force and improved financing ability, will 
facilitate utility plant expansion and the maintenance of existing or improved 
Service to customers; and that no rate increase will result from the transaction. 

According to the application Teton Valley, Cooperative and Utah contemplate 
that upon completion of the herein proposed transaction, they will terminate 
by mutual agreement, two power contracts; one between Teton Valley and Utah 
for the interchange of electric energy and another between the Cooperative and 
Utah for the transmission of this energy. 

Cooperative’s financing of the properties proposed to be acquired from Teton 
Valley, will be as follows: Cooperative proposes to obtain a loan in the amount 
of $429,405 from the Rural Electrification Administration (REA) payable in 
15 years; and to obtain a second loan from REA in the amount of $933,595, 
payable in 35 years, $535,160 of which will be used in rehabilitation of prop- 
erties acquired from Teton Valley. 

Based upon electric utility plant and depreciation reserve balances, as of 
May 31, 1959, and minor amounts for accounts receivable and materials and 
supplies, as of December 31, 1959, the proposed sale and acquisition will result 
in the creation on the books of the Cooperative of an acquisition adjustment 
presently estimated to be $342,284.24 ($537,000 consideration, minus $194,715.76 
net book value of assets). The reserve for depreciation applicable to the 
properties involved is $173,722.33. The Cooperative is of the opinion that this 
reserve will be adequate to provide for plant retirements which are to be made, 
but it appears likely that a loss will be incurred as a result of the proposed 
rehabilitation. Such loss would further tend to increase the plant acquisition 
adjustment. The Cooperative proposes to amortize the acquisition adjustment 
over a period of 35 years. The Commission staff recommends that the amortiza- 
tion period be not longer than 15 years. That has been the maximum period 
generally permitted in prior orders of this Commission for the disposition of 
acquisition adjustments of the type here involved. 

In Cooperative’s joinder filed July 11, 1960, as part of the application (see 
footnote, page 1), Cooperative “requests authority and a license from... 
[this Commission] to operate a hydro-electric generating plant [as proposed to 
be required from Teton Valley] together with a transmission and distribution 
system, including all incidental operations connected therewith.” Cooperative’s 
joinder and the other portions of the subject application do not support this 
request as a request for a commission license pursuant to Part I of the Federal 
Power Act. Moreover, none of the facilities proposed to be disposed of by 
Teton Valley to Cooperative are currently licensed by this Commission pursuant 
to Part I of the Act. And, information currently available to the Commission, 
based upon an office study of the Commission’s files and records, does not reveal 
whether any part of those facilities of Teton Valley are subject to the Com- 
mission’s licensing authority and jurisdiction pursuant to Part I of the Act. 
Accordingly, nothing herein contained shall be construed as passing upon (pur- 
suant to the provisions of Part I of the Federal Power Act) Cooperative’s re- 
quest for a “license”, all as set forth in its “joinder” and referred to above. 
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Written notice of the application has been given to the Idaho Public Utilities 
Commission and the Wyoming Public Service Commission and to the Governors 
of those States. Notice of the application was also published in the Federal 
Register on June 29, 1960 (25 F.R. 6028), stating that any person desiring to be 
heard or to make any protest with reference to the application should, on or 
before July 13, 1960, file with the Federal Power Commission, Washington 25, 
D.C., petitions or protests. No petitions, protests, or requests to be heard in 
opposition to the granting of the application have been received. 

The Public Service Commission of Wyoming and the Idaho Public Utilities 
Commission, by orders dated December 21, 1959, and May 10, 1960, respectively, 
authorized Teton Valley and the Cooperative to consummate the transaction 
herein described : 


The Commission finds: 


(1) Teton Valley, an Idaho corporation, owns and operates facilities, among 
others, which are used for the transmission of electric energy which is 
generated in Idaho and consumed in Wyoming, which facilities are in addition 
to, and do not include, facilities used for the generation of electric energy or 
facilities used in local distribution or only for the transmission of electric energy 
in intrastate commerce, or facilities for the transmission of electric energy 
consumed wholly by the transmitter. Teton Valley is, therefore, a public 
utility within the meaning of that term as used in Section 203 of the Federal 
Power Act. 

(2) The Cooperative, an Idaho non-profit corporation, owns and operates 
facilities, among others, which are used for the transmission of electric energy 
which is generated in Idaho and consumed in Montana, which facilities are in 
addition to, and do not include, facilities used for the generation of electric 
energy or facilities used in local distribution or only for the transmission of 
electric energy in intrastate commerce, or facilities for the transmission of 
electric energy consumed wholly by the transmitter. The Cooperative is, there- 
fore, a public utility within the meaning of that term as used in Section 203 
of the Federal Power Act. 

(3) By the proposed transaction as described above, Teton Valley will sell 
or dispose of the whole of its facilities subject to the jurisdiction of the Com- 
mission and the Cooperative will acquire and merge or consolidate its facilities 
subject to the jurisdiction of the Commission with those of Teton Valley, an- 
other person, all within the meaning and subject to the requirements of Section 
203 of the Federal Power Act. 

(4) The proposed transaction between Teton Valley and the Cooperative, all 
as hereinbefore described, upon the terms and conditions specified in the appli- 
eation, and subject to the provisions of this order, will be consistent with the 
public interest as expressed in Section 203 of the Federal Power Act for the 
reasons recited above. 


The Commission orders: 


(A) The proposed sale or disposition by Teton Valley of the whole of its 
facilities subject to the jurisdiction of the Commission, and the proposed ac- 
quisition and merger or consolidation thereof by the Cooperative, all as described 
above, are hereby authorized and approved upon the terms and conditions set 
forth in the application, subject to the provisions of this order. 

(B) The Cooperative’s acquisition adjustment, presently estimated at $342,- 
284.24, shall be amortized over a period of not over 15 years beginning January 
1, 1961, and ending December 31, 1975, by equal annual charges to Account 537, 
Miscellaneous Amortization. 


676-807 —_61——26 
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(C) The Cooperative shall file with the Commission within 30 days from the 
end of each of the calendar years 1960, 1961, and 1962, a report as to any losses 
incurred during the year after application of accrued depreciation, on the re- 
habilitation of the properties acquired from Teton Valley and such accumulated 
loss, if any, shall be amortized over a period of not over 13 years beginning 
January 1, 1963, and ending December 31, 1975 by equal annual charges to 
Account 537, Miscellaneous Amortization. 

(D) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the issuance of this order. 

(E) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of cost, or any other matter 
whatsoever which is now pending or may come before this Commission, and 
nothing in this order shall be construed as an acquiescence by this Commission 
in any estimate or determination of cost or any valuation of property claimed 
or asserted. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. G—18968 
AND G-18969; ALGONQUIN GAS TRANSMISSION COMPANY, DOCKET 
NO. G-18970; TRANSCONTINENTAL GAS PIPE LINE CORPORATION, 
DOCKET NO. G—19181; NEW YORK STATE NATURAL GAS CORPORA- 
TION, TEXAS EASTERN TRANSMISSION CORPORATION AND TRANS- 
CONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. G-—18961 


ORDER ADOPTING EXAMINER’S DECISION ISSUING CERTIFICATES OF PUBLIC CONVENIENCE 
AND NECESSITY AND DENYING MOTION TO REOPEN AND CONSOLIDATE PROCEEDINGS. 


(Issued September 1, 1960) * 
Syllabus 


1. Since this Winter Service is directly dependent on, and limited by service 
characteristics of, the storage facilities and off-peak capacity necessary for 
it and is thus distinct from other firm services rendered by Texas Eastern, 
it is appropriate that the rate should be based on a separate allocation to 
Winter Service of all storage and other costs directly related to it. P. 366 

2. Commission issues certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act to applicants. 

W. D. Deakins, Jr., Jack D. Head, and Joseph Weiler for Texas Eastern Trans- 
mission Corporation. 
Charles E. McGee, and Francis H. Caskin for Algonquin Gas Transmission 

Company. 

Thomas Brosnan, James B. Henderson, William N. Bonner, Jr., Richard J. Con- 
nor, and John T. Miller, Jr., for Transcontinental Gas Pipe Line Corporation. 

G. Kirby Herrington, Richard B. Gordon, C. William Cooper, and Norman A, 
Flaningam for New York State Natural Gas Corporation. 

Edwin F. Russell and Harry G. Hill, Jr., for Brooklyn Union Gas Company. 

J. Harry Mulhern, Edward 8. Kirby, James R. Lacey, and William R. Duff 
for Public Service Electric and Gas Company. 

Vincent P. McDevitt, Samuel G. Miller, and Henry P. Suilivan for Philadelphia 

Electric Company. 

James O'Malley, Jr., Allison Skinner, Ronald D. Jones, and John A. Lodge 
for Consolidated Edison Company of New York, Inc. 


*Initial decision appears on p. 367. Petition for rehearing and stay denied by order is- 
sued October 28, 1960. Affiliated Ohio Fuel Gas Co., v. F.P.C., 296 F. 2d 594 (CADC 1961). 











FEDERAL POWER COMMISSION 365 


William C. Hart and Frederick H. Clark for The Manufacturers Light & Heat 
Company and The Ohio Fuel Gas Company. 

William Anderson for The Manufacturers Light & Heat Company. 

W. F. Laird for The Ohio Fuel Gas Company. 

Charles S. Rhyne, Herzel H. E. Plaine, Thomas P. Brown, III and Douglas 
Means for City of Pittsburgh, Pennsylvania. 

Richard M. Merriman, Harry A. Poth, Jr., and Peyton G. Bowman, III for 
MidSouth Gas Company and Mississippi Valley Gas Company. 

John H. Groves for Indiana Gas and Water Company, Inc. 

Sidney M. Schreiber for New Jersey Natural Gas Company. 

David K. Kadane and Edward M. Barrett for Long Island Lighting Company. 

J. David Mann, Jr. and John E. Holtzinger for United Gas Improvement 
Company. 

John T. Brown and Donald L. Moritg for Equitable Gas Company. 

John W. Glendening, Jr. and John 8. Schmid for Boston Gas Company, Bristol 
and Warren Gas Company, Brockton Taunton Gas Company, Buzzards Bay Gas 
Compay, The Connecticut Gas Company, Fall River Gas Company, The Hartford 
Electric Light Company, The Hartford Gas Company, New Haven Gas Company, 
The Newport Gas Light Company, North Attleboro Gas Company, Norwood Gas 
Company, The Pequot Gas Company, Providence Gas Company, South County 
Gas Company, Worcester Gas Light Company. 

John A. Gage for Boston Gas Company. 

Allison G. Skinner and Richard L. Brickley for Brockton Taunton Gas 
Company. 

Thomas H. Bilodeau for Fall River Gas Company. 

Robinson, Robinson and Cole for The Hartford Gas Company. 

Cornelius C. Moore for Newport Gas Light Company. 

John N. Worcester for North Attleboro Gas Company. 

Hinckley, Allen, Salisbury 4 Parsons for Providence Gas Company. 

Malloy, Suiiivan & Myerson for Bristol and Warren Gas Company, Pequot 
Gas Company and South County Gas Company. 

William A. Hill for Worcester Gas Light Company. 

Robert L. Russell and George P. Lewnes for the Staff of the Federal Power 
Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

This case principally concerns the applications of Texas Eastern for permanent 
authority to construct and operate the facilities necessary to store, in its Leidy 
and Oakford Storage Fields, volumes of gas transported primarily by using off- 
peak capacity available on its system and thereby provide a limited firm Winter 
Service to its customers. Algonquin seeks similar authority in order to transmit 
and sell to its own customers the Winter Service volumes it receives from Texas 
Eastern. Substantially the same services have heretofore been rendered and por- 
tions of the proposed facilities have been constructed and operated under tempo- 
rary authority granted December 24, 1959. The applications of Transco and 
New York Natural concern the proposed joint development of the Leidy Storage 
Field. Texas Eastern also seeks authority to continue its ACQ-C service as pre 
viously certificated in Docket No. G-12177. The examiner, in his decision issued 
herein on July 22, 1960, has described and analyzed these proposals in detail and 
has found that they are required by the public convenience and necessity. His 
findings and conclusions are fully supported by the record, and his decision, with 
certain minor modifications indicated below, is adopted by the Commission. 

The principal controversy raised by the numerous exceptions to the examiner’s 
decision concerns the rate to be charged for Texas Eastern’s Winter Service. This 
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is a special service made possible by storing volumes of gas not taken by Texas 
Eastern’s customers during off-peak periods and later withdrawing these volumes 
to provide limited firm deliveries within a winter period of 151 days. Since this 
Winter Service is directly dependent on, and limited by the service characteristics 
of, the storage facilities and off-peak capacity necessary for it and is thus distinct 
from the other firm services rendered by Texas Eastern, it is appropriate that the 
rate recommended by Staff and adopted by the examiner should be based on a 
separate allocation to Winter Service of all the storage and other costs directly 
related to it. The Staff’s use of Texas Eastern’s ACQ rate to derive the cost of 
Winter Service gas delivered to storage during the off-peak months is also ap- 
propriate. The priority of Winter Service annual requirements for storage from 
pipeline capacity is in fact almost identical with that of the ACQ service, which 
is also an off-peak service taken by four of Texas Eastern’s customers for storage 
purposes. Subsection (4) of examiner’s Finding No. 7, dealing with the priorities 
of these two services, appears to be unnecessary and should be deleted. Under the 
rates proposed by Staff, the Winter Service will bear its fair share of system costs, 
and will make effective and economical use of tne storage facilities and off-peak 
capacity. 

At the instance of the parties, particularly tle Columbia Companies (Ohio 
Fuel Gas Company and The Manufacturers Light and Heat Company), the 
initial rate question was presented in terms of the detailed requirements of 
Section 4 of the Natural Gas Act. Although this would serve no purpose in 
an ordinary certificate case, the applicants herein already have actual experience 
with the requirements of this service and have alreudy constructed a portion 
of the facilities. In this instance the record made is sufficiently precise and 
complete to support the examiner’s finding that the rates proposed by staff, 
and the principles on which they are based are just and reasonable. It should 
be noted, however, that since the Winter Service rates are based in part on Texas 
Sastern’s ACQ rate, they must be adjusted, by appropriate filings, to reflect 
any changes in the ACQ rate. Ordering paragraph (E) of the examiner's 
decision should be amended to require such filings. 

The multifarious objections to the Winter Service expressed by the Columbia 
Companies in their cross-examination, direct testimony, briefs, and exceptions 
centers around their assertion that storage service should be paid for at firm 
service rates since it is essentially the same as firm service from pipeline 
eapacity. Similarly, the premise of the Columbia Companies’ motion to reopen 
and consolidate this proceeding with Docket No. CP60-122 is that the expan- 
sion of pipeline capacity applied for therein by Texas Eastern could be provided 
from storage without constructing new facilities, if the application for Winter 
Service herein were denied. However, the operating characteristics of this 
storage service, its limited deliverability period and its firm annual supply 
requirements from offpeak pipeline capacity, make it almost the converse of 
firm daily service under Texas Eastern’s DCQ, GS, and SGS rate schedules. 
The substantial and credible evidence herein, which the Columbia Companies 
have failed to rebut, is that new firm service such as that applied for in Docket 
No. CP60-122 cannot be supplied from storage. The exceptions and motion of 
the Columbia Companies should be denied. 


The Commission further finds: 
(1) The initial decision of the presiding examiner, issued herein on July 22, 
1960, should be amended as ordered below, and as so amended should be adopted 
as the decision of the Commission as of the date of issuance of this order. 
(2) The exceptions to the examiner’s decision, and the motion of the Columbia 
Companies to reopen and consolidate this proceeding, should be denied. 
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The Commission orders: 


(A) Subsection (4) of Finding No. 7 of the examiner’s decision is deleted. 

(B) Ordering paragraph (E) of the examiner’s decision should be amended 
to add at the end: “and thereafter such revised tariff sheets as may be necessary 
to reflect changes in Texas Eastern’s ACQ rates.” 

(C) The initial decision of the presiding examiner, issued herein on July 
22, 1960, as amended by this order, is adopted as the decision of the Commission 
as of the date of issuance of this order. 

(D) The exceptions to the examiner’s decision, and the motion of the 
Columbia Companies to reopen and consolidate this proceeding, are denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
UNDER SECTION 7 OF THE NATURAL GAS ACT 


(Issued July 22, 1960) 


WoopaLL, Presiding Examiner: This consolidated proceeding involves six 
applications for certificates of public convenience and necessity under Section 
7 of the Natural Gas Act, as follows: 

1. In Docket No. G—18968, Texas Eastern Transmission Corporation (Texas 
Eastern) seeks authorization to render the proposed new long-term Winter 
Service (WS)* to Equitable Gas Company (of Pittsburgh, Pa.), hereinafter 
referred to as “Equitable” in the Maximum Daily Quantity (MDQ) of 1,500 
Mcfd and 90 M’cf Winter Contract Quantity (WCQ)? 

2. In Docket No. G—18969, Texas Eastern seeks authorization to construct 
and operate natural gas pipeline facilities to render the new Winter Service 
to the following customers (including Equitable) in the volumes shown: 


Maximum daily 
quantity (MDQ) 
23 customers 




























Mef at Mef at 
| 15.025 psia | 14.73 psia 
| 

Algonquin Gas Transmission Company --..........-..-.......--.-..--.-. baat 73, 740 | 75, 217 
Arkansas- Missouri Power Company-................-..- \ . 
Associated Natural Gas Company-._.........-- ‘ j 3, 000 3, 060 
The Brooklyn Union Gas Company..-_.......-- | 60, 000 | 
Consolidated Edison Co. of New York, Inc..._- 45, 000 | 
Consumers Gas Company.............-..--- Eanes | 120 | 
Equitable Gas Company--.-...-..- | 1, 500 
Huntingdon Gas Company ae fa 54 
Illinois Electric and Gas Company ae 4, 500 
Indiana Gas & Water Company, Inc._-....... 3, 000 | 
Lewistown Gas Company-.-_................. : | 54 
Long Island Lighting Company 15, 000 | 
MidSouth Gas Company.....-....-.........- 600 | 
Mississippi Valley Gas Company... --...........---.-.- | 6, 000 
TT ae 1, 500 
New Jersey Natural Gas Company 15, 000 
Ohio Valley Gas Corporation........ - 30 | 
Philadelphia Electric Company | 42,000 | 
Philadelphia Gas Works Division of The United Gas Improvement Company-.-| 12, 500 | 
I 54 
Public Service Electric and Gas Company---- pence: 50, 000 
Shippensburg Gas Company. -.-_...........- | 54 
i RET I Rs EEE Te } 330 | 

ee iidhinatnntibiaetianendiateabeadtedpatahanansta bint ksieiniale sateteeasrinhiimeh Naliatitet mnie 334, 036 340, 724 


1 Proposed Winter Service Rate Schedule (Exhibit 10). 
2 Volumes will be shown at 15.025 psia, with comparative volumes at 14.73 psia some 
times furnished for convenience. 
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In Docket No. G—18969, Texas Eastern seeks authorization to construct 
and operate the following described facilities: 

a. Approximately 83 miles of a 24-inch pipeline extending from its Perulack 
Station in Juniata County, Pennsylvania, to the Leidy and Tamarack Storage 
Pools in Potter, Clinton and Cameron Counties, Pennsylvania. 

b. Approximately 39.6 miles of 36-inch pipeline loops along its existing 
20-inch lines between Station No. 26 Hunterdon County, New Jersey, and 
Station No. 27 located near Linden, Union County, New Jersey. 

ec. Approximately 65.5 miles of 30-inch pipeline loops along its existing 
24-inch pipeline between its Perulack, Pennsylvania, Compressor Station and 
Station No. 26 near Lambertville, New Jersey. 

d. Approximately 3.2 miles of 30-inch pipeline loops from Station No. 27, 
Union County, New Jersey, to Staten Island, New York. 

e. Approximately 22.7 miles of 20-inch pipeline loops between its Station 
No. 25 in Chester County, Pennslyvania, and Chester Junction on the South 
Philadelphia lateral. 

f. A new 3,300 HP compressor station at Perulack, Juniata County, 
Pennsylvania. 

g. Measuring and regulating station, as follows: 

One near Amory, Mississippi, for deliveries to Mississippi Valley Gas 
Company. 

One on Staten Island for deliveries to Long Island Lighting Company, 
Consolidated Edison Company of New York, Inc., and The Brooklyn Union 
Gas Co. 

Additional measuring equipment at Texas Eastern’s existing measuring and 
regulating station at Bound Brook, New Jersey, for deliveries to New Jersey 
Natural Gas Company. 

The location of the facilities, all of which are east of Texas Eastern’s 
Station 21-A, near Connellsville, Pennsylvania, and the Oakford Storage Field, 
with the exception of the measuring and regulating station near Amory, 
Mississippi, are shown on Exhibits 3 and 4. 

The design of the project as well as the system capacity are shown by 
Exhibits 3, 4, 5 and 82. All the facilities for which a permanent certificate 
is sought in these proceedings were designed specifically for and are required 
and necessary to provide the additional capacity to make the Winter Service 
deliveries proposed with the exception of approximately 13.0 miles of the 
39.6 miles of 36’’ loop line between Stations Nos. 26 and 27 (Exh. 82, p. 4). 
It is Applicant’s position that the 13.0 miles of loop should be constructed 
simultaneously with the other construction in order to minimize the total 
cost of the complete loop line. (Exh. 82; Tr. 4 and 5) The testimony shows 
that the construction of this 13.0 miles of 36’’ pipeline will result in economy 
of construction and many advantages to Texas Eastern and its customers. 
Such construction is not unusualintheindustry. (Tr. 536-540) 

The Winter Service proposed in these proceedings is made possible principally 
because of the availability of off-peak capacity on Texas Eastern’s system. 
(See Appendix A attached hereto) 

It is not necessary for Texas Eastern to design and construct any facilities 
from the source of its gas supply in Texas and Louisiana to its storage area 
in Pennsylvania in order to provide capacity to inject gas into storage in 
order to make the proposed WS sales. The evidence conclusively shows that 
sufficient off-peak capacity exists from the sources of supply to the storage 
fields sufficient to transport all volumes of Winter Service gas and to make 
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deliveries of the proposed volumes of ACQ gas to the Consolidated Companies. 
There is no substantial evidence to the contrary. (See Appendix A) 

The record fully establishes that, with the development of the Leidy Storage 
Field proposed in Docket No. G—18961 Texas Hastern’s share of top storage 
capacity will be available to it, which together with uncommitted capacity 
in the Oakford Storage Field, will provide sufficient capacity to meet all 
the requirements of Texas Eastern’s proposed service in these dockets. Exhs. 
21, 85, 8 and 82, pp. 10-11; Tr. 432-434) 

The estimates of Texas Eastern of its system requirements for its presently 
authorized sales and the sales proposed in Dockets Nos. G—18968 and G—18969 
for the years 1961, 1962 and 1963 are reasonable and supported by uncon- 
troverted evidence in these proceedings. It is abundantly clear and uncon- 
troverted by substantial evidence that after the addition of the facilities 
proposed to be constructed Texas Eastern can render the services proposed. 

The first full year of sales will be the 1961-62 Winter Period, with slightly 
less sales being made during the 1960-61 Winter Period. 

The aggregate Winter Contract Quantity (WCQ) related to the total of the 
above Maximum Daily Quantities is 20,042,100 Mcf at 15.025 psia (20,443,486 
Mcf at 14.73 psia). Eight of the above-named Winter Service customers have 
made an election under the provisions of Section 2 of Texas Eastern’s Rate 
Schedule WS and the related total volume of Winter Storage Quantity is 
2,498,931 Mecf at 15.025 psia (2,548,977 Mcf at 14.73 psia). 

The reasons for proposing the Winter Service, and for its desirability, were 
concisely summarized by Mr. B. D. Goodrich, Senior Vice President of Texas 
Eastern in charge of the company’s Gas Division, who was called as a witness 
by the Columbia Companies. (Tr. 785)* 

He testified that the development of the proposed Winter Service was the 
result of several circumstances existing on the Texas Eastern system. (Tr. 
787, 788) Texas Eastern has unused off-peak capacity in its pipeline system 
west of its storage fields. Due to the inability of a number of its customers 
to take their full annual contract quantities of firm gas, Texas Eastern has 
historically found itself with excess gas on its hands during the summer 
season and frequently found itself in the position where it has had to pay gas 
suppliers for gas that could not be taken into the Texas Eastern system and 
disposed of. Texas Eastern has also had unused capacity in its storage fields 
not required for serving its existing customers. These factors, coupled with 
the increasing demand in the market area served by Texas Eastern for some 
sort of a winter storage service to help meet the rapidly growing residential 
house heating load, led Texas Eastern to develop the proposed Winter Service. 

The proposed Winter Service is a firm service rendered from storage during 
the 15l-day winter period from November 16 to April 15. Off-peak gas is 
placed into storage during the summer to meet the demands of this service. 
(Exh. 82, pp. 10-11; Tr. 422-434) Because of the special provisions of the 
service, customers will be given flexibility in adjusting their takes during the 
winter. (Exh. 83, p. 5) The Winter Service customers will execute long-term 
contracts for a specified annual quantity of gas, known as the Winter Contract 
Quantity (WCQ) and will be allowed to take up to a Maximum Daily Quantity 
of Y%oth of this amount. The Average Daily Quantity (ADQ), being the Win- 
ter Contract Quantity, divided by 90, is used as the billing demand. The serv- 


*The Ohio Fuel Gas Company (Ohio) and The Manufacturers Light & Heat Company 
(Manufacturers), subsidiaries of the Columbia System, joint interveners herein. 
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ice agreements contain a 100 percent take or pay for provision, applicable to 
the Winter Contract Quantity less whatever gas the customers have placed 
into storage under the option. An additional feature of the proposed Winter 
Service is the storage option provision permitting a customer taking gas under 
Texas Eastern’s DCQ or GS rate schedule to have up to 30 percent of its Winter 
Contract Quantity put into storage by backing off on its takes of DCQ or GS 
gas during the summer months. (Exh. 83, p. 6 and Exh. 10) By exercising 
this option such a customer would either be able to improve its DCQ or GS 
service load factor or be able to have gas go into storage for use during peak 
load periods that otherwise would be sold as interruptible gas or used as boiler 
fuel. (Exh. 10) 

All of Texas Eastern’s customers, including the Columbia Companies, were 
given the opportunity to take Winter Service. (Tr. 796-798) The Columbia 
Companies, owners of extensive storage facilities, did not avail themselves of 
the opportunity to take the proposed service because its policy witness Batten 
testified it could obtain storage service from its own storage fields more cheaply. 
But its own statement may disprove that claim. (See Algonquin’s Reply 
Brief, p.14, footnote 11.) (Tr. 1394) 

During 1959 the Columbia System withdrew from storage 144,802,981 
Mef out of 204,582,094 Mcf of top storage capacity available for withdrawal 
(Tr. 1534) or 60 M’cf of top storage unused, which is more than the total 45 
M’cf of top storage capacity available to Texas Eastern. 

By combining the use of its off-peak pipeline capacity west of storage with 
gas available during off-peak periods and unused storage capacity, Texas East- 
ern will not only be able to make rore efficient use of its pipeline and facili- 
ties to the benefit of all of its customers, but will provide a type of Winter 


Service that will help its customers meet the winter time heating demands of 
their consumers. (Tr. 787) 

Clearly, as the witness for the Staff, Mr. Currv, testified, the proposed Winter 
Service is a desirable service and is in the public interest. The Staff witness, 
Mr. Curry, summarized the desirability of the Winter Service as follows: 


A. * * * T believe the type of service proposed, i.e., Winter Service is 
a desirable service and is in the public interest. In effect it substitutes 
one peak shaving service by the pipeline supplier for individual peak shav- 
ing by many of the distributor customers. It seems apparent that the 
substitution of one for many services should be a worthwhile economy so 
long as the customers who do not want such a service are not required 
to pay for it or to subsidize those who do want the service by contributing 
to its cost. Actually in this project I believe all customers benefit under 
the rates I have proposed since the off-peak volumes of gas put into storage 
for Winter Service bear a fair share of the existing demand costs and the 
cost of the new facilities is borne only by those receiving Winter Service. 
The proposed operation should result in a higher load factor as related to 
present pipeline capacity because of the summer deliveries to storage. 
(Exh. 136, p. 10.)* 


On December 24, 1959, pursuant to an application for a temporary certificate 
filed by Texas Eastern in Dockets Nos. G—18968 and G-18969, the Commission 
granted Texas Eastern temporary authorization in such dockets to construct 


* Applications seeking authorization to perform the same services were filed on October 6, 
1958, and January 26, 1959, in Dockets Nos. G—16505 and G—17652, respectively, but 
were rejected by the Commission on June 19, 1959, for failure of another party to file a 
dependent companion application. 
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and operate a portion of the facilities applied for and to render a Winter Service 
to the parties described in such application until November 15, 1960. Such 
temporarily authorized facilities consist of approximately 3.2 miles of 30-inch 
pipeline loop from Texas Eastern’s compressor station in Union County, New 
Jersey, to Staten Island, New York (the estimated 3.5 miles turned out to 
actually be only 3.2 miles), and approximately 12.24 miles of 30-inch pipeline loop 
from a point east of the Bechtesville Compressor Station in Pennsylvania to 
connect with an existing 30-inch pipeline loop west of Lambertsville, New Jersey. 


Capital Cost of Proposed Facilities 


Texas Eastern has proved the estimated total capital cost of the facilities 
proposed by it in Docket No. G—18969 and of the development of its share of the 
Leidy Storage Field in Docket No. G—18961 (Exhs. 6 and 75) to be $49.677,7 
(Exh. 6, p. 1) by uncontroverted evidence. The estimated total construction 
cost of the facilities proposed in Docket No. G—18969 is $40,668,000. (Exh. 6, pp. 
2-17) The estimated cost of development of Texas Eastern’s share of capacity 
in the Leidy Storage Field is $8,022,400. (Exh. 6, p. 18) In addition, the 
estimated interest during construction and the cost of securing a certificate is 
$987,300. (Exh. 6, p. 1, Exh. 75, p. 15; Tr. 222) 

3. In Docket No. G—18969, Texas Eastern also seeks authorization to sell 
and deliver up to 20,000,000 Mcf of Annual Contract Quantity gas service (under 
its presently effective Rate Schedule ACQ-C) at the presently effective rate to 
four subsidiary companies (which presently receive such service) of the Con- 
solidated Natural Gas System, as joint customers, namely, The East Ohio Gas 
Company, The Peoples Natural Gas Company, New York State Natural Gas 
Corporation (NY Natural) and Hope Natural Gas Company (hereinafter re- 
ferred to as the Consolidated Companies), for a primary period of 20 years 
commencing January 1, 1961, and thereafter from year to year until terminated 
by Texas Eastern or the customers upon 12 months written notice. This iden- 
tical service has been rendered under a contract dated March 20, 1957, as cer- 
tificated by the Commission by its order of July 18, 1958, in Docket No. G-12177 
(20 FPC 56). 

Under Texas Eastern’s existing Rate Schedule ACQ-C, Texas Eastern is 
obligated to deliver during each year a quantity of natural gas equal to the 
Annual Contract Quantity (ACQ) specified in the service agreement between 
such buyer and Texas Eastern. Texas Eastern may not make deliveries under 
Rate Schedule ACQ when such deliveries will impair its ability to meet obliga- 
tions under other firm gas rate schedules; however, deliveries under such rate 
schedule have priority over deliveries under Texas Eastern’s Rate Schedule I— 
Interruptible Service. The proposed ACQ service to the Consolidated Com- 
panies can be rendered by means of Texas Eastern’s existing facilities. No new 
facilities are proposed to be constructed or used for this service. The continua- 
tion of the proposed ACQ service to the Consolidated Companies is uncontested 
both as to the provisions governing such service and the rate under which such 
service is to be performed.’ The uncontroverted evidence clearly establishes 
that the continuation of such service is required by the present and future public 
convenience and necessity. Columbia’s proposed denial is discussed below. 

4. In Docket No. G-18961, Texas Eastern, NY Natural and Transcontinental 
Gas Pipe Line Corporation (Transco) seek authorization to construct and 


5 See, however, NY Natural’s initial brief, pp. 9 and 10. When the proposed amendment 
of Rate Schedule ACQ-C is made under the proposed condition which is adopted herein 
these Consolidated Companies can no longer maintain the suggested position that these 
rates must be reduced in a future rate case. 
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operate facilities for the development and utilization of the Leidy Storage Field 
in Potter, Clinton and Cameron Counties, Pennsylvania, to the extent of Texas 
Eastern’s share of capacity of the Leidy and Tamarack Storage Fields. Such 
development and utilization is necessary to enable Texas Eastern to render the 
Winter Service proposed in Dockets Nos. G—18968 and G-—18969. This joint 
application was filed with the Commission on July 14, 1959. Texas Eastern has 
heretofore acquired an undivided one-fourth interest in the Leidy and Tamarack 
Storage Fields pursuant to Commission authorization in Docket No. G—13793 
(20 F.P.C. 264), Exhibit 18, Tr. 1657-1660. The proposal relates to the agree- 
ment between the parties dated July 6, 1959, and April 14, 1960, designated as 
Amendments Nos. 2 and 3 to the Transfer and Storage Agreement, dated Sep- 
tember 18, 1958, as amended on March 2, 1959, and the plan of partial develop- 
ment of Texas Eastern’s share of the storage capacity as set forth as Amended 
Appendix G to that Amendment. (Exh. 20) The original agreement is on file 
and in effect as Rate Schedule X-6 in NY Natural’s FPC Gas Tariff, Original 
Volume No. 2, as authorized in Docket No. G-13793 by Commission’s Opinion No. 
315 and order issued September 4, 1958, as a part of the consolidated matter of 
Transco, Docket No. G-13143 et al., in which proceeding a plan for the develop- 
ment of Transco’s one-quarter share in the top storage capacity of these storage 
fields and for the rendering to its customers of a storage service was approved. 
The facilities there approved for construction by Transco were 193 miles of 
23%4-inch transmission line extending from Transco’s main 36-inch transmission 
line in New Jersey to the Leidy Field. (Exh. 68) 

The evidence relating to the proposed construction and operation was devel- 
oped and presented by NY Natural’s witnesses. (Exhs. 18-21; 85-86) Transco 
is required to pay one-half of the cost of these additional storage field fa- 
cilities, estimated to cost $5,640,762 (Exh. 19, pp. 13, 14; Exh. 85, pp. 3, 4), 
or $2,820, 381. (Exh. 72, p. 3, line 3) Texas Eastern will reimburse Transco 
50 percent of the initial development cost, less acquisition cost and cost of 
base gas, which reimbursement will cover the estimated cost of the Com- 
pressor Station 54 applied for by Transco in Docket No. G—19181 herein, and 
Transco’s share of the additional cost of field facilities applied for in Docket 
No. G—18961 herein and still provide a net increase of $2,040,078 in Transco’s 
eash position. (Exh. 72, p. 3, line 11) Transco established by unconverted 
evidence that its construction costs can be financed readily and that operat- 
ing expenses will have a de minimus effect on system revenues, expenses and 
income. (Quinn, Exh. 130) There is no revenue effect as there are no sales 
or services by Transco herein proposed or involved. The operating expenses 
in the third year (assumed to be 1963) are more than offset by the reduction 
in Transco’s share of field operating expenses when Texas Eastern begins 
utilization of its share of top storage capacity in the Leidy Field. (Exh. 
73, p. 3) 

In Docket No. G—18961, it is proposed to further develop the Leidy Storage 
Field to the extent of Texas Eastern’s share of the Leidy and Tamarack 
Storage Fields by the construction and operation of additional facilities and 
the performance of certain other work including the injection of base stor- 
age gas in the Leidy Storage Field. The facilities and such other work esti- 
mated to be necessary for the development and utilization by Texas Eastern 
of its share of such Storage Fields are set forth on Pages 13 and 14 of Exhibit 
19 and consist of the construction and operation of additional pipelines, meas- 
uring equipment, compression and appurtenances thereto to the existing com- 
pressor station in the Leidy Storage Field and the performance of work on 





certain wells. The evidence demonstrates that the facilities will be adequate 
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to carry out the further partial development of the Leidy Storage Pool to 
provide 15,000,000 Mcf top storage capacity proposed for Texas Eastern, in ad- 
dition to the 15,000,000 Mcf of such capacity already authorized and devel- 
oped for Transco. 

The substantial, undisputed evidence of record shows that the granting of 
the application in Docket No. G—18961 is required by public convenience and 
necessity. 

5. In Docket No. G-19181 Transco proposed to construct and operate a new 
6,000 BHP Compressor Station (No. 54) on the Leidy line, which will be 
required when Texas Eastern’s share of Leidy Field is developed, to permit 
Transco to meet its obligations under the Transfer and Storage Agreement 
to deliver gas to NY Natural, the Field Operator, at not less than the pressure 
of 1,000 psig. 

Transco’s evidence shows the location of the new Compressor Station 4 
and the operating conditions, at maximum capacity, on the Leidy transmis- 
sion line, with the new station installed. (Exhs. 68 and 69) The maximum 
operating condition shown assumes the construction of the facilities proposed 
in Transco’s 1960 expansion application (Docket No. G-20107 et al.) which is 
currently in hearing and which is moving toward decision alongside this 
proceeding. The testimony of Transco’s engineering witnesses showed that 
the proposed facilities, including contingencies and interest during construc- 
tion, will cost $2,995,000, that the estimated cost is reasonable and adequate 
and that the proposed facilities are necessary and adequate for the operations 
proposed. (James Fowler, Exh. 128; Raymond Crowe, Exh. 129; see also 
Exh. 70) The exclusive unconverted evidence establishes that the granting 
of this application is required by the public convenience and necessity. 

6. On July 14, 1959, and March 23, 1960, Algonquin Gas Transmission 
Company (Algonquin), a Delaware corporation having its principal place of 
business in Boston, Massachusetts, filed in Docket No. G—18970 an application 
and two supplements thereto, pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of designated facilities necessary for the rendition 
of a new service to 18 of its 23 existing firm customers. 

Algonquin seeks authorization to sell on a long-term basis the following 
Maximum Daily Quantities (MDQ) and Winter Contract Quantities (WCQ) 
of gas under its winter service Rate Schedule WS-—1 to the following customers: 


MD WwcQg 
Customers (Mef (Mef @ 
14.73 psia) | 14.73 psia) 


Boston Gas Co 
Briston & Warren Gas Co 
Brockton-Taunton Gas Co 
Buzzards Bay Gas Co 
Connecticut Gas Co 
Fall River Gas Co 
Hartford Electric Light Co 
Hartford Gas Co 
New Haven Gas Co_-_-_. 
New Jersey Natural Gas Co 
Newport Gas Light Co... 
North Attleboro Gas Co... 
Norwood Gas Co..............-.- 
Orange & Rockland Utilities, Ine 
Pequot Gas Co 
Providence Gas Co 
South County Gas Co 
Worcester Gas Light C 

75, 130 4, 507, 830 


* Northern Division only. The Central Division obtains Texas Eastern gas only. 
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The first full year of such sales will be the 1961-62 winter period. 
service sales during the 1960-61 period will be slightly less in volume. 

The gas supply required to make the proposed WS sales will be purchased 
from. Texas Eastern. (Exh. 110, p. 6) Texas Eastern seeks authorization in 
its Docket No. G—18969 to sell and deliver to Algonquin on a long-term basis 
under its Rate Schedule WS a Maximum Daily Quantity of 75,217 Mcf and a 
Winter Contract Quantity of 4,513,021 Mcf, both at 14.73 psia. 

The needs of Algonquin’s customers for the volumes of natural gas proposed 
to be sold to them by Algonquin in Docket No. G-18970 have not been questioned. 
Each of Algonquin’s customers desiring to purchase Winter Service gas has pre- 
sented testimony in this proceeding as to its respective need. Practically speak- 
ing, the only cross-examination of these witnesses related either to the nature 
aud extent of their production facilities for peak-shaving purposes or the value 
to them of the proposed WS service. 

The bases for the estimated needs of Algonquin’s customers have been fully 
explained by representatives from each of the 18 customers desiring WS service. 
(Exhs. 50-67) Witness Thorn testified that, based on his negotiations with the 
Winter Service customers, he had been assured that they would purchase their 
estimated needs. 

The reasonableness of such market estimates has been convincingly 
demonstrated. 

This new Winter Service will provide long-term firm service to Algonquin’s 
customers during the period from November 16 through April 15 on a long-term 
basis.© As proposed, Winter Service will be provided during each winter period 
and will terminate on April 15, 1978. 

Algonquin has rendered the proposed Winter Service to its customers during 
the 1959-60 winter period as a result of the issuance of temporary certificates, 
each dated December 24, 1959, to Texas Eastern in Docket No. G—18969 and to 
Algonquin in Docket No. G-18970. Based upon the temporary certificates 
granted in Dockets Nos. G—16506 and G—18970, Algonquin has rendered during 
the past two winters the Winter Service fur which it seeks final authorization 
on a long-term basis. Algonquin was also authorized to construct and operate 
designated facilities required to render the temporary authorized service; these 
facilities are a part of the facilities proposed in Docket G—18970 for all of which 
Algonquin presently seeks a permanent certificate. 

By its “Notice of Applications, Consolidation of proceedings and Date of Hear- 
ing,” dated March 22, 1960, the Commission set Algonquin’s application iu 
Docket No. G-—18970 for hearing and consolidated it with the above-captioned 
dockets. Hearings in this consolidated proceeding commenced on May 2, 1960, 
and terminated on June 10, 1960. 

Algonquin’s application is primarily related to the application of Texas East- 
ern in Docket No. G-18969. Texas Eastern is the sole supplier of Algonquin and 
the latter’s proposed Winter Service depends upon the sale of Winter Service gas 
by Texas Eastern to Algonquin, as proposed in Docket No. G—18969. 

The terms and conditions of Algonquin’s Winter Service are set out in detail 
in Exhibit 46 herein, as such is modified by the testimony of John B. Thorn, 


Winter 


* Algonquin first proposed its Winter Service project in an application filed October 7, 
1958, in Docket No. G-16506. The Commission granted Algonquin a temporary certificate 
dated December 5, 1958, to render winter peaking service, as proposed in G—16506, during 
the winter period ending April 15, 1959. Algonquin rendered this temporarily-authorized 
service. However, on June 19, 1959, the Commission rejected Algonquin’s application in 
Docket No. G—16506 solely because of the failure of another party to make a “necessary 
companion filing.” Shortly after this rejection, Algonquin filed its instant application 
in Docket No. G—18970. 
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Algonquin’s Vice President, Sales and Rates (Tr. 1082-83). Essentially, Algon- 
quin’s proposed Winter Service, which is available to all customers purchasing 
under Algonquin’s Rate Schedule F-1, is a long-term firm winter service to be 
rendered each winter beginning on November 16 and continuing through the next 
succeeding April 15. Algonquin shall be obligated to deliver to a purchaser 
under its Rate Schedule WS-1 (Exh. 46) a quantity of gas designated as 
the Winter Contract Quantity during such winter period and a quantity of gas 
designated as the Maximum Daily Quantity on any given day within such 
winter period. 

Before filing its application in Docket No. G—-18970, Algonquin conducted a 
survey of all of its F-1 customers and determined that 18 of its existing F-1 
customers were eager to avail themselves of the proposed Winter Service. 
(Exh. 110, pp, 7-8) 


Algonquin’s Proposed Facilities 


Algonquin seeks permanent authorization to construct and operate the fol- 
lowing facilities in order to perform its proposed Winter Service: 

(1) An additional 4,000 horsepower at its existing compressor station in 
Cromwell, Connecticut. 

(2) An initial installation of 4,000 horsepower at a new compressor station 
in Stony Point, New York. 

(3) 16.9 miles of 20-inch pipeline looping that portion of Algonquin’s 16-inch 
G-1 lateral from the main line at Mendon, Massachusetts to the Providence 
lateral tap in Attleboro, Massachusetts. 

(4) 13.0 miles of eight-inch pipeline looping that portion of Algonquin’s 
six-inch G—S8 lateral from a point where the G-S8 lateral connects with the G-1 
lateral in Freetown, Massachusetts. 

Of these facilities for which final authorization is sought, the additional 4,000 
horsepower at Cromwell, six miles of the 20-inch looping, and three miles of the 
eight-inch looping have already been installed pursuant to the Commission’s 
temporary certificate, dated December 24, 1959, in Docket G—18970. 

The location of all of the proposed facilities are depicted on Exhibit No. 49 
(page 2). The estimated capital cost of these facilities is $5,502,200, which 
includes $2,972,500 for compressor construction and $2,529,700 for pipeline loops. 
(Exh. 48, p.1; Exh. 111, p.3) 

Elmer Anderson, Algonquin’s Chief Engineer, testified as to the reasonable- 
ness of the cost estimates and as to the capabilities of the proposed facilities 
to render Algonquin’s Winter Service as proposed. (Exh. 111, pp. 4, 6; Tr. 
1064-65) His testimony was not controverted. 


Financial Feasibility 


Algonquin will finance the cost of its proposed facilities, totalling $5,502,200, 
through the use of retained earnings and the issuance of $2,000,000 of 5% 
percent bonds maturing in 1978. (Exh. 110, p.8) The issuance of these bonds 
is a part of a $10,000,000 financing which was consummated in September 1959. 
Provision has also been made for obtaining a $500,000 short-term bank loan, 
if additional working capital is required in 1962. 

Certain of the proposed facilities, hitherto referred to, are presently installed 
pursuant to a temporary certificate. The estimated cost of the proposed facili- 
ties not yet installed is $3,679,500. 

Witness Thorn testified that sufficient funds for payment of all of the pro- 


posed facilities will be made available by this plan of financing. (Exh, 110, 
p. 8) 
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Algonquin’s Proposed Winter Service Rate 





As already indicated, Algonquin proposes to render its Winter Service at the 
flat rate of 89.5 cents per Mcf, at 14.73 psia. (Tr. 1083) This rate is designed 
to recover the cost of rendering the Winter Service, including a 6% percent 
return. (Exh. 47; Tr. 1082-83) 

The cost support for Algonquin’s proposed WS-1 rate can be divided into two 
categories: (1) the cost of purchasing Winter Service gas from Texas Eastern 
at 68.3 cents per Mcf and (2) the cost of transporting the Winter Service gas 
received from Texas Eastern at Lambertville, New Jersey, through Algonquin’s 
pipeline system. The cost of transporting the Winter Service gas is shown in 
detail on Exhibit No. 47. Neither the figures contained in Exhibit No. 47 nor 
the allocation principles applied in that exhibit have been questioned by any 
party in these proceedings. Staff Witness Curry recommended no change in 
Algonquin’s proposed WS rate level, namely 89.5 cents, based upon the record 
and Texas Eastern’s proposed Wizter Service rate in this consolidated proceed- 
ings. Exh. 136, p. 11; Tr. 1165, 1166, 1181) * 

Exhibit 47 and the testimony of sponsoring Witness Thorn in regard thereto 
(Tr. 1083) have not been controverted. Within the scope of the instant Docket 
No. G—18970, there is substantial and sufficient basis for finding that Algonquin’s 
modified WS rate level is just and reasonable. 


Markets For Winter Service 


Presently authorized long-term firm sales commitments as well as the sales pro- 
posed in this docket are shown by Schedule 1, Exhibit 1. Schedule 2 of Exhibit 1 
shows the proposed Winter Service sales during the four-year development period. 
Schedule 3 summarizes the estimated sales on an annual basis including the 
existing as well as the sales proposed hereby. Schedule 4 is a summary of esti- 
mated Winter Service deliveries on an annual basis for the years 1961, 1962 and 
1963. Schedule 5 is a system gas balance for the years 1961, 1962 and 1963. 
Testimony supporting Exhibit 1 is contained in Exhibits 2 and 74. 

The testimony shows that historically many of the customers consistently have 
not taken the maximum volumes of gas available to them under their contracts. 
Based on that experience Texas Eastern developed the WS service by using off- 
peak capacity and storage to make available a type of service to meet the winter 
requirements of its customers. 

Exhibits and testimony were introduced by all of the Winter Service customers 
and the Consolidated Companies which fully substantiated the need for the 
volumes of natural gas proposed to be sold to them by Texas Eastern in these 
dockets under proposed Rate Schedule WS and Rate Schedule ACQ-C. (Exhs. 
22-24 and 87-110) 

The uncontroverted evidence in these proceedings conclusively proves that a 
market exists for the volumes of natural gas proposed to be sold and delivered 
under Texas Eastern’s Rate Schedule WS. (Exh. 1, Sch. 3). The evidence 
establishes that Texas Eastern has entered into long-term service agreements with 
the Winter Service customers providing for the sale and delivery and the purchase 
by them of proposed quantities of natural gas under Texas Eastern’s proposed 
Rate Schedule WS. (Exh. 10)° 
























™ The increase in gas cost from Texas Eastern from 68.3 to 74.6 cents per Mcf increases 
Algonquin’s rate from 89.5 to 95.8 cents per Mcf. 

8 The effect of the increase of the WS rate by 6.3 cents per Mcf will require calcula- 
tion by each customer. These customers paid 75 cents for temporary Winter Service. 
There is no evidence of any kind that the approved rate of 74.6 cents destroys the market 
for WS gas. 
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Gas Supply 


The total gas supply in support of the services proposed in these proceedings is 
fully established by studies of gas reserves and availability in Exhibit 7 and by 
the testimony of Texas Eastern’s witnesses in Exhibits 76, 77 and 79. 

Exhibit 7 is a detailed study of the total system reserves and availability of gas 
to Texas Eastern which fully establishes that the total proven recoverable gas 
reserves committed and available to Texas Eastern from all sources was 
12,901,010,000 Mcf as of January 1, 1959. (Exh. 7, Vol. V, p. 12) 

The testimony shows that the method of determining reserves used by Texas 
Eastern is in accordance with accepted industry practices. The testimony estab- 
lishes beyond doubt that on the basis of the proven gas reserves shown to be avail- 
able to Texas Eastern, there is sufficient availability to meet the full system re- 
quirements, including the additional services proposed in these proceedings, for 
a period of thirteen years with declining availability thereafter. (Tr. 253-254, 
274; Exh. 76, pp. 17-18) Testimony in support of the estimated purchased gas 
costs was submitted as Exhibit 79 and was not controverted. 

The ability of Texas Eastern to meet its full system requirements for thirteen 
years, through the year 1971, establishes not only the adequacy of its gas supply 
in support of the services proposed in these proceedings, but also its ability to 
continually improve its gas supply.’ 

The record establishes beyond question that Texas Eastern has an adequate gas 
supply and availability to meet all of its presently certificated contractual obliga- 
tions to its customers as well as the additional services proposed in these 
proceedings. 


Economic Feasibility 


The evidence of Texas Eastern conclusively demonstrates that the project in 
Docket Nos. G—18968, G—-18969 and G—18961 is economically feasible. (Exh. 9; 
Tr. p. 341, lines 19, 22). Substantial evidence was presented to show that the 
estimated rate of return for the existing system of Texas Eastern and the facilities 
proposed to be constructed and operated in Docket Nos. G—-18969 and G—18961 for 
the first three full years of service after such facilities are constructed, assuming 
that the facilities will be in operation on November 1, 1960, will be 6.16 percent, 
6.32 percent and 6.37 percent for the years 1961, 1962 and 1963, respectively. 
(Exh. 9,p.1) The higher WS rate will improve the return. 

Financibility 

Texas Eastern’s ability properly to finance its proposed projects in Docket Nos. 
G-18969 and G-18961 has been conclusively established and is uncontroverted. 
(Exhs. 15, 16 and 81) It is planned to sell a total of 30 million dollars of new 
securities, and to meet the balance of capital requirements from funds on hand 
and cash generated from operations to provide the funds necessary for the con- 
struction and development and other construction planned by Texas Eastern 
during 1960. (Exh. 81, p. 2 and Exhs. 15 and 16) The ability of Texas Bastern 
to provide the balance of the capital requirements from funds on hand and cash 
generated from operations is fully established and is uncontroverted in this record. 
(Exhs. 12, 13 and 81, p. 2) 

The Columbia Companies and the City of Pittsburgh are the only parties to the 
proceeding who filed briefs contending that Texas Eastern’s application to render 
the proposed winter service should be denied. In addition, the Columbia Com- 


*See: Opn. 259, issued Aug. 6, 1953, Docket G—-1012, 12 FPC 209; Opn. 296, issued 
Oct. 9, 1956, Docket G—2503, 16 FPC 27; Opn. 322, issued June 23, 1959, Docket G—12446, 
21 FPC 860 ; Decision issued Sept. 30, 1957, Docket G—12227, 18 FPC 582, 583. 
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panies propose a finding which would deny Texas Eastern’s application to continue 
to render ACQ service to the consolidated system companies under its rate 
schedule ACQ-C, which is on file and in effect with the Federal Power Commission. 

The Staff of the Commission supports the issuance of all the certificates applied 
for in these consolidated proceedings as well as the method for determining the 
cost of winter service used by Texas Eastern and the New York Companies,” 
except that it would price winter service gas into storage at a higher price than 
that proposed by Texas Eastern, which would result in a higher rate for the 
proposed winter service. 

It is undisputed that the customers of Texas Eastern need additional supplies 
of gas during the winter heating season to enable them to meet their requirements. 
It is equally undisputed that the proposed Winter Service will supply such vol- 
umes of gas.” 

The evidence customarily required in a pipeline certificate proceeding relating 
to the adequacy of the proposed facilities, their capital cost, the markets for 
the service, the gas supply, and financing was presented by Texas Eastern and 
Algonquin. No party to the proceeding introduced contra evidence on these 
matters and no party has indicated that it will seriously contest certification 
of the proposed service on any of these grounds. Hence, the one issue in con- 
troversy is the lawfulness of the level of Texas Eastern’s proposed Winter 
Service Rates (Tr. 1429) involving the manner in which the storage facilities 
are treated in costing Winter Service. (Tr. 1378) 


The Opposition of the Columbia Companies 


The Columbia Companies for largely undisclosed reasons would have these 
applications denied. Their early and strenuous objections to them induced 
Texas Eastern in the spirit of compromise to stipulate that the rate question 
would be fully tried in this certificate case, and these companies were furnished 
much additional data which they requested. Special recesses for the benefit 
of these companies were granted and they put on an extensive opposition case 
with three witnesses and several exhibits. Their policy witness, Batten—a 
Vice President and Chief Operations Officer of the Columbia Gas System, Inc.— 
stated that Columbia’s opposition was to the proposed rate rather than to the 
service itself; (Tr. 1429) but the brief ignored that local limitation; so that it 
must be accepted that while reasons for opposing the rates were presented, the 
real opposition is intended to kill the project and destroy the proposed service 
for the other customers regardless of their need for it or the equitableness of 
the rates fixed for the service. One brief notes that Mr. Batten’s testimony 
appeared to be designed to correct any dog-in-the-manger impression that might 
have been created by the refusal of the storage-rich Columbia Companies to 
take the proposed Winter Service and their opposition to rendition of the 
service to less fortunately situated companies But the same brief reaches the 
sound conclusion that Columbia’s opposition to the proposed service rate is 
nothing more nor less than out-and-out opposition to the proposed service, and 


2% A joint brief was filed by these New York Companies, namely, Consolidated Edison 
Company of New York, Inc., The Brooklyn Union Gas Company and Long Island Lighting 
Company, interveners herein, who presented the rate expert, Robert S. Quig, Coordinator 
of the Management Consulting Division of Ebasco Services, Inc., as a witness. He pre- 
sented his study of the reasonable costs to be assigned. (Exh. 137) 

1 Deliveries of Winter Service gas have been made for the four previous years under 
a certificate which expires January 1, 1961, pursuant to Commission authorization in 
Docket No. G-12177. The rate for temporary WS gas is 75 cents per Mcf. 
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that it is the aim of the Columbia Companies, through the advocacy of a wholly 
inappropriate method of allocating costs, to kill the proposed Winter Service.” 

Two things need to be mentioned before proceeding to determine affirmatively 
the proper method of allocation and the proper resulting rate. 

First, the Columbia Companies (both witnesses and counsel) refused at any 
time to present the proper rate to be charged for Winter Service or to apply 
the proper methods of allocation to be used in determining the just and reason- 
able rate. Witness Nissel asserted the position that the only correct procedure 
for determining the cost of Winter Service is a zone-by-zone cost of service 
study integrating storage into the system capacity, classifying cost in accordance 
with the cost behavior, and allocating it on the basis of the sales and delivery 
pattern of all customers, (Exh. 140, pages 16 and 17), which method the witness 
admitted that he did not use. (Tr. 1548-49) He demanded that the principle 
of rolled-in rates be utilized and storage be integrated into the system capacity. 
Taking all the evidence the Columbia Companies introduced, it is impossible to 
determine what such an asserted correct procedure of allocation would produce. 
Witness Stockhausen also repeated his asserted position that he had not de- 
signed a proper rate (Tr. 1436, 1486, 1527), although he developed average unit 
costs on a certain type of zone-by-zone method of cost allocation. Columbia 
counsel refused to state whether it was the position of the Columbia Companies 
that either Steckhausen’s or Nissel’s methods should be adopted in fixing a rate 
for the WS service. (Tr. 1522-23) This is perhaps understandable when it is 
noted that absurd results destroy the entire study im any event. For example, 
Stockhausen reaches the absurd result in his costing methods of showing a 
volume of gas transported on a peak day (1,877,705 Mcfd of gas flowing from 
Zone B to Zone C) in excess of the system capacity (the actual flow being 
1,389,844 Mcfd or 487,861 Mcf less than the witness used). In effect, Stock- 
hausen treated storage as though it were physically located at the beginning of 
the pipeline system at the southern end of Texas (Tr. 1466; 1470; 1475, 1497, 
1521). It is equally significant that Witness Batten admitted that in Texas 
Eastern’s earlier proceeding (Docket No. G-—2340) involving Texas Eastern’s 
acquisition of the Oakford Storage Field, the Columbia System opposed the 
“rolling in” of Oakford Storage (Tr. 1370-71. See also 10F PC 666, Docket No. 
G-1012). The WS service out of storage is unreasonably being treated as though 
it were being supplied by a pipeline extending from south Texas to New York 
and Boston at a load factor which would be kept low by the very terms of the 
Winter Service rate schedule itself. This violates both factual reality and equi- 
table principles of rate making. Nissel’s purported objection to the segregation 
of the costs of Winter Service because of the physical fact that all of the gas is 
commingled borders upon insincerity as well as absurdity. He well knows 
that the Commission has never based its allocation determinations upon the 
existence or absence of commingling of gas. A further example is the fact that 
the very evidence the Columbia Companies used and advocated by Batten, 
(Tr. 1360) Nissel (Exh. 140 pp. 16, 17) and Stockhausen (Exh. 151) is based 
upon a segregation of facilities (opposition to segregation being the very essence 



















42 Brief of the New York Companies, pages 14-15. It is significant also that the 
Columbia Companies’ brief (p. 39) proposes that the ACQ service under an existing rate 
schedule and at presently approved rates is not in the public service, although no such 
opposition to continued ACQ service to the Consolidated Companies had been made on 
the record and no evidence in opposition had been introduced. The rates are not in 
contest for ACQ service and can only be placed at issue by statutory methods under 
Sections 4 and 5 of the Natural Gas Act. 
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of Columbia’s opposition) and witness Stockhausen so stated. (Tr. 1484) As 
the Staff so well points out, Nissel’s zone-to-zone proposal does not recognize 
the pipeline as an integrated system but rather treats it as if each zone were 
a separate company selling gas only within its zonal boundaries and transport- 
ing gas through its zone to the next zone or “Company,” the express principle 
being that no zone should be responsible for transportation costs incurred in 
a more distant zone. This results in a segregation of facilities and operating 
expenses to each zone, but as Nissel further suggests, a roll-in, or segregation 
out, of the storage facilities. The witness Batten has testified that the Columbia 
Companies are opposed, in these proceedings, to the segregation of facilities. 
(Tr. 1424) Doubtless, the theory of segregation receives respect only when 
such a malarrangement of facilities serves the best interest of the Columbia 
Companies. 

Second, the evidence presented by the Columbia Companies is discredited by 
the complete ignorance displayed in their cost allocation evidence of the physical 
operations of Texas Eastern’s pipeline and storage fields. Stockhausen who is 
not an engineer was admittedly unqualified to testify regarding the design or 
operation of Texas Eastern’s system. Nissel was shown by clear evidence and 
his own admissions that he had had no experience with the operation of any 
gas transmission company. His assertions regarding operations and design of 
Texas Eastern’s System deserve no weight. Witness Batten’s general statements 
concerning storage operations on Texas Eastern’s system were discredited by 
the cross-examination. (Tr. 1401-1408, Exhs. 153, 154, 155) The treatment of 
storage as system facility in their advocated cost allocation method actually 
ignores the physical fact, although Stockhausen claimed that his method was 
based upon the operations of the system as they exist. (Tr. 1521) He admitted 
that his assumed flow from Zone B to Zone C was almost 500,000 Mcf in excess 
of the actual system capacity. He also admitted that he assumed under his 
method that the volumes of gas being withdrawn from Oakford and Leidy stor- 
age fields in Pennsylvania were flowing in Texas through Zone A.” 


The Just and Reasonable Rate 


Texas Eastern’s proposed initial rate of 68.3 cents per Mcf at 100 percent load 
factor is supported as to method by all parties except the Columbia Companies 
and the City of Pittsburgh.* The Staff agrees with the basis of allocating costs, 
except that it proposes the use of the average ACQ-C and ACQ-D rates instead 
of the commodity rate of 26 cents per Mcf. Witness Quig also suggested a 
possible alternative to the 26 cents per Mcf by imputing an incremental cost of 
22.29 cents per Mcf instead of the 26 cent rate. 

The differences above-mentioned and the reasons therefor need to be analyzed 
in this decision; but at the outset it is noteworthy that they are small. These 
parties are in substantial agreement, as will appear below. 

The groups of cost to be allocated are: 

1. The facilities of Leidy Storage Field, which is to be used only for the new 
Winter Service, and which is, therefore, assigned wholly to Winter Service. 


3 The briefs of Texas Eastern, Algonquin, the Staff and the New York Companies analyze 
in detail the rate positions of the applicants, the Staff and the Columbia Companies in 
a most accurate, objective and adequate manner, which analysis is adopted in support 
of the decision herein. The evidence and the brief of the Staff also makes a most effective 
analysis of the problem and is also adopted. 

4% The City of Pittsburgh evidently parrotted the Columbia position, claiming to repre- 
sent consumers. However, Equitable is the public utility which in law and fact as the 
distributor of gas in Pittsburgh stands responsible for adequate gas supply at just and 
reasonable rates. Equitable supports Texas Eastern. 

For convenience valuable material is attached as Appendix B. 
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This supports the principle that those who benefit should pay for the service. 
(Exh. 83, p. 10; Exh. 11, p. 8) 

2. Additional pipeline facilities, namely, 83 miles of 24-inch pipeline from the 
Perulack Compressor Station to Leidy Field and a new compressor station at 
that point, and in addition pipeline loops along the existing system, which are 
required to render the Winter Service, and which, therefore, were assigned 
wholly to Winter Service. (Exh. 83, p. 11; Exh. 11, p. 8) 

8. Oakford Storage facilities, and 

4. Existing pipeline facilities east of Station 21A. Because the Oakford 
Storage Field and the facilities east of Station 21A would not be used solely 
to supply and transport the Winter Service gas but would also be used to make 
sales under Texas Pastern’s other rate schedules and to render Texas Eastern’s 
X-28 storage service to Transco, allocation on an equitable basis was required, 
which was calculated as follows: To determine the costs of such facilities prop- 
erly assignable to the WS service, their total cost was first allocated properly 
between demand and commodity. (Exh. 11, p.8) The demand costs were then 
allocated to WS service in proportion to the ratio between volumes of Winter 
Service gas and volumes of gas under the other schedules utilizing such facili- 
ties on a peak day. The commodity costs were similarly proportioned in the 
ratio of the annual volumes of WS gas and the total annual volumes of gas 
under all other schedules using the facilities. (Exh. 11, pages 6 and 8) 

The cost of gas delivered to Leidy and Oakford Fields for storage and ultimate 
delivery to WS customers was added to the facility costs allocated to WS service. 
The important question at this point is: What cost of gas to impute to the storage 
for WS service? 

The answer to this question decides this rate issue. Texas Eastern has one 
answer; the Staff another answer, and the New York Companies’ Quig. while 
willing to accept the 26 cent per Mcf commodity cost used by Texas Pastern, 
suggests an alternative price to be imputed to this gas as cost. Texas Eastern 
and the New York Companies do not agree with the use of the average of the 
ACQ-C and ACQ-D rates proposed by the Staff. Algonquin supports Texas 
Eastern. 

Before contrasting the minute differences in the positions, it is well to deter- 
mine the correct principles to be applied, as to which there is no difference of 
position, except the Columbia Companies’ arguments. 

The following findings and conclusions are made: 

1. The WS service gas is made possible by off-peak gas and off-peak capacity. 
It is created by customers who purchase firm gas at less than 100 percent load 
factor. For example, Algonquin, which will be the largest purchaser of WS gas 
with the 1962 winter period volume of 4,424,400 Mcf, purchases firm gas under 
Texas Eastern’s GS—D Rate Schedule (General Service in Zone D). Its Maxi- 
mum Day Quantity (MDQ) on which it pays demand charges is 209,298 Mcfd for 
1962. At 100 percent load factor it would purchase an annual volume of 365 
times that MDQ or 76,576,270 Mcf. However, Algonquin does not purchase GS-D 
gas at 100 percent load factor and estimates the purchase of only 56,664,491 Mcf 
in 1962, thus creating by such cutback 19,911,779 Mcf of off-peak gas, on which 
the demand charges have been paid, and which off-peak gas becomes available 
for this new proposed Winter Service. Algonquin also purchases DCQ gas at 
100 percent load factor by which purchase no off-peak gas for WS Service is 
created. The Columbia Companies have been and expect to purchase firm gas 
at close to 100 percent load factor and, hence, produce almost no off-peak gas 
which could supply WS service. If all firm customers purchased at 100 percent 
load factor, of course, such a winter peaking service, using off-peak gas, as WS 
service does, would not be possible. By the same token the record establishes 
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that the 22 WS customers * will create in 1962 by their purchases of firm gas at 
less than 100 percent load factor an annual cutback volume of 62,538,922 Mcf off- 
peak gas, which is available for the 1962 estimated WS service of 20,042,100 Mcf 
or 42,496,822 Mcf more off-peak gas than the proposed new Winter Service will 
require in the first year of full service 1962. But none of this gas was made 
available by the companies such as Columbia who purchase firm gas at 100 percent 
load factor. By these facts it is clear that Winter Service does not impose any 
peak-day demand upon Texas Eastern’s transmission facilities west of its storage 
fields, because of the off-peak volumes made available as above shown for off- 
peak transmission into storage fields. It, therefore, follows that the WS service 
does not burden or impair Texas Eastern’s ability to meet all of its firm and 
annual service obligations. Staff expert witness Curry enunciated these truths 
No one disagrees except Columbia and such opposition is merely argumentation, 
because these facts are self-evident. 

2. The off-peak gas to be used to render WS service has already had a full firm 
rate schedule demand charge paid by the WS customers whose annual cutback 
volume exceeds their estimated Winter Service volume, as for example, Algon- 
quin. In fact, the entire 62,538,922 Mcf of annual cutback gas has had the 
firm demand charge paid uponit. It is certainly clear that no other customers, 
who do not purchase any of the WS gas can complain that the demand charges 
to support peak capacity have not been met. Actually, demand charges have 
been paid on 42,496,822 Mcf of off-peak gas more than is needed for the 20,042,100 
Mcf of WS gas in 1962. Such gas can be sold under the interruptible rate sched- 
ule for the commodity price of 26 cents per Mcf without any undue discrimina- 
tion to any firm or other customer as the presently effective Tariff provides. On 
these facts Witness Quig testified that the cost of the supply of gas into storage 
for WS service could be properly determined either by imputing the 26 cents per 
Mcf commodity component of Texas Eastern’s* DCQ and GS rates in Zones C 
and D, which is also Texas Eastern’s rate for interruptible gas or by imputing 
22.29 cents per Mcf instead of 26 cents as the cost of the storage supply gas, 
because that figure represents the computed average cost of gas to Texas Eastern 
of 20.33 cents per Mcf plus out-of-pocket costs for fuel and power necessary to 
move the gas to storage of 1.96 cents per Mcf. (Brief of the New York Companies 
pages 12, 28-30). This alternative figure of 22.29 cents per Mcf was called 
the incremental cost figure on the theory that the gas, resulting from cutbacks 
in annual firm purchases became in a sense a surplus commodity.” Witness 
Quig, however, concluded his study and presentation by accepting as completely 
sound the imputation of the commodity component of Texas Eastern’s firm rate 
schedules and the interruptible rate. 

3. It is proper to segregate the costs relating to Winter Service as the basis 
for determining the just and reasonable rate for such service. All parties ex- 
cept Columbia accepted this principle. As shown above, even Columbia acknowl- 
edged that segregation was appropriate as to certain costs. The Staff’s expert 
witness Curry set out the basic principles in his testimony. As indicated above, 
the only difference between the Staff on the one hand and Texas Eastern, Al- 
gonquin and the New York Companies on the other hand was upon the other 


% Counting Arkansas-Missouri Power Company and Associated Natural Gas Company, 
joint purchasers, as one customer. 

%* These firm rate schedules are the very schedules under which the annual cutbacks 
were made and the demand charges were paid thereon. 

1 One of the various presentations of evidence by Columbia was the proposal by Nissel 
that the 100 percent load factor average rate under the DCQ-C rate schedule of 38.5 
cents be imputed to the WS supply gas as its cost. No one agreed with such suggestion, 
including Nissel himself, who testified that such method of costing was unsound. 
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principal issue involved in this determination of the just and reasonable rate, 
namely, what price to impute to the gas delivered to storage for Winter Service. 

It is unnecessary to cite extensive precedents to show the Commission that 
its declared policy recognizes the propriety of assigning to the Winter Service 
all costs which can be segregated and determined to be the responsibility of 
that service and of allocating to Winter Service its fair proportion of all costs 
which cannot be directly separated and assigned to Winter Service. Bven 
Columbia (Brief p. 10) admits that Texas Eastern assigned to Winter Service 
the full costs of the proposed Leidy storage and the additional transmission 
facilities, which are to be used for providing Winter Service, and which are 
required for that service and attributable thereto, together with a portion 
of the costs of existing pipeline facilities east of Station 21A and Oakford 
Storage Field, which are not exclusively attributable to Winter Service. The 
Reply Brief of Texas Eastern sets forth certain precedents of Commission 
action. A very recent decision of the United States Court of Appeals for the 
District of Columbia Circuit affirmed the application by this Commission of 
this principle in the Trunkline Case.“ The classical case on this subject is 
perhaps the 1958 approval by the Commission of Transco’s storage service 
from this same Leidy Storage Field under its LS rate schedule in which the 
rates were derived upon a cost of service reflecting this very type of segregation 
of costs of facilities. (20 FPC 264) 

4. The just and reasonable rate for Winter Service must include a proper 
demand as well as commodity component. This is a prime requisite for every 
firm rate and this service as Quig testified is a storage type service, which 
with certain minor exceptions is entirely demand-related. Quig therefore 
allocated all storage costs and additional pipeline facilities entirely to demand, 
except for fuel and other compressor station supplies and expenses which he 
assigned to the commodity component. (Exh. 138) He thus allocated more of 
the costs of the Oakford Storage Field to WS and as a consequence arrived 
at a slightly higher average cost (68.4 cents) than Texas Eastern (68.3 cents). 
Texas Eastern in using the 26 cent commodity component of the firm rate 
schedules relied upon the fact, which is admitted by all parties, that the gas 
resulting from the firm cutbacks has had the demand charge thereon paid. 
No one questions that the WS customers whose cutbacks equal or exceed their 
Winter Storage Quantity have paid the demand component in connection with 
their firm rate schedule purchases. The Staff, however, shows that six customers 
will not have cutbacks equal to their estimated 1962 WS gas volumes. It is 
admitted that such customers will not have paid any demand charge upon 
such WS gas as exceeds their firm gas cutbacks, if any. Thus two customers 
(Consolidated Edison Company of New York, Inc. and Long Island Lighting 
Company) who buy no other gas from Texas Eastern, have not paid any demand 
charge on the WS gas, nor have had any opportunity so to do. The four 
other companies (Brooklyn Union Gas Company, Indiana Gas and Water Com- 
pany, Inc., New Jersey Natural Gas Company, and Mississippi Valley Gas 
Company) will have less cutbacks than they estimate their Winter Service 
volume will be in 1962, and to the extent of such excess WS gas will not have 
paid any demand charge on the WS gas which they purchase. On this factual 
basis the Staff presents its case for using the average ACQ rate as the cost 
of gas to be imputed as the cost of the WS supply gas instead of the 26 cent 
commodity rate proposed by Texas Eastern (and concurred in by Quig) as 


1%8 Battle Creek Gas Company, et al. v. FPC, 281 F. 2d 42. 
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the cost to be imputed as the cost of the WS supply gas. (Staff's Brief p. 14 
and Appendix B; Algonquin’s Reply Brief, pages 5 to 8). 

The issue narrows simply to this: Does the fact that the firm customers 
of Texas Eastern (other than the six mentioned above) as Valley customers 
pay to Texas Eastern the demand charges on the 62 million Mcf of cutback 
gas (out of which the 20 million of WS gas is derived) make the rate proposed 
by Texas Eastern or by Witness Quig the just and reasonable rate, when six 
WS customers of Texas Eastern will not have paid such demand charges on 
all (and in some cases on any) of the WS gas which they buy? It is admitted 
that (1) The Texas Eastern and the Quig WS average rate does not include 
any demand element (using either the 26 cent commodity rate or the 22.29 
cent incremental cost as imputed cost of WS supply gas) and (2) any customer 
who has not already paid the firm demand component under Texas Eastern’s 
firm rate schedules on any part of the WS gas volumes will be getting a 
windfall advantage over those who have paid such firm demand charges. The 
Staff’s position, therefore, is that the just and reasonable rate must include 
such a proper demand component, because otherwise the rate will be inter se 
WS customers unduly discriminatory and preferential and, hence, unlawful. 

The briefs adequately develop the figures from which the Staff’s recommended 
rate is derived. A summary will suffice for this decision. (1) The nearest 
analogy to WS service is ACQ service. It is academic whether they are 
identical or almost the same. What is required is such an average rate having 
both demand and commodity elements properly derived. There is an ACQ 
service in Zone C. There is none in Zone D so that Witness Curry constructed 
an ACQ-D rate. The ACQ-C rate for Oakford Storage is 34.7 cents per Mef. 
Curry used 36.9 cents per Mcf for the ACQ-D rate for Leidy Storage which was 
derived by the formula used for ACQ-C. The 100 percent load factor rate 
under the two-part demand and commodity schedule in Zone D was adjusted 
to reflect a 90 percent load factor.” The weighted average of the ACQ-C and 
the ACQ-D rates became the cost of 36.9 cents per Mcf of gas to be imputed 
as the cost of the WS supply gas. The only other significant difference between 
Texas Eastern and the Staff allocation is the credit by the Staff of 50 percent 
made to the cost of existing facilities east of Station 21A as allocated by Texas 
Eastern to the WS service. This is proper because of the use of the ACQ rate. 

The Staff's recommended rate for WS service is 74.6 cents per Mcf being 
the 100 percent load factor average of the two-part rate; namely, $2.52 demand 
and 41 cents commodity. The rate for storage option service is 4 cents per 
Mcf. Texas Eastern had proposed 4.2 cents per Mcf to cover the cost of handling 
the WS 30 percent option gas in and out of storage. The Staff shows that the 
use of the 30-cent commodity component would increase the demand element 
from $2.52 to $3.25 which would produce an excess of $1,950,764 of demand 
revenues over classified demand costs of $6,734,146, and a rate tilt of 29 percent, 
with a corresponding commodity revenue deficiency. 

Upon careful analysis of all the briefs and the excellent development of the 
facts and principles involved in determining the just and reasonable rate for 
WS service, it is found and concluded that: 

1. The evidence of record herein contains full and adequate data for the 
weighing and fixing of the just and reasonable rate for Winter Service, subject, 
however, to proportionate adjustment resulting from final action by the Com- 
mission upon Texas Eastern’s now effective rates, which are subject to modifica- 


%* xh. 136. See Reply Brief of Algonquin Footnote 6 on p. 4 for the complete 
computation. 
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tion by the Commission. The burden of proof regarding the initial rates has 
been fully met under Sections 4, 5 and 7 of the Natural Gas Act and the 
determination herein of the just and reasonable rate of WS service is supported 
by the preponderance of substantial evidence, which preponderance is actually 
not subject to any contradicting proof by reason of the admissions of opposition 
parties. 

2. The rate proposed by the Staff for the Winter Service is the just and 
reasonable rate. It recovers all proper costs incident to the rendition of the 
service. It does not allow any preferential or discriminatory treatment to 
any customer of Texas Eastern nor impose any undue economic burden on 
any customer of Texas Eastern. 


New Jersey Natural Gas Company’s Opposition 


This customer of Texas Eastern and of Algonquin did not present any contra 
evidence nor reveal any opposition on the hearing record. Its brief, however, 
develops late criticism of Algonquin’s WS rate, which is not supported by 
substantial evidence. It will purchase 12,410,000 Mcf annual volume in 1962 
from Texas Eastern under the DCQ rate schedule at 100 percent load factor 
on an MDQ of 34,000 Mcfd. Its proposed 1962 WS-WCQ is 900,000 Mcf and 
its WS—-MDQ is 15,000 Mcfd. It will be able to use the storage option on 30 
percent of 900,000 Mcf by cutting back on its DCQ purchases. Such volumes 
are at 15.025 psia. From Algonquin it estimates its 1962 WS-MDQ will be 
1,200 Mcfd and its WS-WCQ will be 7,200 Mcf (at 14.73 psia). Without any 
support in the record by any evidence its brief now proposes for the first time 
as an afterthought that Algonquin should offer a storage option of 30 percent 
of the WCQ of the same kind Texas Eastern is proposing. The proposed 
condition is nothing more than an afterthought. It is without substance. 


Administrative Notice 


In order that statements in the various briefs may be evaluated, administra- 
tive notice is taken of the various dockets and filings to which the briefs have 
made reference, including particularly rate filings in Docket Nos. G—12706 
and G-18841 and applications in Docket Nos. G—16505, G—18961, G-18969 and 
CP60-122. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record and the briefs filed herein, it is 
found and concluded that : 

(1) Texas Eastern, Algonquin, Transco and New York Natural are natural 
gas companies within the meaning of the Natural Gas Act as heretofore found 
by the Commission. 

(2) The facilities described hereinbefore and more fully described in the 
applications of Texas Eastern in Docket No. G—18969, Algonquin in Docket 
No. G—18970, Transco in Docket No. G—19181 and New York Natural, Texas 
Eastern and Transco in Docket No. G--18961 will be used for the transportation 
of natural gas in interstate commerce for resale as parts of the pipeline system 
of their respective owners, and their construction and operation are subject 
to the requirements of subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Texas Eastern, Algonquin, Transco and New York Natural are able 
and willing properly to do the acts and perform the service proposed and to 
conform to the provisions of the Natural Gas Act and the Rules and Reguia- 
tions of the Commission thereunder. 
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(4) The sales proposed by Texas Eastern and Algonquin, the construction 
proposed by Transco and the development and activation of storage proposed 
by New York Natural, Texas Eastern and Transco together with the construc- 
tion and operation of the facilities necessary therefor, are required by the 
public convenience and necessity and certificates therefor should be issued as 
hereinafter ordered and conditioned. 

(5) The new rates proposed by Texas Eastern for Winter Service under 
which the new service proposed by Texas Eastern will be rendered, as modified 
by the testimony and recommendation of the expert rate witness of the Staff 
of the Commission, have been fully investigated and are fully supported by 
the preponderant and substantial evidence, and recover the cost of rendering 
the Winter Service and are just and reasonable and not unduly discriminatory, 
preferential or otherwise unlawful; and the certificate hereinafter issued to 
Texas Eastern in Docket No. G-18969 will be conditioned upon the acceptance 
by Texas Eastern in its proposed Winter Service Rate Schedule of the following 
initial rates per Mcf: Demand charge $2.52, Commodity Charge 41 cents, 
Storage Service Charge 4 cents. 

(6) Algonquin’s proposed Winter Service rate has been fully investigated 
and as adjusted to reflect the average cost of gas purchased from Texas Eastern 
at a 100 percent load factor approved herein (from 68.3 cents per Mcf to 74.6 
cents per Mcf), is found to be supported by uncontradicted substantial evidence 
and determined to be just and reasonable and not unduly discriminatory, pref- 
erential or otherwise unlawful. 

(7) Public convenience and necessity require (1) that the general terms 
and conditions set forth in paragraphs (a), (b), (c)(8), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificates hereinafter issued to Texas 
Eastern, Algonquin, Transco and New York Natural, and to the exercise of 
the rights granted thereunder, (2) that the time within which construction of 
the facilities authorized by this order shall be completed and in actual operation 
should be fixed at one year from the effective date of the final order herein, 
(3) that Texas Eastern and Algonquin file rate schedules covering the proposed 
Winter Service reflecting therein respectively the modified rates determined 
herein to be just and reasonable, and (4) that Texas Eastern amend its existing 
ACQ rate schedule and its proposed Winter Service rate schedule so as to 
reflect clearly the priority of the ACQ service over deliveries under Rate 
Schedule I (for interruptible service) and over injections into storage for 
Winter Service. 

(8) The facilities proposed by Texas Eastern, Algonquin, Transco and New 
York Natural will be adequate for the purposes for which they are intended, 
and they will be economically feasible in operation and can be financed. 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, that: 
(A) Certificates of public convenience and necessity are hereby issued to 
Texas Eastern and Algonquin authorizing them to construct and operate the 
facilities and to make the sales proposed, as described hereinbefore and as 
more fully described in the applications in Docket Nos. G—18968, G-18969 and 
G-—18970, as amended, and to perform the services therein proposed, subject to 
the jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued to 
Transco authorizing it to construct and operate the facilities proposed as here- 
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inbefore described and as more fully described in its application in Docket 
No. G—19181, subject to the jurisdiction of the Commission, upon the terms and 
conditions of this order. , 

(C) Certificates of public convenience and necessity are hereby issued to 
New York Natural, Texas Eastern and Transco authorizing the development, 
activation and operation of the Leidy Storage Field to the extent of Texas 
Eastern’s one-quarter undivided interests in the Leidy and Tamarack Storage 
Fields, as described hereinbefore and as more fully described in the joint appli- 
cation in Docket No. G—18961, as amended, subject to the jurisdiction of the 
Commission, upon the terms and conditions of this order. 

(D) The grant of the certificates herein to Texas Eastern and Algonquin 
shall not be construed as a waiver of the requirements of Section 4 of the 
Natural Gas Act, or of Section 154 of the Commission’s Regulations thereunder 
requiring the filing of a rate schedule for the service herein authorized, and is 
without prejudice to any findings or orders which have been or may hereafter 
be made by the Commission in any proceeding now pending or hereafter insti- 
tuted by or against Texas Eastern or Algonquin. 

(E) It having been found that the new rates proposed by Texas Eastern and 
Algonquin for the Winter Service herein, as modified, are just and reasonable 
and not unduly discriminatory, preferential or otherwise unlawful, it is ordered 
that they each file proper tariff sheets reflecting such rates, in a form acceptable 
to the Commission, not less than 90 days prior to the commencement of service. 

(F) The certificates issued to Texas Fastern, Algonquin, Transco and New 
York Natural shall be accepted in writing and under oath by responsible officials 
of said companies, and the general terms and conditions set forth in paragraphs 
(a), (b), (e) (8), (ce) (4), and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act and the conditions specified in this decision 
shall attach to the issuance of the certificates granted in paragraphs (A), (B) 
and (C) hereof and to the exercise of the rights granted thereunder. 

(G) The time within which the facilities hereby authorized shall be con- 
structed or activated and placed in actual operation as provided by paragraph 
(d) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at one year from the effective date of the final order herein. 

EMERY J. WOODALL, 
Presiding Examiner. 
APPENDIx A 

The reasons for inaugurating the proposed Winter Service were explained 

as follows: 


In talking with the customers of Texas Eastern over a period of years, 
it became apparent that there was a tremendous amount of growth potential 
in our market area, but not at the load factors or services which we then 
had existing, the market being residential house heating which required 
a lower or different type of load factor than the services offered by Texas 
Sastern at this time. 

Coincident with that, as our system expanded, because of the ability or 
because of the permission in the rate schedules for cutbacks by certain 
classes of customers, we continually found ourselves with excess gas on our 
hands during the summer seasons. This gas frequently we could find no 
place to sell. It backed up through the pipeline to the suppliers, and fre- 
quently we were in a position of having to pay for gas which we could 
not physically take into the system or dispose of. 

The combination of those two circumstances led us to consider how we 
might put those two pieces together, and provide a service that would meet 
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the needs and requirements of the market, but there was a more important 
incentive than either of those as far as the decision of Texas Eastern was 
concerned, and that was that discussion which Mr. Bufkin gave a little 
earlier relating to the rules under which natural gas pipeline companies 
operate. Those rules are yardsticks or procedures laid down by the Federal 
Power Commission. One of those guideposts seemed to be the Seaboard 
decision in which certain fixed charges are assigned to commodity 
classification. 

Mr. Bufkin pointed out, in order to recover the return or profits—we 
prefer to call them profits—that are permitted under the rate schedules we 
have to sell all of the gas estimated. 

As pointed out a moment ago, having excess gas on our system from time 
to time with no market we could not therefore recover those portions of 
fixed charges because the gas was not disposed of. 

By taking this surplus gas and putting it into a rate schedule or service 
which assured Texas Eastern of a market for some of that gas, we firmed 
up the return to Texas Eastern, and on an assured basis. (Tr. 786-788) 





That capacity exists on the system to perform this service is clearly shown 


by the testimony of the design witness which has not been controverted, as 





follows: 






















































































Q. Having provided capacity to meet contractual obligations, does Texas 
Eastern have capacity to transport to the storage fields on an annual basis 
the additional volumes of gas proposed to be sold by this application? 

A. It does. 

Q. How does this come about? 

A. It is due primarily to the fact that certain customers do not take 
the total annual quantities available to them under their contracts. For 
example, capacity is provided in the system for delivery of the contractual 
peak day obligation to SGS customers, which means that this volume is 
available to them on a 100% load factor basis. However, the average 
annual take of all SGS customers over a period of years has never been 
over a load factor of 30%. The 70% not taken in any given year can be 
moved by the pipeline system on an interruptible basis and can be sold or 
placed in storage. The present annual obligation of all SGS contracts is 
27,157,460 Mecf, which can be derived from Column D of Exhibit 1, Schedule 
1. The 70%, or approximately 19,000,000 Mcf, can be moved up the pipeline 
system. A comparison of the total annual sales obligation with the esti- 
mated sales requirements can be made by comparing the figure shown on 
line 75, column D, of Schedule 1, Exhibit 1, 656,668,390 Mcf, the contractual 
obligation, with the figure shown on line 76, column D, Schedule 3 of 
Exhibit 1, 607,371,036 Mcf, the estimated sales requirements. The differ- 
ence in these two figures is approximately 49,300,000 Mcf per year. Deduct- 
ing from the figures the volumes shown for Texas Gas, line 71 of both 
schedules, the difference reduces to approximately 37.5 Bef per year of gas 
available to customers north of Station 5 and Egypt but not taken by them. 
It is this volume which produces the additional quantities of gas proposed 
to be sold by this Application. (Exh. 82, pp. 10-11) 






The Columbia Companies endeavored to attack the ability of Texas Eastern 


to render the proposed Winter Service by attempting to show that Texas Eastern 
did not have capacity on its existing pipe line system from the sources of its gas 
supply in Texas and Louisiana to the Oakford and Leidy Storage Fields to 











make the deliveries of ACQ gas to the consolidated System Companies and to 
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inject into storage the quantities of WS gas proposed to be sold by Texas East- 
ern predicated on the basis that the estimated sales of Texas Eastern were 
understated. 

The uncontroverted evidence (Exhs. 1, 2, and 74) clearly establishes that even 
if the estimated sales were understated as contended by the Columbia Companies, 
Texas Eastern would still have adequate off-peak capacity, after making such 
additional sales, to deliver the ACQ quantities to the Consolidated Companies 
and to inject the proposed Winter Service quantities into storage and still have 
unused off-peak capacity. 

That the contention of the Columbia Companies is not supported by any evi- 
dence is obvious from the following : 


Q. Mr. Jennings, I understood from your answer to the Examiner pre- 
viously that if this 28.1 million figure were assumed correct as the source 
of off-peak gas for this service on the basis of using customer estimates 
rather than Mr. Ball's estimates that you still thought there was sufficient 
off-peak gas to render these two services, is that correct? 

A. That is correct. 

Q. Could you explain to me what the source of this off-peak gas would be? 

A. We have pipeline capacity to supply all of the gas which we propose 
to sell in this application. I can illustrate it this way. 

Q. Excuse me, before you proceed, when I say “off-peak gas”, I meant 
gas produced by customers taking less than their contractual entitlement? 

A. That is correct. I can illustrate it this way, if you will follow through 
with some numbers. If we segregate the system as that portion of the 
system lying north and east of Station 5 at Little Rock, Arkansas, and 
Barton Station on the Kosciusko line, in Alabama, and consider only that 
portion north and east of those two points, that is what I consider to be 
our pipeline capacity to transport gas to the market area. 

The average day capacity leaving Station 5 at Little Rock—this is the 
average annual—average day annual capacity—is 325 million per day. The 
average day leaving Barton, 1,140 million cubic feet per day, and, as you 
know, we purchase from Texas Gas at Station 16 in Indiana and 235 million 
cubic feet per day, so the sum of those numbers of 1,700 million cubic feet 
per day at a 15.025 pressure base. 

Q. Would you repeat the number? 

A. 1,700 million cubic feet per day. That is the average day. Now, if 
I multiply that number by 365, I will get 620.5 Bcf per year which can be 
supplied to the market area—that is 620.5 billion cubic feet per year. 

Now, that is the system capacity to deliver gas to the market area, and 
I am going to compare that to the requirements. 

Q. Is that exclusive of gas from storage? 

A. Storage has nothing to do with that, that is the capacity to supply 
new gas from the gas producing areas to the market area, whether it goes 
into storage or is sold immediately doesn’t matter. 

Now, the requirements: I derive the sales figure from Exhibit 1, Schedule 
3. Those sales lying north and east of Station 5 and Barton amount to 
582.2 billion cubic feet per year. The transmission system fuel, which must 
be purchased and moved, amounts to 15.5 billion cubic feet per year. 
Storage fuel, which comes off of Exhibit 1, Schedule 5, page 2, line 9, is .8 
billion cubic feet per year. The lost and unaccounted for, I will pick a 
big number, 5.9 billion cubic feet per year. 

Now, that is the total requirements, and it totals 604.4 billion cubic feet 
per year. 
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Now, I said that we have the capacity to transport 620.5 billion. I only 
require 604.4 billion, the difference which is still available for service is 
about 16.1 billion, which adequately covers the 9.4 billion that you have 
been talking about. 

There are some other adjustments I could make which would increase it 
slightly up to about 18 billion feet still available. (Tr. 431-433) 


Contrary to the assertions of the Columbia Companies, the estimated annual 
sales shown by Texas Eastern for the years 1961, 1962 and 1963 for both 
presently certificated service and for the service proposed in Docket Nos. C—18968 
and G—18969 (Exh. 1, Sch.3) are fully supported by the record. 

The failure of the Columbia Companies to prove by substantial evidence that 
Texas Eastern’s sales during those years are understated is illustrated by their 
questions with respect to the estimated sales of gas by Texas Eastern to them 
for the years 1961, 1962 and 1963, where the Columbia Companies endeavored 
to show that such estimates of sales were too low by making reference to their 
“Blue Book,” which is not evidence in this proceeding. The Texas Eastern 
witness testified that an officer of the Columbia Companies had advised him in 
late 1958 that such companies were going to purchase natural gas from Texas 
Eastern in the future at 100 percent load factor but that actual experience did 
not bear out that statement; (Tr. 173-174) that during the years 1954-1959 
the Columbia Companies purchased natural gas from Texas Eastern at an over- 
all average load factor of approximately 91.1 percent, for the years 1958-1959 
at an over-all average load factor of 93.7 percent, for the years 1957-1959 at 
an over-all average load factor of 93.4 percent and for the years 1956-1959 at 
an over-all average load factor of 94.2 percent. (Tr. pp. 172-173) This is 
comparable with the average load factor of 95 percent used by Texas Eastern 
in making estimates of sales for the years 1961, 1962 and 1963 in Schedule 3, 
Exhibit 1 (Tr. 173). 

Natural gas pipeline customers located in the northeastern portion of the 
United States have long been plagued by the twin problems of sharp winter 
peaks and great distance from the natural gas producing fields. To the extent 
that it has been necessary to construct increasingly expensive pipeline facilities 
from Texas to the northeast, a heavy financial burden has been placed upon 
those customers located near the ends of the interstate pipelines. In order to 
meet their peak loads such customers have been faced with the alternatives 
of producing high-cost manufactured gas, which operationally is not entirely 
compatible with the use of natural gas, or of contracting for a firm natural gas 
load requiring the construction of additional capacity from the Gulf Coast to 
the northeastern states. The construction of such capacity to meet the winter 
heating load has made it incumbent upon the customer companies to find other 
uses for the natural gas made available to them under their firm contracts 
during off-peak periods in order to keep the average rate per Mcf for gas sold 
to the consumer at a reasonable level. Some companies have developed off-peak 
industrial markets for their gas and some combination companies have used 
such off-peak gas under their electric station boilers. 

In recent years, however, a compensating factor in the form of storage fields 
located in the northeastern area has been developed to offset in part the disad- 
vantages of climate and distance from producing fields; and the Commission 
has for some time pressed for a maximum utilization of these storage tields as 
a partial solution to the problems of the end of the line distributing companies. 

In the original Transcontinental Gas Pipe Line Corporation certificate cases, 
Docket Nos. G—704 and G—1277, the pipeline company was directed by the Com- 
mission to investigate the possibility of acquiring storage fields. Trans-Conti- 








FEDERAL POWER COMMISSION 391 


nental Gas Pipe Line Company, Inc., 7 FPC 24, 40-42 (1948) ; Transcontinental 
Gas Pipe Line Corp., 9 FPC 32, 47-48 (1950). Describing the advantages of a 
storage project, the Commission stated: 


Thus, a storage project would provide an additional source of gas supply 
to greatly enhance the reliability of Applicant’s service and by providing 
greater quantities of gas to the utilities in the winter enable them to serve 
a greater number of house-heating customers with lesser capital expendi- 
ture than would be required if such utilities were to increase the capacity 
of their gas production equipment or if Applicant were to add capacity to 
its system for the purpose of meeting increased winter loads. 7 FPC at 
p. 41. 


This Examiner will recall that in 1954 Transcontinental moved to satisfy the 
Commission’s admonition by making arrangements with Texas Eastern for the 
use of a portion of the Oakford Storage Field to provide a winter storage 
service to customers of Transcontinental. Certificate approval of this arrange- 
ment and for construction of facilities specifically required to render this segre- 
gated service was given in Docket Nos. G—2340, G—2341 and G—2342, in which 
proceeding this Examiner conducted the hearing. The service proposed by 
Texas Eastern in that proceeding was described by Texas Eastern counsel in 
his opening statement in the presence of counsel for the Columbia Companies 
as a storage service and he referred to it as follows: 


The service to Transcontinental provides @ means whereby the excess 
gas available to Transcontinental and its customers during summer periods 
may be stored and redelivered to those customers during the peak winter 
heating season, thereby enabling Transcontinental and its customers to 
obtain larger supplies of gas on peak days than would otherwise be the case. 

It should be noted also that both in the case of Philadelphia and in the 
case of Transcontinental the new services provided to Transcontinental and 
the change in rate schedules by Philadelphia involve removing from those 
companies quantities of gas in the summertime, so that quantities of gas 
which formerly were sold during the summer or were simply not used at 
all during the summer, or were sold on industrial loads or interruptible 
loads during the summer periods, are now being stored for Philadelphia 
and Transcontinental during the summer and are delivered to those custom- 
ers during the winter for use in meeting primarily house heating loads. 

We feel that the proposal here advanced is very definitely in the public 
interest, particularly with respect to the Transcontinental storage service 
proposed, for that reason, and also for the reason that the Oakford Storage 
Pool provides adequate capacity not only for Texas Eastern to meet the 
commitments of its own customers but to provide this space for Trans- 
continental. It therefore allows Texas Eastern to utilize its available 
storage capacity to a much greater extent, thereby benefiting not only 
Texas Eastern but all the customers on the Texas Eastern system. 


The pipeline and facilities required to render this storage service to Trans- 
continental were clearly segregated from the rest of the Texas Eastern system, 
in fact they were originally owned by a wholly owned subsidiary, the Texas 
Eastern Penn-Jersey Transmission Corporation, which leased them to Texas 
Eastern. The cost of service allocations that were presented to establish 
the economic feasibility of the project were stated by Texas Eastern wit- 
nesses to reflect the fact that the Penn-Jersey line was built initially to 
provide the Transcontinental storage service, GS service to Philadelphia Gas 
Works, and some transfer deliveries to Columbia Companies. The X-28 rate 
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of Texas Eastern was based on such segregation of facilities, and the rate 
that Transcontinental was authorized by the Commission to charge its cus- 
tomers for this storage service reflected that the service was a segregated 
service. 











* * * + 





* * > 


The Commission has certificated facilities built or used to render a storage 
type service in other instances, and approved rates developed upon a cost 
of service reflecting segregation of such facilities. In 1958, the Commission 
approved Transcontinental’s storage service rendered from the Leidy storage 
field under its LS rate schedule. Transcontinental Gas Pipe Line Corporation, 
20 FPC 264 (1958). The Commission rejected the Examiner’s requirement of 
a cost-of-service rate schedule and ordered that rates be determined on the 
basis of segregated costs. As to the costs to be segregated, the Commission 
stated : 






























Transco has segregated from the costs of its main-line facilities those 
facility costs and operating expenses it considers properly assignable to 
the Leidy Storage Service, consisting of the Flagtown to Leidy line used 
in moving gas to and from the field, and the storage field itself. It 
appears that Transco’s plan for the utilization of storage facilities is 
such that the benefits of storage redound almost exclusively to all cus- 
tomers in Zone 3. However, that portion of the proposed 36-inch Penning- 
ton to New York looping line from its northward turning point a few 
miles east of Pennington to Flagtown and thence to its terminus will be 
used to move gas to or from storage. So that, in addition to the Flag- 
town-Leidy line and the storage field, the portion of the investment and 
operating costs for this facility attributable to the storage service should 
also be assigned to storage service. 20 FPC at 279. 


in the 





The proposed costing methods 
procedure. 

Also pertinent is the Tennessee storage gas service (to which the Columbia 
System also objects) supplied to Brooklyn Union, Long Island, and other 
Tennessee customers, which the Commission found to be in the public interest 
in Docket No. G—2331, and subsequently certificated in Docket Nos. G—10804 
and G—11107. Tennessee Gas Transmission Company, 19 FPC 568 (1958); 
American Louisiana Pipe Line Company, et al., 21 FPC 70 (1959). 

Brief of the New York Companies, pages 22-26. 


instant proceedings follow this 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 













EL PASO NATURAL GAS COMPANY, DOCKET NO. CP60-58 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 2, 1960) 





On March 14, 1960, El Paso Natural Gas Company (Applicant) filed in 
Docket No. CP60-58 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of certain natural gas facilities for the acquisi- 
tion, compression, processing and transportation of additional volumes of nat- 
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ural gas at Applicant’s existing Goldsmith Compressor Station in Ector County, 
Texas, all as more fully set forth in the application. 

The proposed facilities consist of (a) two additional 2,000 horsepower 
compressor units, turbo-charger modifications for 12 existing compressor units 
and appurtenances necessary to operate said facilities, thus increasing the total 
compressor capacity at the subject station by 6,800 horsepower, and (b) 
equipment necessary to increase the capacity of Applicant’s Goldsmith Puri- 
fication and Dehydration Plant approximately 58,000 Mcf per day. 

The total estimated cost of the aforesaid facilities is $3,930,000, which would 
be financed from working funds or by short term bank loans as required. 

It appears that the additional quantities of natural gas to be compressed 
and processed by use of the facilities for which authorization is sought 
herein will become available by reason of the termination of the sale of 38,000 
Mcf of natural gas presently being made to Sid Richardson Carbon Company 
(this abandonment of sale was authorized in Docket No. G—16137), which 
gas will now be processed through Applicant’s Goldsmith Plant, and by 
reason of continuing development of the gas producing fields connected to 
Phillips Petroleum Company’s Goldsmith Gasoline Plant resulting in additional 
quantities of gas which are available to Applicant under existing contracts 
between Phillips and Applicant. 

These additional gas supplies will be used to augment Applicant’s overall gas 
supply. No additional sales are proposed as a result of installation of the facilities 
which are the subject of this application. 

Temporary authorization for the proposed construction and operation of facili- 
ties was granted to El Paso Natural Gas Company on July 7, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
Aucust 25, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that the 
intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation having 
its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of October 29, 1942, in Docket Nos. G—242 and G—257 (3 FPC 
$51). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits in this proceeding, are proposed to be used in the transpor- 
tation of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (¢c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (b), (c) (3), (¢) (4) and (e) of Section 157.20 of 
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the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the certificate hereinafter issued to Applicant and to the exercise of 
the rights granted thereunder, and that the time within which construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation should be fixed at 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing El Paso Natural Gas Company to construct and operate the 
facilities hereinbefore described, as more fully described in the application and 
exhibits in this proceeding, for the transportation of natural gas as therein set 
forth, subject to the jurisdiction of the Commission, upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (8), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission's Regulations under the Natural Gas Act is hereby fixed at 6 
months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-11797 
ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 2, 1960) 


El Paso Natural Gas Company, El Paso, Texas, on July 18, 1960, filed a peti- 
tion to amend further the certificate of public convenience and necessity issued 
March 26, 1958, under Docket No. G-11797 (19 FPC 393), as amended August 29, 
1958, January 2, 1959, August 21, 1959, and June 3, 1960, to delete from the 
facilities authorized therein the Plains Amine Recovery Plant Addition which 
was proposed for construction at an estimated cost of $316,000. 

El Paso said that it no longer desires to construct the Plains Amine Recovery 
Plant Addition as certificated under Docket No. G—11797; that it does not be- 
lieve that the cost of construction of said Plant Addition will justify the bene- 
fits which will be derived from its operation; and that the project authorized 
in that proceeding is not dependent upon said Plant Addition. 


The Commission finds: 


It is appropriate in carrying out the provisions of the Natural Gas Act and 
in the public interest that the certificate of public convenience and necessity 
issued March 26, 1958, to El Paso Natural Gas Company under Docket No. 
G-11797 be amended as hereinafter ordered. 
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The Commission orders: 


(A) The certificate of public convenience and necessity issued March 26, 1958, 
to El Paso Natural Gas Company under Docket No. G—11797 is hereby amended 
by deleting from the facilities authorized therein the Plains Amine Recovery 
Plant Addition. 


(B) All other provisions of the order issuing said certificate of public con- 
venience and necessity to El Paso Natural Gas Company on March 26, 1958, 
as amended by the Commission’s orders issued August 29, 1958, January 2, 1959, 
August 21, 1959, and June 3, 1960, remain unchanged and in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LAMBDA CHEMICAL PRODUCTS COMPANY, PROJECT NO. 1663 
REFERENCE TO ATTORNEY GENERAL FOR SUIT TO REVOKE LICENSE 


(Issued September 2, 1960) 


On August 16, 1943, the Commission issued a license for Project No. 1663 to 
Lambda Chemical Products Company for a period of 25 years commencing Jan- 
uary 1, 1943, for the construction, operation and maintenance of the constructed 
project on the South Fork of Stillaguamish River in Snohomish County, Wash- 
ington, for the development, transmission and utilization of power upon lands 
of the United States within the Mt. Baker National Forest. 

Section 10(c) of the Federal Power Act, which act was made part of the 


license by reference, requires the licensee to “maintain the project works in a 
condition of repair adequate * * * for the efficient operation of said works 
in the development * * * of power * * *.” 

According to the Commission’s records, the project has not been operated 
since issuance of the license; it has been in a state of disrepair since at least 
1947 ; and it became inoperative in 1949 as a result of a fire. 

The Commission by letters dated May 4, 1951, March 22, 1954, and June 29, 
1959, has advised the licensee of its obligation under the license to maintain 
the project works in a condition of repair. The letter of June 29, 1959, also 
requested the filing of an application for surrender of the license if there were 
no plans for rehabilitating the project. 

An inspection of the project was made by representatives of the Commission 
and of the Forest Service on February 29, 1960. They found the project to be 
completely inoperable. The powerhouse, penstock and portions of the flume 
adjacent thereto had been completely destroyed by fire and the remaining debris 
and powerhouse foundation piers were completely devoid of equipment. 

By letters dated April 4, 1960, and May 4, 1960, the Commission requested 
the licensee to restore the lands of the United States to a condition satisfactory 
to the Forest Service, United States Department of Agriculture, and to file an 
application for surrender of the license for the project. 

By letter dated June 17, 1960, the licensee was advised that unless it presented 
to the Commission within 30 days from the date of the letter satisfactory evi- 
dence of arrangements made with the Forest Service to clear the forest lands 
to the satisfaction of the Forest Service, the Commission’s staff proposed to 
recommend that the matter be referred to the Attorney General for revocation 
of the license. 
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No reply to the Commission’s May 4, 1960 and June 17, 1960 letters has been 
received. 

By letter dated August 9, 1960, the Forest Service informed the Commission 
that as of July 27, 1960, the licensee had not contacted any Forest Service office 
to make arrangements to clear the national forest land. 

The license fixes annual charges, subject to the provisions of Section 10(e) 
of the Federal Power Act, in the amount of $33.94 payable within 30 days from 
the end of each calendar year or within 30 days of rendition of a bill therefor 
by the Commission. The annual charges under the license have been paid 
through the calendar year 1959. 





























The Commission finds: 


(1) The licensee has violated the terms of the license by its failure to main- 
tain the project works in a condition of repair adequate for the efficient oper- 
ation of said works in the development of power or to make all necessary renewals 
and replacements. 

(2) The lands of the United States have not been restored to a satisfactory 
condition. 


The Commission orders: 





The licensee’s failure to maintain the project in efficient operating condition 
is referred to the Attorney General for the institution of proceedings for the 
revocation of the license for Project No. 1663, for the restoration of the lands 
of the United States involved to a condition satisfactory to the Forest Service, 
and for the collection of the annual charges under the license for the period 
from January 1, 1960, to the date on which restoration of the lands has been 
satisfactorily completed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKETS NOS. 
G-18313, G-18314, G-18315; MICHIGAN WISCONSIN PIPE LINE 
COMPANY, DOCKET NO. G—18316 





























ORDER GRANTING MOTION TO AMEND ORDER ACCOMPANYING OPINION NO. 331 AND 
REOPENING RECORD FOR LIMITED PURPOSE 


(Issued September 2, 1960) 


On June 27, 1960, as supplemented August 3, 1960, United Petroleum Gas 
Company (United), a Minnesota corporation having its principal place of busi- 
ness at 4820 Excelsior Boulevard, Minneapolis 16, Minnesota, filed a motion 
requesting that the certificate issued October 31, 1959, to Midwestern Gas 
Transmission Company (Midwestern) in the above-entitled proceeding by the 
order accompanying Opinion No. 331, 22 FPC 775, be amended so as to provide 
that Midwestern should deliver gas to United for distribution in the City of Ada, 
Minnesota, instead of providing, as the original order had done, that Midwestern 
should deliver gas to the City for use in a distribution system to be constructed 
and owned by the City. 

Opinion No. 331 authorized Midwestern to import natural gas from Canada 
and to construct and operate a natural-gas transmission pipeline system from a 
point on the United States-Canadian border near Emerson, Manitoba, to Marsh- 
field, Wisconsin. Paragraph (B) of the order accompanying Opinion No. 331 
granted Midwestern certificate authority to sell, among other volumes, a third- 
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year contracted-demand quantity of 992 Mcf to the City of Ada. According to 
United’s motion, at an election held subsequent to the issuance of Opinion No. 
331, the citizens of Ada voted against the City’s constructing its own distribution 
system, and instead, voted in favor of the City’s granting to a private corpora- 
tion a franchise which would authorize it to construct a gas system and to dis- 
tribute gas in Ada. 

Thereafter, the City Council of Ada on May 31, 1960, granted to United a 
franchise, a copy of which is attached to United’s motion as Exhibit A, authoriz- 
ing United to construct a gas system in Ada and distribute gas therein. A 
copy of United’s acceptance of the franchise, dated June 16, 1960, is also attached 
to the motion. 

United’s motion, filed June 27, 1960, stated that it adopted the market esti- 
mates* made by the engineering firm which presented evidence on behalf of 
Ada at the hearing in Docket Nos. G—18313, et al., but in the supplement to its 
motion, filed August 3, 1960, United submitted a market study which had appar- 
ently been made on an independent basis by United’s engineers. United estimates 
that by the end of the third year of operations, the third-year maximum daily 
requirements of Ada will be 599 Mcf and it has entered into a precedent agree- 
ment”? with Midwestern, dated June 16, 1960, whereby Midwestern agrees to 
sell and United agrees to purchase a third-year, contracted-demand volume of 
600 Mcf. United’s third-year estimate of Ada’s gas requirements is 392 Mcf less 
than the 992 Mcf which the Commission, on the basis of the evidence presented at 
the hearing by the engineering firm representing Ada, had authorized Mid- 
western to sell to Ada in the order accompanying Opinion No. 331. 

United’s precedent agreement with Midwestern further shows that Midwestern 
is willing to sell contracted-demand volumes to United, for the first, second and 
third-year requirements, respectively, amounting to 266 Mcf, 401 Mcf and 600 
Mcf, such volumes to be supplied out of the quantity of gas originally allocated 
to the City of Ada. Midwestern also indicated its approval of the proposed 
transfer in allocation of gas by filing on July 1, 1960, a statement in support of 
United’s motion to amend the order accompanying Opinion No. 331. United 
contemplates that it will purchase the gas to supply Ada under Midwestern’s 
Rate Schedule CRL—2* under which Midwestern agrees to construct the neces- 
sary lateral line for rendering city-gate service. 

United estimates its proposed distribution system will cost approximately 
$134,935 and states that “Financing is planned through current funds of the 
Company and from funds available from private sources”. United submitted a 
consolidated balance sheet prepared as of June 30, 1960, and otherwise supported 
its motion with data as to proposed interruptible customers, a schedule of the 
rates it proposes to charge and a calculation of estimated revenues, expenses and 
income. From these data it can be ascertained that United will apparently earn 
about $16,000 after taxes in the third year of operation, or approximately 13 
percent on its proposed investment. 


The Commission finds: 


(1) In the absence of any objection, answer or protest to United’s motion, 
other than Midwestern’s statement in support of the motion, it is necessary 


2Contained in Exhibit No. 147 in the proceeding in Docket Nos. G—18313, et al. 

2? Submitted as Exhibit B to United’s motion. 

3“CRL-2” is Midwestern’s new designation for the Rate Schedule which was formerly 
identified in the proceeding in Docket Nos. G—18313, et al., as Rate Schedule CD—1. 
United's motion shows that Midwestern will have to construct a 3-inch lateral about 1.46 
miles in length to supply city-gate service to Ada. 
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and appropriate in carrying out the provisions of the Natural Gas Act that 
United’s motion, filed June 27, 1960, as supplemented August 3, 1960, be grant- 
ed and that the Commission’s order accompanying Opinion No. 331, issued 
October 31, 1959, be amended, as hereinafter provided, to authorize Midwest- 
ern to deliver gas to United for resale in Ada. 

(2) Since the data submitted by United reveal differences in such matters 
as distribution system design, estimated gas requirements, contemplated rate 
of return and proposed financing, in United’s proposal for serving Ada as com- 
pared with the proposal which is now in the record in Docket Nos. G—18313, 
et al., whereby Ada would have constructed and owned the necessary distri- 
bution system, it appears appropriate in the public interest to reopen the 
record in Docket Nos. G-18313, et al., for the limited purpose of making United’s 
motion and supplement, hereinbefore described, a part of the record in 
this consolidated proceeding. 

(3) United’s motion and supplement, referred to in paragraph (2), supra, 
were submitted under oath and should be incorporated into the record by 
reference to the official files of the Commission and designated as Item C 
by reference. 

(4) Since the City of Ada no longer desires to purchase gas from Mid- 
western for use in a distribution system which it would construct, the allo- 
cation in the order accompanying Opinion No. 331 of 992 Mcf of gas to Ada 
should be rescinded and 600 Mcf of that volume should, instead, be added 
to the third-year volume of gas which Midwestern is now‘ authorized to sell 
to United. 


The Commission orders: 


(A) Paragraph (B) of the Commission’s order accompanying Opinion No. 
331, issued October 31, 1959, 22 FPC 775, 801, is hereby amended so as to 
authorize Midwestern to deliver an additional 600 Mcf of gas to United 
Petroleum Gas Company for resale in the City of Ada, thereby increasing to 
2,117 Mcf the total third-year, contracted-demand volume of gas Midwestern 
is authorized to deliver to United. 

(B) Consistent with the provision in paragraph (A) of this order, the 
following changes in Opinion No. 331 and the order accompanying that Opin- 
ion are necessary. 

(i) The authorization in Paragraph (B), 22 FPC 801, for Midwestern 
to deliver a third-year volume of 992 Mcf to the City of Ada is hereby rescinded 
and the difference between the increased allocation of 600 Mcf to United 
and the aforesaid 992 Mcf, or 392 Mcf, becomes unallocated on Midwestern’s 
system in the same manner as the 2,790 Mcef referred to in the body of Opin- 
ion No. 331 in the second line frum the top of 22 FPC 783. 

(ii) The “Total Contract Demand” of 198,610 Mcf shown in Paragraph 
(B), 22 FPC 801, is hereby reduced by 392 Mcf to 198,218 Mcf. 

(iii) The tabulation of third-year sales volumes appearing in the body 
of Opinion No. 331, 22 FPC 775 at page 783, is hereby changed to reflect: 
(1) a third-year volume of gas for United Petroleum Gas Company of 2,117 


*The order accompanying Opinion No. 331 authorized Midwestern to sell a third-year 
volume of 1,847 Mcf to United for distribution in the communities of Detroit Lakes, Dil- 
worth and Warren, Minnesota. By an order issued August 19, 1960, in Docket Nos. 
G—183138, et al., the Commission approved a transfer of 330 Mcf of gas from United’s total 
allocation of 1,847 Mcf to Northern States Power Company’s total allocation of 29,200 
Mcf so as to authorize Midwestern to deliver gas to Northern States for service to Dil- 
worth. The effect of the order was that it reduced United’s total allocation to 1,517 Mecf 
and increased Northern States’ total allocation to 29,530 Mcf. 
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Mcef, (2) deletion of everything on the first line of the tabulation so as to leave 
a blank where the tabulation now reads “Ada, Minnesota (city of), GS—1, 992”, 
(3) insertion of “Ada” among the communities appearing in parentheses after 
“United Petroleum Gas Co.” and (4) reduction of the “Total contract demand” 
of 198,610, shown at the bottom of the tabulation, to 198,218 Mcf. 

(C) The record in the consolidated proceeding in Docket Nos. G—18313, 
et al., is hereby reopened for the limited purpose of incorporating therein, 
as Item C by reference to the official files of the Commission, the motion and 
supplement, filed by United on June 27, 1960 and August 3, 1960, respectively, 
together with all exhibits and data appended to both the motion and supplement. 

(D) All other provisions of Opinion No. 331 and the order accompanying 
that Opinion, issued October 31, 1959, shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MICHIGAN GAS STORAGE COMPANY, DOCKET NO. CP60-70; PANHAN- 
DLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP60-74 











FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 6, 1960) 


On March 28, 1960, as supplemented on May 2, 1960, Michigan Gas Storage 
Company (Michigan Gas) filed in Docket No. CP60—70 an application pursuant 
to section 7 (c) of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing the construction and operation of metering and reg- 
ulating facilities at three new delivery points on Michigan Gas’ existing 
pipelines for the delivery of natural gas to Consumers Power Company (Con- 
sumers) for distribution and resale in certain communities which heretofore 
have had no gas service, all as more fully set forth in the application, as 
supplemented. 

The communities proposed to be served, all in the State of Michigan, and 
the facilities necessary therefor are: 

(a) the Villages of Perry and Morrice in Shiawassee County which will be 
served from a proposed delivery point on Michigan Gas’ 24-inch Laingsburg 
Junction to Clarkston Junction pipeline ; 

(b) the City of Laingsburg, Shiawassee County, which will be served from 
another proposed delivery point on the Laingsburg Junction to Clarkston 
Junction pipeline ; and 

(c) the Village of Birch Run, Saginaw County, which will be served from 
a proposed delivery point on Panhandle Hastern Pipe Line Company’s (Pan- 
handle) 12%-inch Bridgeport Junction to Clio Junction pipeline. 

The total estimated cost of Michigan Gas’ facilities proposed under this 
application is $53,000 which will be paid from cash on hand. This includes 
reimbursement to Panhandle for the proposed connection for the Village of 
Birch Run. 

On March 28, 1960, Panhandle Eastern Pipe Line Company filed in Docket No. 
CP60-74 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of the aforementioned delivery connection on Panhandle’s 
Bridgeport-Clio pipeline for redelivery to Consumers for distribution in Birch 
Run. 
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The total estimated annual and peak day requirements for the four com- 
muntites involved herein are: 


| 
Ist year 2d year | 3d year 





— | ——$ | —___ 
Peak day (Mcf) 965 1, 060 | 1, 157 
Annual (Mcf) 133, 930 147, 597 | 161, 688 


Temporary authority to construct and operate facilities and to sell and deliver 
natural gas, as proposed in the respective applications herein, was granted to 
Michigan Gas and to Panhandle on June 22, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 25, 1960, respecting the matters involved in and the issues presented by 
the applications herein. No petition to intervene or protest to the granting of 
the applications has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Michigan Gas Storage Company, a Michigan corporation having 
its principal place of business in Jackson, Michigan, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Commis- 
sion in its order of December 3, 1946, in Docket No. G—731 (5 FPC 965). 

(2) Applicant, Panhandle Eastern Pipe Line Company, a Delaware corpora- 
tion having its principal place of business in Kansas City, Missouri, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order accompanying the opinion of September 23, 1942, 
in Docket Nos. G—200 and G—207 (3 FPC 273). 

(3) The facilities hereinbefore described, as more fully described in the appli- 
cations in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Michigan Gas 
and Panhandle, respectively, are subject to the requirements of Subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(4) Michigan Gas and Panhandle are able and willing properly to do the acts 
and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(5) The proposed construction and operation of the facilities by Michigan 
Gas and Panhandle are required by the public convenience and necessity and 
certificates therefor should be issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificates hereinafter issued to Michigan Gas and Pan- 
handle and to the exercise of the rights granted thereunder, and that the time 
within which construction of the facilities authorized by this order shall be 
completed and placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
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and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and the same are here- 
by issued authorizing Michigan Gas Storage Company and Panhandle Eastern 
Pipe Line Company, respectively, to construct and operate the facilities here- 
inbefore described, as more fully described in the applications in this proceeding, 
for the transportation and sale of natural gas as therein set forth, subject to the 
jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(ec) (4) and (e) of Section 157,20 of the Commissions’ Regulations under the 
Natural Gas Act shall attach to the issuance of the certificates granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act is hereby fixed at 6 
months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITY OF SACRAMENTO, PROJECT NO. 396 
ORDER ACCEPTING SURRENDER OF LICENSE (MINOR) 
(Issued September 7, 1960) 


City of Sacramento, licensee for minor Project No. 396, filed with the Com- 
mission on July 6, 1960, through the Forest Service, United States Department 
of Agriculture, a request for surrender of its license for the project. 

The license for the project—which affected lands of the United States within 
Eldorado National Forest in El Dorado County, California—was issued without 
charge to the City of Sacramento on September 13, 1934, for a period not to 
extend beyond September 22, 1973. 

The Forest Service by letter dated July 5, 1960, informed the Commission 
that commercial power became available in the area in 1947; that the project 
was abandoned in 1951; and that the lands involved have been restored to a 
condition satisfactory to the Service. 

The licensee’s copy of the license instrument has been returned. 


The Commission finds: 


Acceptance of surrender of the license for the project is appropriate as here- 
inafter provided. 


The Commission orders: 


Surrender of the license for minor Project No. 396 is accepted, effective as 
of July 5, 1960. 
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Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6954 


ORDER 





AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued September 8, 1960) 


Pacific Power « Light Company (Applicant), incorporated under the laws of 
the State of Maine, and qualified to do business as a foreign corporation in the 
States of Oregon, Washington, Wyoming, Montana, and Idaho, with its principal 
place of business in Portland, Oregon, filed an application on July 27, 1960, as 
amended August 8 and August 23, 1960, for an order, pursuant to Section 204 
of the Federal Power Act, authorizing the issuance of $20,000,000 principal 
amount of First Mortgage Bonds, Series due 1990, to be sold at competitive 
bidding. 

Applicant proposes to issue the Bonds under its Indenture of Mortgage and 
Deed of Trust, dated as of July 1, 1947, as heretofore supplemented and as 
to be further supplemented by a proposed Eleventh Supplemental Indenture to 
be dated as of September 1, 1960. 

On or about September 8, 1960, Applicant proposes to invite sealed, written 
bids for the purchase of the Bonds, by newspaper publication and by distribution 
of a Form of Bid, together with a statement of terms and conditions relating 
thereto and a recital of the terms of purchase which will constitute the purchase 
agreement herein. All bids, whether from a single bidder or from a group of 
bidders, must be submitted on the Form of Bid provided by the Applicant, and 
each counterpart must be signed by the bidder or by the Representative, in the 
case of a group of bidders. Each bid must specify: the interest rate to be 
borne by the Bonds, which rate shall be a multiple of 4th of 1 percent; the 
price exclusive of accrued interest to be paid to Applicant for the Bonds, which 
price shall be not less than 981%4% nor more than 10234% of the principal 
amount thereof; and, that Applicant shall be paid the amount of the accrued 
interest on the Bonds from September 1, 1960 to the date of payment therefor 
and delivery thereof. 

Unless postponed, all bids for the proposed issuance of Bonds must be pre- 
sented to Applicant before 12:00 Noon, New York City Time, on September 21, 
1960, at Room 2033, Two Rector Street, New York 6, New York. Unless Ap- 
plicant shall reject all bids, which it reserves the privilege to do, or shall ex- 
clude a bid or bids for reasons specified in the statement of the terms and con- 
ditions, it will accept the bid which will provide it with the lowest annual 
cost of money. 

Bach bid must be accompanied by a certified or official bank check or checks 
in the aggregate amount of $600,000, payable in New York Clearing House 
funds, and must be for the purchase of all of the Bonds. 

Applicant will utilize the proceeds of approximately $20,000,000, to be ob- 
tained from the proposed issuance of Bonds to repay an estimated $18,000,000, 
principal amount of Promissory Notes, which Applicant has already issued or 
will have issued prior to completing the contemplated issuance of Bonds, and 
to carry forward its present construction program, which is expected to require 
total expenditures of about $33,700,000 for 1960. The chief items included in 
the afore-mentioned amount are $10,425,000 for completion of a second 100,000 kw 
generating unit and related facilities at the Dave Johnston steam plant, and 
$13,140,000 for electric distribution additions and improvements. 
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Written notice of the application has been given to the Board of Railroad 
Commissioners of Montana, the Public Utility Commissioner of Oregon, the 
Public Service Commission of Washington, the Public Service Commission of 
Wyoming, and the Public Utilities Commission of Idaho, and to the Governor 
of each of those States. Notice of the application has also been given by 
publication in the Federal Register on August 10, 1960 (25 F.R. 7554), stating 
that any person desiring to be heard or to make any protest with reference 
to the application should file a petition or protest on or before August 26, 1960, 
with the Federal Power Commission, Washington 25, D.C. No protest or petition 
or request to be heard in opposition to the granting of the application has 
been received. 

On August 5, 1960, the Public Service Commission of Wyoming; on August 
11, 1960, the Public Utilities Commission of Idaho; and, on August 17, 1960, 
the Public Utility Commissioner of Oregon and the Public Service Commission 
of Washington approved the proposed issuance of $20,000,000, principal amount 
of Bonds, in the manner and for the purposes set forth above. 

The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act subject to the jurisdiction of the Commission 
as heretofore determined and set forth in the Commission’s order issued April 
24, 1958, Pacific Power and Light Company, Docket No. E-6778, 19 FPC 573. 

(2) The proposed issuance of Bonds, as described above, will constitute an 
issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of securities, therefore, is not exempt by virtue of that Section from the 
requirements of Section 204 of the Act. 

(4) The proposed issuance of Bonds, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest, which is appropriate for and consistent with the 
proper performance by Applicant of service as a public utility and which will 
not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission Orders: 


(A) The proposed issuance of Bonds, upon the terms and conditions and for 
the purposes specified in the application, as described above, its authorized 
subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall not 
be consummated until : 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (3) of the Commission’s Regulations under the Federal Power 
Act relating to compliance with competitive bidding requirements and Section 
34.2(k) (4) of those Regulations relating to affiliation, and shall have either 
filed such amendments or shall have mailed them and advised the Commission 
by telephone and telegram as contemplated by Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the price to be received by 
Applicant for the Bonds and the interest rate thereof, by a further order. 

(C) The authorization contained herein to issue Bonds shall expire unless 
the transaction thus authorized is consummated within 90 days from the date 
of issuance of this order. 
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(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of costs, or any matter what- 
soever which is now pending or may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to 
which this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


POWER AUTHORITY OF THE STATE OF NEW YORK, PROJECT NO. 2000 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued September 9, 1960) 


On January 27, 1960, the Power Authority of the State of New York (the Power 
Authority), licensee for Project No. 2000 in the International Rapids section of 
the St. Lawrence River, filed application for deletion of Articles 14 and 15 pur- 
suant to Public Law 83-278 (67 Stat. 587) as amended by Public Law 86-124 
(73 Stat. 271) relating to accounting, and for amendment of Article 27 as of 
July 1, 1958S in accordance with the provisions of Part 11 of the Commission’s 
Regulations (18 C.F.R. 11.20(b)), pursuant to the Commission’s Order No. 205 
issued June 6, 1958 (23 F.R. 4313) relating to annual charges for major projects 
of State or municipal licensees. 

The accounting provisions of the Federal Power Act are made inapplicable to 
the Power Authority, as a municipal licensee, by the provisions of Public Law 
83-278 (67 Stat. 587) as amended by Public Law 86-124 (73 Stat. 271). The 
Commission’s Order No. 205, issued June 6, 1958 under Section 10(e) of the 
Federal Power Act, as amended, changes the method of computing annual charges 
for major projects of State and municipal licensees subject to amendment of the 
license as requested by the Power Authority. 


The Commission finds: 


(1) The license for Project No. 2000, amended as hereinafter provided is con- 
sistent with the provisions of the Federal Power Act, as amended, and the 
Commission’s Regulations thereunder. 

(2) The installed horsepower capacity of Project No. 2000 for the purpose of 
computing the capacity component of the annual charge is 1,216,000 horsepower, 
and the annual charge for reimbursing the United States for the costs of admin- 
istration of Part I of the Federal Power Act, based on such capacity, as hereinafter 
provided, is reasonable. 


The Commission orders: 


(A) The license for Project No. 2000 is further amended, effective as of July 
1, 1958, as follows: 

PARAGRAPH I. Articles 14 and 15 of the license are eliminated therefrom. 

PARAGRAPH II. Article 27 of the license is amended to read as follows: 

Article 27. The Licensee shall pay to the United States the annual charges: 

For the purpose of reimbursing the United States for the costs of administration 
of Part I of the Act, a reasonable annual charge in accordance with the provisions 
of Part 11 of the Commission’s Regulations (18 C.F.R. 11.20(b)). The authorized 
installed capacity for such purpose is 1,216,000 horsepower. 
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(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Federal 
Power Act and failure to file such an application shall constitute acceptance of 
this amendment of license. In acknowledgment of the acceptance of this amend- 
ment of license, it shall be signed for the licensee and returned to the Commission 
within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SUNRAY MID-CONTINENT OIL COMPANY 
ORDER DENYING APPLICATION FOR REHEARING 
(Issued September 9, 1960) 


On April 11, 1960, Sunray Mid-Continent Oil Company (Sunray) filed an 
amendatory agreement dated March 28, 1960, to its FPC Gas Rate Schedule 
No. 152, dated September 17, 1957, for the sale of gas to Northern Natural Gas 
Company (Northern). The amendment, designated Supplement No. 3 to Sun- 
ray’s FPC Gas Rate Schedule No. 152 increased the price of natural gas by 1.0¢ 
per Mcf from 15.5¢ to 16.5¢ for the full wellhead stream in consideration for 
which Sunray gave up its right to process the gas for recovery of the liquids 
contained therein. 

As no comparative and supporting statements were submitted by Sunray with 
its amendatory agreement, by letter dated May 16, 1960, the Commission ac- 
cepted for filing Sunray’s March 28, 1960 amendment as a supplementary agree- 
ment and not as a notice of change. 

By letter of July 25, 1960, Sunray was advised that if it desired to increase 
its contract price by 1.0¢ per Mcf as provided by the March 28, 1960 contract 
amendment, it would first be necessary for Sunray to file the requisite notice 
of change and that such notice of change should include a comparative state- 
ment of sales and revenues and a full statement in support of the increased rate, 
as required by Section 154.94 of the Commission’s Regulations under the Natural 
Gas Act. 

On August 12, 1960, Sunray filed an application for rehearing of the Com- 
mission’s letter of July 25, 1960. Sunray contends that the contract amend- 
ment of March 28, 1960, is in effect a sale of liquid hydrocarbons not subject to 
the jurisdiction of the Federal Power Commission, and that Sunray’s notice 
of change in rate schedule filed April 11, 1960, became effective May 12, 1960, 
pursuant to both the Natural Gas Act and Commission action. 

The March 28, 1960 amendment increases the price by 1.0¢ per Mcf, from 
15.5¢ to 16.5¢, for the full wellhead stream of gas in consideration for which 
Sunray gives up its right to process the gas for recovery of the liquids therein. 
Thus, it is not the usual liquid compensation arrangement whereby Northern 
agrees to pay Sunray a share of any revenues derived by Nothern from the 
extraction of liquids but an increase in the rate paid for natural gas containing 
the liquefiable hydrocarbons. Sunray’s claim that the March 28, 1960 amend- 
ment filed on April 11, 1960 constituted the required notice of change and the 
Commission’s acceptance thereon increased the rate from 15.5¢ to 16.5¢ per 
Mcf does not accord with the Commission’s Regulations. Sunray’s April 11, 
1960 submittal was not a notice of change because it was not accompanied by a 
comparative statement of sales and revenues and by a statement in support of 
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the increased rate. The amendment was accepted for filing, not as a notice 
of change, but as a supplementary agreement which furnishes a contractual 
basis for the filing by Sunray of a notice of change in rate. 
The Commission finds: 


The application for rehearing of the Commission’s letter of July 25, 1960, 
filed by Sunray Mid-Continent Oil Company on August 12, 1960, for the reasons 
heretofore stated is without merit and should be denied. 





The Commission orders: 





The application for rehearing of the Commission’s letter of July 25, 1960, filed 
by Sunray Mid-Continent Oil Company on August 12, 1960, for the reasons 
heretofore stated is without merit and is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UGANIK FISHERIES, INC., AND INTERCOASTAL PACKING COMPANY, 
PROJECT NO. 2026 


ORDER APPROVING TRANSFER OF LICENSE (MAJOR) 


(Issued September 9, 1960) 
















Joint application was filed June 28, 1960 by Uganik Fisheries, Inc., licensee for 
major Project No. 2026, and Intercoastal Packing Company, of Seattle, Washing- 
ton, for approval of transfer of the license for the project from the former to 
the latter. The project affects lands of the United States about 40 miles west 
of Kodiak, on the north side of Kodiak Island, in the Third Judicial Division, 
State of Alaska. 


The Commission finds: 





(1) The proposed transferee of the license is a private corporation organized 
under the laws of the State of Washington, and has submitted satisfactory evi- 
dence of compliance with the requirements of all applicable State laws insofar 
as necessary for the operation of the project. 

(2) Approval of the transfer of the license as hereinafter provided will not 
R be inconsistent with the public interest. 

P (3) Annual charges under the license for the project have been paid through 
December 31, 1959. 


The Commission orders: 





(A) The transfer of the license for major Project No. 2026 from Uganik 
Fisheries, Inc. to Intercoastal Packing Company is approved, effective as of 
the date of conveyance of the project properties under the license, and subject 
to the provisions of Section 9.3 of the Commission’s Regulations under the Fed- 
eral Power Act. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Act, 
and failure to file such an application shall constitute acceptance by Inter- 
coastal Packing Company of the license for Project No. 2026. In the acknowl- 
edgment of the acceptance of the license, this instrument shall be signed for 
the transferee and returned to the Commission within 60 days from the date of 
issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SHELL OIL COMPANY, ET AL., DOCKET NO. G-9446, ET AL., SHELL OIL 
COMPANY, DOCKET NO. G-12192 


ORDER DENYING MOTION FOR RECONSIDERATION 
(Issued September 12, 1960) 


Shell Oil Company (Shell) and Texas Gas Transmission Corporation (Texas 
Gas) on February 1, 1960, submitted a joint Offer of Settlement of the proceed- 
ing in Docket No. G—12192. Louisville Gas and Electric Company, a customer 
of Texas Gas and an intervener herein, on February 8, 1960, submitted a docu- 
ment whereby it joined in and agreed to the proposed offer of settlement. As 
such offer was rejected by our letter of February 10, 1960, Shell and Texas Gas 
filed their first request for reconsideration of the Commission’s action on February 
19, 1960. By our order issued in Docket No. G—12192 on March 18, 1960, 23 FPC 
510, we denied the first motion for reconsideration. Subsequently, on July 26, 
1960, Shell and Texas Gas filed a joint second request for reconsideration con- 
currently with Shell’s cost of service data in purported support of its Offer of 
Settlement. 

In our March 18, 1960, order denying reconsideration of the Offer of Settle- 
ment, we stated, in effect, (1) that Shell and Texas Gas would have us accept 
effective as of August 22, 1957, Shell’s increased base rate proposal of 16.75¢ 
per Mcf at 15.025 psia, which is now being charged subject to refund in Docket 
No. G—12192 for Shell’s jurisdictional sales to Texas Gas of natural gas produced 
in the Chalkley Field, Cameron Parish, Louisiana, and that such acceptance 
would add many millions of dollars to the costs of the consuming public without 
Shell submitting financial data to support the reasonableness of the settlement 
rate; (2) that, even though Shell claims 40,000,000 Mcf of reserves from the addi- 
tional acreage it would dedicate herein, Texas Gas did not confirm this figure; 
and (3) that, while the United States Court of Appeals for the Third Circuit 
held that the effective rate as of June 7, 1954, for the sales in Docket No. G—12191, 
as well as the subject sale, was 12.5¢ per Mcf rather than 8.997¢ per Mcf (263 F. 
2d 223), petitions of the Commission, Texas Gas and Louisville Gas and Electric 
Company had been granted, and that the matter was pending before the Su- 
preme Court of the United States on writs of certiorari, Nos. 167 and 170, Oc- 
tober Term, 1959. 

The cost of service data submitted by Shell is presented on an over-all basis 
and contains three separate and voluminous exhibits utilizing various methods 
of allocating joint costs. In the first exhibit, the relative cost method of allo- 
cating joint production expenses and a modified Btu method of allocating ex- 
ploration costs are used. In the second and third exhibits, the straight Btu 
method and a modified Btu method of allocating joint costs, respectively, are 
used. 

By order issued February 11, 1960, a general investigation of Shell’s rates was 
instituted in Docket No. RI60-111 and such proceeding was consolidated for 
hearing purposes with Docket No. G—12192 and 55 other Section 4(e) suspen- 
sion proceedings of Shell under Docket Nos. G—9446, et al. Hearings commenced 
on July 7, 1960, at which time Shell presented its case-in-chief. The principal 
portions of its exhibits are the three cost of service studies described above. 
The hearing is presently in recess until October 18, 1960, when it will reconvene 
for purposes of cross-examination of Shell’s witnesses. Analysis of the volumi- 
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nous cost data for the purpose of preparing recommendations with respect to the 
justification of the increased rate proposal in Docket No. G—12192 would disrupt 
the present staff field investigation of all of Shell’s operations and would delay the 
determination of the just and reasonable rates for all of Shell's jurisdictional 
sales. 

In its second request, Shell stated that Texas Gas is now willing to agree that 
43,400,000 Mcf of additional recoverable reserves will be made available through 
the dedication of approximately 2,200 additional acres pursuant to the Offer of 
Settlement; however, Shell also qualifies its statement by admitting that both 
Texas Gas and Shell recognize that the calculation of reserves is not an exact 
or precise science. 

On June 13, 1960, and prior to the filing of the second request, the Supreme 
Court of the United States reversed the aforementioned decision of the Court 
of Appeals and remanded the case for further proceedings (363 U.S. 263). In 
its opinion, the Supreme Court found that the Commission correctly construed 
Shell’s base rate effective as of June 7, 1954 to be 8.997¢ per Mcf rather than 12.5¢ 
per Mcf (363 U.S. 263, at 276). 

Accordingly, in view of the matters set forth above and particularly in view 
of the consolidated proceedings in Docket Nos. G—9446, et al., which, among 
other issues therein, includes the justness and reasonableness of not only the 
rate involved in this offer but also our consideration of the justness and reason- 
ableness of all of Shell’s jurisdictional rates, it is considered that Shell’s and 
Texas Gas’s second request for reconsideration should be denied. 


The Commission finds: 


For the aforementioned reasons, good cause has not been shown to grant the 
Second Request for Reconsideration of Offer of Settlement, filed July 26, 1960 
in Docket No. G-12129 jointly by Shell and Texas Gas. 


The Commission orders: 


The Second Request for Reconsideration of Offer of Settlement, filed July 26, 
1960 by Shell and Texas Gas in Docket No. G—12192, is denied. 


PORTLAND GENERAL ELECTRIC COMPANY, PROJECT NOS. 2030 
AND 2259 


ORDER MODIFYING AND ADOPTING INITIAL DECISION OF PRESIDING EXAMINER, CON- 
SOLIDATING PROCEEDINGS AND ISSUING LICENSE FOR PROJECT NO. 2259 AS AMEND- 
MENT OF OUTSTANDING LICENSE FOR PROJECT NO, 2030 


(Issued September 12, 1960) * 
Syllabus 


. Since project works for both developments constitute parts of a single project 
which is best adapted to a comprehensive plan for development of Deschutes 
River, outstanding license for Pelton development should be amended to in- 
clude proposed Round Butte development. P. 410. 

2. Minimum stream flows at river mile 100 for March, April, May and June 
during construction and first two years of operation should be maintained 
at 3,500 cfs, or inflow to Round Butte and Pelton reservoirs, whichever 
is less. P. 411. 


*Initial decision appears on p. 419. Rehearing denied by order issued November 4, 1960. 
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. License conditioned to reserve right, upon recommendation of Secretary of 
Interior, Oregon State Game Commission, Fish Commission of Oregon, or on 
Commission’s motion, and after notice and opportunity for hearing, to require 
PGE to take appropriate measures to control trash or rough fish in Round 
Butte and Pelton reservoirs. P. 411. 

4. In view of cycle of fish life, period of testing and evaluation of fish facilities 
should be four years rather than three years. P. 411. 

5. Commission amends license issued to PGE for Pelton development, under 
Section 4(e) of the Federal Power Act, to include the Round Butte 
development. P. 415. 

Clarence D. Phillips, and Alfred H. Stoloff for Portland General Electric Co. 
Leo V. Nuttman for Oregon State Highway Commission. 

Louis S. Bonney for State Water Resources Board of Oregon. 

Arthur S. Higgs, Roy C. Atchinson for Fish Commission of Oregon, and 

Oregon State Game Commission. 

Erskine B. Wood, Kenneth S. Klarquist, Borden Beck and Tom Goldsmitk 
for Citizens Conservation Committee. 

Donald A. Sander, for the Staff of the Federal Power Commission. 









sefore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 






























This proceeding arose upon application filed on March 19, 1959, by Portland 
yeneral Electric Company (PGE) for a license authorizing the construction, 
operation and maintenance of the Round Butte hydroelectric development, 
Project No. 2259. The Round Butte development would be located on the 
Deschutes River in Oregon at the head of Lake Simtustus, the reservoir formed 
by the construction of PGE’s Pelton Dam under Federal Power Commission 
license in Project No. 2030. 

The principal project works of the Round Butte development would consist 
of a rock-fill dam 440 feet high with a crest length of about 1,320 feet, a 
powerhouse containing three 82,350 kilowatt generators, a 96-mile 230-kv trans- 
mission line extending westerly across the Cascade Mountains to a point near 
Salem, Oregon, a 12.5-kv line to the Pelton Dam eight miles downstream, and 
fish conservation facilities for the transfer of fish migrating upstream and down- 
stream. The reservoir to be created by the proposed dam would have an area 
of about 3,600 acres at normal pool elevation of 1945 feet above mean sea level, 
and would have 250,000 acre-foot of usable storage in 85 feet of drawdown. 
As proposed, Round Butte would be the largest hydroelectric development lo- 
cated entirely within the State of Oregon, and would almost double the output 
of PGE’s seven existing hydroelectric developments. 

Hearing on PGE’s application was held in Portland, Oregon, from November 
30, 1959, through December 11, 1959, at which time all interested persons were 
afforded an opportunity to be heard. Thereafter, on June 2, 1960, the presiding 
examiner issued his initial decision ordering, subject to review by the Com- 
mission, the issuance of a license to PGE for the Round Butte development as 
Project No. 2259. 

Exceptions to the examiner’s decision have been filed by PGE, the Commis- 
sion’s staff, and by the following interveners: The Oregon State Game Com- 
mission and the Fish Commission of Oregon (Fish and Game Commissions), 
and the Citizens Conservation Committee, Kenneth S. Klarquist and John D. 
Besson (Conservation Committee). PGE and the Conservation Committee have 
requested oral argument before the Commission on the exceptions filed by them 


410 FEDERAL POWER COMMISSION 


The issues in this proceeding have been fully developed on the record and have 
been argued at length both in the briefs and in the exceptions to the examiner’s 
decision. We do not believe that oral argument before the Commission is neces- 
sary to clarify the issues or to assist in their determination. We shall therefore 
deny the motions for oral argument. 

Upon consideration of the evidence of record, the parties’ briefs, the examiner’s 
decision, and the exceptions to the examiner’s decision, we are of the opinion 
that the examiner’s decision licensing the construction, operation and mainte- 
nance of the Round Butte development should be adopted as our own, subject, 
however, to the modification hereinafter set forth. 

PGE applied for, and the examiner would issue, a separate 50-year license for 
the Round Butte development as Project No. 2259, although, as the examiner 
found, the proposed development and the downstream Pelton development, here- 
tofore constructed under Commission license as Project No. 2030, will be oper- 
ated coordinately so as to enhance and sustain maximum output, economy and 
operating conditions. Staff, on the other hand, takes exception to the issuance of 
a separate license and urges that the outstanding license for the Pelton develop- 
ment be amended to include the Round Butte development since the project 
works of both the existing and the proposed developments constitute parts of 
the same project and will be operated as a unit. 

The position of staff is supported by the evidence in this proceeding and is 
consistent with previous Commission decisions.» The record shows that the 
project works of the proposed Round Butte development would be constructed 
adjacent to and immediately upstream from the existing project works of the 
Pelton development; that the hydraulic capability of the two is substantially 
the same; that unless water is to be spilled, which is not contemplated, the 
project works of the two developments could not be operated separately for any 
substantial length of time; and that the physical relaionship between the two 
developments is such that, when constructed, the project works of both develop- 
ments will be operated as a single unit. We therefore conclude, and there is 
no sound basis in the record for concluding otherwise, that the project works of 
both developments constitute parts of a single project which is best adapted 
to a comprehensive plan for the development and improvement of the Deschutes 
River; that they appropriately should be embraced by a single license; and that 
the outstanding license for the Pelton development should be amended to 
include the proposed Round Butte development. 

The Pelton license (10 FPC 445) was issued December 21, 1951, for a period 
of fifty years from its effective date, January 1, 1952. By licensing the Round 
Butte development as an amendment to the Pelton license, the effect will be 
to make the license period for Round Butte shorter by about ten years than the 
maximum period of fifty years allowable under the Federal Power Act. We 
cannot find, however, that this will work any undue or unreasonable hardship 
on PGE. As parts of a single project, the public interest requires inclusion of 
both the proposed Round Butte development and the existing Pelton development 
under the license heretofore issued to PGE for the Pelton development, and as 
we have stated before the legislative history of the Act demonstrates the 
desirability of having a license expire at the same time with respect to all project 
works. The license herein issued to PGE will therefore be conditioned upon ac- 
ceptance of it by PGE as an amendment to the existing Pelton license. This 
is fully consistent with the precedents cited above. 


1See Virginia Electric and Power Co., 23 FPC 537 (1960) ; California Oregon Power 
Co., 23 FPC 59 (1960) and Pacific Gas and Electric Co., 2 FPC 516 (1941). 
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With respect to the issue of the minimum streamflows to be maintained by 
PGE during the months of March, April, May and June when fish are spawning 
in this region of the Deschutes River, and during which PGE proposes to refill 
its reservoir, the examiner concluded that PGE should maintain a minimum 
flow of 3,500 feet per second at river mile 100.0 (immediately below the Pelton 
reregulating dam) for each of these months during the period of construction 
and for the first two years of operation, the minimum flows to be finally deter- 
mined by the Commission upon consideration of the recommendations of the 
Secretary of the Interior, the State Water Resources Board, the Oregon State 
Game Commission and the Fish Commission of Oregon. PGE takes exception 
to this determination by the examiner in that PGE may thereby be required te 
release downstream flows in excess of the inflow to the Round Butte reservoir. 
PGE may not be able to maintain downstream flows in excess of the inflow to the 
Round Butte and Pelton reservoirs. Accordingly, the minimum streamflows at 
river mile 100.0 for March, April, May and June during construction and the 
first two years of operation should be maintained at 3,500 cubic feet per second 
or the inflow to the Round Butte and Pelton reservoirs, whichever is less. 

The Fish and Game Commissions propose in their exceptions to the examiner’s 
decision that, if a trash fish problem should develop at Round Butte, PGE should 
be required to bear the cost of necessary investigations and corrective measures 
required for the control of such fish. The record indicates that there are no 
known methods by which trash fish might be controlled in the Round Butte and 
Pelton reservoirs without substantial injury or destruction of anadromous fish. 
It also appears that the control of trash fish is a problem common to all res- 
ervoirs in the area to some degree, and is not a problem found in the Round 
Butte and Pelton reservoirs alone. 

If and when the state and Federal fishery agencies, with the expert knowledge 
at their command, can develop a method of controlling trash fish which will offer 
reasonable prospects of success without attendant harmful results or exorbitant 
cost, and which could be adapted to the operation of the Round Butte and Pelton 
reservoirs, it might then be appropriate to expect PGE to contribute financially 
toward application of such control measures to its reservoirs. We shall there- 
fore condition the license so as to reserve the right, upon recommendation of the 
Secretary of the Interior, the Oregon State Game Commission, the Fish Com- 
mission of Oregon, or upon our own motion, and after notice and opportunity for 
hearing, to require PGE to take appropriate measures to control trash or rough 
fish in the Round Butte and Pelton reservoirs. 

The examiner would condition the license to require that PGE consult and 
cooperate with the U.S. Fish and Wildlife Service, the State Water Resources 
30oard, the Oregon State Game Commission, and the Fish Commission of Oregon 
in an effort to agree upon a mutually satisfactory program to last not more than 
three years for the purpose of testing and evaluating the fish passage facilities 
at the Round Butte development. In view of the cycle of fish life, however, 
we are of the opinion that the period of testing and evaluation of the fish facili- 
ties should be four years rather than three years, and that this longer period 
will better serve the purposes of the required study. 

PGE takes exception to the examiner’s requirement that even though it sub- 
mitted evidence of its ability to finance the Round Butte development, it never- 
theless should file, before commencement of construction, a definite plan for 
financing satisfactory to the Commission with definite commitments and under- 
takings on reasonable terms to assure all cash requirements to meet the costs 
of construction. PGE has submitted satisfactory evidence of its ability to fi- 
nance the proposed Round Butte development. The filing of a definite plan for 


676-—807—64 29 





412 FEDERAL POWER COMMISSION 


financing is not necessary or usually required in the case of a company like 
PGE which, as the examiner found, has a history of successful operation of a 
substantial electric power system, and whose ability to finance its proposed 
development has been shown. The requirement of filing a definite plan of 
financing should therefore be omitted. 

Those exceptions to the examiner’s decision not hereinabove discussed and 
disposed of are either immaterial or present no considerations which were not 
fully argued to the examiner and properly disposed of by him in his decision 
or which find such substantial support in the record of this proceeding as to 
persuade us that the examiner’s decision should be modified other than as herein 
provided. Such exceptions should therefore be denied. 

Consistent with the foregoing, with the modifications hereinabove indicated 
and with the amendments of the examiner’s formal findings and order as set 
forth below, we shall adopt his decision as our own. 


The Commission further finds: 


The examiner’s formal findings Nos. (6), (12), (19), (80), (42), (48), (44), 
(46), (56), (64) and (67) should be amended by substitution of the following: 

(6) The license for Project No. 2030, as hereinafter amended, embraces both 
the existing Pelton development and the proposed Round Butte development, 
affecting lands of the United States, and consisting of: 

(a) All lands constituting the project area and enclosed by the project bound- 
ary or the limits of which are otherwise defined, and/or interest in such lands 
necessary or appropriate for the purposes of the project, whether such lands or 
interest therein are owned or held by the Applicant or by the United States; 
general location of such project area being shown and described by certain 
exhibits which formed part of the application for license or amendment thereof 
and which are designated and described as follows: 


Pelton development 


Exhibit J—(Dweg. No. revised F95143) (FPC No. 2030-11) entitled “Pelton 
Power Development General Map” signed Northwest Power Supply Co. by 
Thomas M. Robbins, President on April 6, 1951. 

Erhibit K—(Dweg. No. revised F95144) (FPC No. 2030-12) entitled “Pelton 
Power Development Detail Map” signed Northwest Power Supply Co. by 
Thomas M. Robbins, President on April 6, 1951. 


Round Butte development 


Erhibit J—Sheets 1 and 2 (FPC Nos. 2030-80 and -81) showing general 
location of the development. 

(b) Project works consisting of: 

Constructed Pelton development, consisting of concrete arch dam approxi- 
mately 205 feet high; a reservoir with normal pool at elevation 1580 feet, a 
gated spillway on the left abutment; 3 short penstocks 16 feet in diameter; an 
outdoor type powerhouse located immediately downstream from the dam, con- 
taining three 55,000 horsepower turbines operating under a gross head of about 
152 feet, each connected to a 36,000-kilowatt generator, a switching station at 
the rim of the canyon; a 230-kilovolt transmission line extending south to 
connect with a line of the Bonneville Power Administration at a point east of 
the Round Butte damsite; a concrete gravity and earth regulating dam located 
about 2.5 miles downstream from the arch dam; a regulating reservoir with 
maximum pond level at elevation 1435 feet; and fish facilities consisting of a 
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fish ladder extending 2.78 miles from entrance-ways at the regulating dam to 
the Pelton dam, an emergency fish trap near the lower end of the ladder, and 
a downstream-migrant structure at Pelton dam; and appurtenant electrical 
and mechanical facilities; and 

Proposed Round Butte development, consisting of a rock-fill dam with a central 
impervious core; a reservoir with an area of about 3,600 acres at normal pool 
elevation of 1945 feet and having a usable storage of 250,000 acre-feet in 85 
feet of drawdown; a tunnel spillway ; a power tunnel extending to a powerhouse 
located at the left bank immediately downstream from the toe of the dam 
containing three 115,000-horsepower turbines operating under a gross head of 
365 feet each connnected to an 82,350-kilowatt generator; a switchyard; a 230- 
kilovolt transmission line extending to Applicants Bethel substation near Salem, 
Oregon; a 12.5-kilovolt line to the Pelton development; fish transfer facilities 
for both upstream and downstream migrants; and appurtenant electrical and 
mechanical facilities ; 


the location, nature, and character of which are more specifically shown and 


described by the exhibits hereinbefore cited and by certain other exhibits which 


also formed a part of the application for license and which are designated and 
described as follows: 


Pelton development 


Evrhibit L: L-1 (Dwg. No. F-144287) (FPC No. 2030-22) entitled “General 
Plans and Sections” ; 

L-2 (Dwg. No. F-144288) (FPC No. 2030-23) entitled “Power House Plans” ; 

L-3 (Dwg. No. F-144289) (FPC No. 2030-24) entitled “Power House Cross 
Section” ; 

L-—4 (Dwg. No. F-144290) (FPC No. 2030-25) entitled “Arch Dam and 
Stresses” ; 

L-8 (Dwg. No. F-144294) (FPC No. 2030-27) entitled “One Line Wiring 
Diagram” ; 

(G-1438206) (FPC No. 2030-31) entitled “Fish Trap Plans and Sections 
M & RSh. 1”; 

(F-143207) (FPC No. 2030-32) entitled “Fish Trap Plans and Sections 
M & R Sh. 2”; 

(G-143208) (FPC No. 2030-33) entitled “Fish Trap Details M & R”; 

(G—143218) (FPO No. 2030-34) entitled “Upstream Migrant Structures” ; 

(G-143219) (FPC No. 2080-35) entitled “Fish Ladder Sta. 11 + 16.25 to Sta. 
12 + 15.25”; 

(G--143311) (FPC No. 2030-36) entitled “Miscellaneous Steel” ; 

(G-144998) (FPC No. 2030-37) entitled “Fishtrap-Brail Pool Tunnel Trap 
Plan & Sections” ; 

(G-144999) (FPC No. 2030-38) entitled “Fishtrap-Brail Pool Grating & 
Frame” ; 

(G-145000) (FPC No. 2030-39) entitled “Fish Elevating Hopper Plan, Sec- 
tions & Details” ; 

(G-145001) (FPC No. 2030-40) entitled “Fish Elevating Hooper Discharge 
Valve Mechanism” ; 

(G-145002) (FPC No. 2030-41) entitled “Hopper & Brail Lifting Power 
Assembly & Details” ; 

(G-145003) (FPC No. 2030-42) entitled “Hopper & Brail Lifting Power 
Sections & Details” ; 


(G-145004) (FPC No. 2030-43) entitled “Gates to Loading Pool Plan & 
Sections” ; 
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(G-145006) (FPC No. 2030-44) entitled “Limit Switch Assemblies Misc. 
Electrical Details” ; 

L-9 Second Revised, (G—146607) (FPC No. 2030-48) entitled “Regulating 
Dam and Fish Ladder Facilities” ; 

(G—143203) (FPC No. 2030-49) entitled “Drop Structure at Pelton Dam, 
Plan & Sections Mas. & Reinf.,” except for the drop structure ; 

(G—143204) (FPC No. 2030-50) entitled “Details M & R Sheet No. 1”; 

(G—143205) (FPC No. 2030-51) entitled “Details M & R Sheet No. 2”; 

(E-146608) (F-PC No. 2030-52) entitled “General Plan” ; 

(E-146609) (FPC No. 2030-53) entitled “General Plan” ; 

(G—-146610) (FPC No. 2030-54) showing locating of fish ladder ; 

(G-146611) (FPC No. 2030-55) showing location of fish ladder ; 

(G-146612) (FPC No. 2030-56) showing location of fish ladder ; 

(G—146613) (FPC No. 2030-57) entitled “Ladder Profile” ; 

(SK-4366-33) (FPC No. 2030-73) entitled “Fish Facilities, Emergency Down 
Stream Migrant By-Pass” ; 

(SK-G-146615-A) (FPC No. 2030-74) entitled “Fish Provisions, Down Stream 
Migrant Facilities” ; 

(G-146615-B) (FPC No. 2030-75) entitled “Fish Provisions, Drop Structure” ; 

(G-146616) (FPC No. 2030-76) entitled “Fish Provisions, Downstream Mi- 
grant Facilities” ; 

(G-146617) (FPC No. 2030-77) entitled “Fish Provisions, Downstream Mi- 
grant Facilities”; and 

Exhibit M: A statement in three sheets entitled “General Description and 
Specifications of Equipment” signed Northwest Power Supply Co. by Thomas M. 
Robins, President on April 6, 1951. 


Round Butte development 


Ecrhibit L: Sheet 1 (FPC No. 2030-97) General Plan; 

Sheet 2 (FPC No. 2030-98) Typical Sections; 

Sheet 3 (FPC No. 2030-99) Spillway-Diversion and Power Tunnels; 

Sheet 4 (FPC No. 2030-100) Power Tunnel Intake, Spillway Intake, and 
Diversion Control Structure; 

Sheet 5 (FPC No. 2030-101) Powerhouse Plan and Sections; 

Sheet 9 (FPC No. 2030-105) Grouting and Abutment Treatment ; 

Sheet 11 (FPC No. 2030-107) Single Line Wiring Diagram; 

Sheet 12 (FPC No. 2030-108) Switchyard Arrangement; and 

Exhibit M: “General description of and general specifications for mechanical, 
electrical and transmission equipment,” in two sheets, filed as part of the appli- 
cation for license received in the Commission March 19, 1959. 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be used or useful in connection with 
the project or any part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as part of the project 
is approved or acquiesced in by the Commission; also, all riparian or other 
rights, the use or possession of which is necessary or appropriate in the main- 
tenance or operation of the project. 

(12) The Round Butte development when constructed will be operated as 
a unit with the previously constructed Pelton development and the project 
works of each development will constitute parts of a project best adapted to 
a comprehensive plan for improving and developing the Deschutes River for 
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the improvement and utilization of waterpower development and other bene- 
ficial public uses, including recreational purposes. 

(19) PGB has submitted satisfactory evidence of its ability to finance, con- 
struct, operate and maintain the proposed Round Butte development. 

(30) (Strike.) 

(42) The license heretofore issued to PGE December 21, 1951, for the Pelton 
development, Project No. 2030, should be amended to include the Round Butte 
development herein proposed inasmuch as the project works of the two develop- 
ments constitute parts of a single project. 

(43) The amendment of the license for Project No. 2030 to include the Round 
Butte development will not alter any of the basic facts upon which that license 
was issued. 

(44) (Strike.) 

(46) During construction and the first two years of operation of the Round 
Butte development the storage and release schedules should provide for minimum 
downstream flows in the months of March, April, May and June of 3,500 cubic 
feet per second each month, or the inflow to the Round Butte and Pelton reser- 
voirs, whichever is less. 

(56) The installed horsepower capacity of the Round Butte development 
for the purpose of computing the capacity component of the administrative 
annual charge is 329,400 horsepower, so that the installed horsepower capacity 
of Project No. 2030 hereinafter authorized for the purpose of computing the 
capacity component of the administrative annual charge, as increased by virtue 
of inclusion in the license of the proposed Round Butte development, is 485,400 
horsepower. 

(64) The amount of annual charges hereinafter provided to be paid under 
the license for Project No. 2030, as amended to include the Round Butte 
development, for the purpose of reimbursing the United States for the cost 
of administration of Part I of the Federal Power Act, is reasonable. 

(67) It is appropriate for the Commission to reserve the right hereafter, 
upon recommendation of the Secretary of the Interior, the Oregon State Game 
Commission, the Fish Commission of Oregon, or upon its own motion, and 
after notice and opportunity for hearing, to require PGE to take appropriate 
measures to control trash or rough fish in the Round Butte and Pelton 
reservoirs. 


The Commission orders: 


(A) The proceeding designated Project No. 2259 involving the application 
for license for the Round Butte development is hereby consolidated with the 
proceeding designated Project No. 2030 in which a license for the already 
constructed Pelton development was issued, and the project works of the proposed 
Round Butte development and the project works of the constructed Pelton 
development shall be considered as parts of a single project and shall be 
designated as Project No. 2030. 

(B) The license for Project No. 2030, as amended, is further amended 
effective as of September 1, 1960, in the following respects : 

PARAGRAPH I. Article 10 of the license for the project is further amended 
to read as follows: 

Article 10. The Licensee shall, prior to flooding, clear the area of the three 
project reservoirs as follows: 

Pelton Reservoir—All bottoms and margins of the reservoir area between 
the plane 5 feet above normal high-water level and the plane at 1,555 feet, 
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and all coniferous trees from the bottoms and margins below the plane at 
elevation 1,555 feet ; 

Regulating Reservoir—All lands in the bottoms and margins of the reservoir 
up to high-water level ; and 

Round Butte Reservoir—All lands in the bottoms and margins of the reservoir 
up to the high-water level ; 


and shall clear and keep clear to an adequate width lands of the United States 
along open conduits, and shall dispose of all temporary structures, unused 
timber, brush, refuse, or inflammable material resulting from the clearing of 
the lands or from the construction and maintenance of the project works. In 
addition, all trees along the margins of reservoirs which may die during opera- 
tions of the project shall be removed. The clearing of the lands and the disposal 
of the material shall be done with due diligence and to the satisfaction of 
the authorized representative of the Commission. 

PARAGRAPH II. Article 25 of the license for the project is further amended 
to read as follows: 

Article 25. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of adminis- 
tration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (485,400 horsepower), plus two and one-half (214) cents 
per 1,000 kilowatt-hours of gross energy generated by the project during the 
calendar year for which the charge is made; 

(ii) For the purpose of recompensing the United States for the use, occupancy, 
and enjoyment of its lands, including transmission line right-of-way, such 
reasonable charges as may be hereafter specified by the Commission ; 

(iii) The Licensee shall compensate The Confederated Tribes of the Warm 
Springs Reservation for the use in connection with the Pelton development 
of this license of certain of their tribal lands in accordance with the provisions 
of an agreement dated December 22, 1955, between The Confederated Tribes 
of the Warm Springs Reservation of Oregon and Portland General Electric 
Company ; 

(iv) For the use of tribal lands affected by the Round Butte development 
embraced within the Warm Springs Indian Reservation, such reasonable charge 
(which may include electric service) as may hereafter be specified by the 
Commission, subject to the approval of the Indian tribe having jurisdiction 
over such lands as provided by law. 

PARAGRAPH III. Article 27 of the license for the project is amended to read 
as follows: 

Article 27. The Licensee shall construct, maintain, and operate or shall 
arrange for the construction, maintenance and operation of such fish ladders, 
fish traps, or other fish handling facilities and fish protective devices, including 
artificial propagation facilities, for the purposes of conserving the fishery 
resources affected by the project and shall comply with such reasonable modi- 
fication of project structures and operation in the interest of fish and wildlife 
resources, provided that such modification shall be reasonably consistent with 
the primary purposes of the project, as may be prescribed hereafter by the 
Commission upon its own motion or upon the recommendations of the Secretary 
of the Interior, the Oregon State Game Commission, and the Fish Commission 
of Oregon. 

Paragraph IV. Article 29 of the license for the project is further amended 
to read as follows: 
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Article 29. The Licensee shall commence construction of the Pelton develop- 
ment by December 31, 1954, and shall complete construction by December 31, 
1956; shall commence construction of the Round Butte development by Septem- 
ber 1, 1961, and shall thereafter in good faith and with due diligence complete 
the Round Butte development by September 1, 1965. 

Paragraph V. Article 31 of the license for the project is further amended 
to read as follows: 

Article 31. The Licensee shall submit for Commission approval by September 1, 
1961, revised Exhibits F and K for the Round Butte development other than 
the 230-kv transmission line, in accordance with the Commission’s rules and 
regulations. 

Paragraph VI. Article 36 of the license for the project is amended to read 
as follows: 

Article 36. The Licensee shall consult and cooperate with the U.S. Fish 
and Wildlife Service, the Oregon State Game Commission, and the Fish Com- 
mission of Oregon in an effort to agree upon a mutually satisfactory program 
to last not more than three years for the purpose of testing and evaluating 
the fish passage facilities at the Pelton development, and a similar program 
to last not more than four years at the Round Butte development, the cost 
of which program shall be borne by the Licensee. Should the Licensee and 
the fishery agencies be unable to agree upon the terms of the program, the 
Commission reserves the right to determine the same after notice and opportu- 
nity for hearing. 

(C) The license for Project No. 2030 is further amended to include the 
following additional articles: 

Article 37. During construction and the first two years of operation of the 
Round Butte development the Licensee shall maintain minimum streamflows 
at river mile 100.0 during the months of March, April, May and June in the 
amount of 3,500 cubic feet per second, or the inflow to the Round Butte and 
Pelton reservoirs, whichever is less, for fish spawning, habitat and passage. 
Such minimum streamflows shall be maintained thereafter during those months 
until such time as this condition is modified or eliminated by the Federal Power 
Commission upon consideration of the recommendations of the Secretary of 
the Interior, the State Water Resources Board, the Oregon State Game Com- 
mission and the Fish Commission of Oregon. 

Article 38. The Licensee shall, in order to secure maximum recreational 
benefits, make every reasonable effort to maintain the water surface of the 
Round Butte reservoir at the highest level practicable from June 15, to Septem- 
ber 15, of each year, as is consistent with the primary purpose of the reservoir 
to provide pondage for Licensee’s daily, weekly, monthly, or seasonal power 
requirements. 

Article 39. The Licensee shall, after notice and opportunity for hearing, 
coordinate the operation of the project with such other power systems as the 
Commission may direct in the interest of power and other beneficial public 
uses of the water resources, the benefits of which shall be shared equitably by 
the participants in such coordination. 

Article 40. The Licensee shall submit, in accordance with the Commission’s 
rules and regulations, Exhibit F and K for the 230-kilovolt transmission line 
extending from the Round Butte development to Bethel Substation near Salem, 
Oregon, and the Licensee shall not commence construction of such line until 
the Commission approves the exhibits. 

Article 41. The Licensee shall cooperate with the University of Oregon 
Department of Anthropology in arranging for an archeological survey and 
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in the salvage of archeological and paleontological values prior to flooding of 
the Round Butte reservoir area. The cost of salvage operations shall be 
borne by the Licensee; Provided, however, That should the Licensee and the 
University of Oregon be unable to agree upon the terms and program of 
salvage, the Commission reserves the right to determine the same after 
notice and opportunity for hearing. 

Articie 42. At such time as the Commission may direct and to the extent 
that it is economically sound and in the public interest to do so, after notice 
and opportunity for hearing, the Licensee shall provide additional generating 
capacity at the Round Butte powerhouse. 

Article 43. The Licensee shall cooperate with the Oregon State Highway 
Commission in the development of a recreation public use plan. 

Article 44. The Commission reserves the right to determine at a later date 
what additional transmission lines, if any, should be included in the license 
as part of the project works. 

Article 45. The Commission reserves the right hereafter, upon recommen- 
dation of the Secretary of the Interior, the Oregon State Game Commission, 
the Fish Commission of Oregon, or upon its own motion, and after notice and 
opportunity for hearing, to require the Licensee to take appropriate measures 
to control trash or rough fish in the Round Butte and Pelton reservoirs. 

Article 46. The Licensee shall, prior to commencement of construction of 
the Round Butte development, enter into agreements with: 

(i) Pacific Power and Light Company and the Bureau of Reclamation of 
the United States Department of the Interior relating to the settlement of 
rights and interests involved in the inundation of the Cove hydroelectric 
plant, licensed as Project No. 1447 and the effect thereof on the 66-kv trans- 
mission line licensed as Project No. 1076; and 

(ii) The State Highway Commission of Oregon for the replacement of 
inundated facilities in Cove Palisades State Park with lakeside facilities, 
including suitable access roads, bridges, etc. 

Conformed copies of the agreements specified in paragraphs (i) and (ii) 
of this Article of the license shall be filed with the Commission for its infor- 
mation and records prior to commencement of construction. 

(D) The exhibits pertaining to the Round Butte development referred to 
in the examiner’s amended finding (6) above are approved as part of the 
license for the project. 

(E) This amendment in the manner set out above shall not operate to 
alter or amend the license in any other respect, and shall not in any way 
constitute a waiver of any other part, provision or condition of the license. 

(F) The ordering paragraphs and licensing provisions herein provided are 
in substitution of those contained in the examiner’s decision. 

(G) Consistent with the foregoing, and with the modifications and amend- 
ments set forth above, the decision of the presiding examiner, issued June 2, 
1960, is hereby adopted as the decision of the Commission as of the date of 
issuance of this order. 

(H) Except as herein granted, the exceptions to the examiner’s decision 
are hereby denied, as are the motions for oral argument. 

(I) This order shall become final 30 days from the date of issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this amendment of license. In acknowledgment of the accept- 
ance of this amendment of license, it shall be signed for the licensee and 
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returned to the Commission within 60 days from the date of issuance of this 
order. 

Commissioner Kline concurs except with respect to the conclusion and 
finding that the Round Butte project should be considered a part of the 
Pelton project, and the license issued as an amendment to the Pelton proj- 
ect. On this issue he would affirm the examiner and issue a separate fifty- 
year license for the Round Butte project. 


DECISION 
UPON APPLICATION FOR A LICENSE 
(Issued June 2, 1960) 


Hai, PRESIDING EXAMINER: In 1951 the Federal Power Commission (FPC) 
granted a license to Portland General Electric Compay (PGE) of Portland, 
Oregon, pursuant to which it constructed and now operates the Pelton hydro- 
electric project, numbered 2030, on the Deschutes River in Oregon (10 F.P.C. 
445). PGE’s planning for Pelton envisaged a second project for the future 
development of the Round Butte site eight miles upstream at the head of the 
Pelton reservoir (known as Lake Simtustus) and the coordinated operation 
of the two projects. As a progression of its plans, and because of its increasing 
power requirements, PGE, on March 19, 1959, filed its application involved 
in the instant proceeding for a license authorizing it to construct, operate 
and maintain the Round Butte hydroelectric project, numbered 2259. This proj- 
ect, if constructed, would be located on federal, state and privately owned 
lands, is estimated to cost $70,900,000 if completed by July 1, 1962, and is 
designed to consist of a dam 440 feet high, a powerhouse containing three 
82,350 kilowatt generators, a 96-mile 230-kv transmission line extending westerly 
across the Cascade Mountains to Salem, Oregon, a 12.5-kv line to the Pelton 
project, and fish conservation facilities. The Round Butte project would be 
the largest hydroelectric development located entirely within the State of 
Oregon and its output will almost double the output of PGE’s seven existing 
hydroelectric projects. 

Because the Round Butte and Pelton plants would be operated coordinately 
and under license terms and conditions which would be pertinent to both, the 
FPC staff regards these two projects as one to be covered by a single license. 

While PGE proposes to use Round Butte as a peaking plant during heavy 
load periods with the reregulating facilities at Pelton ironing out heavy 
plant discharges, the company’s immediate need is to obtain maximum firm 
power from the coordinated operations of Round Butte and Pelton. Both 
plants have about the same hydraulic capacity, namely, 12,000 cfs at full 
station load. Pelton has a drawdown of approximately 7 feet giving it a 
usable storage of about 4,100 acre-feet. The Round Butte reservoir created 
at normal pool elevation of 1945 feet above mean sea level would have 250,000 
acre-feet of usable storage in 85 feet of drawdown. When water is drafted 
from the Round Butte reservoir the average discharge from Pelton will 
exceed the natural flow by the amount of such storage drafts. 

As pointed out by PGE, “At the time Round Butte is scheduled for com- 
pletion, energy capability of the Company’s resources will be the controlling 
factor in determining firm load carrying ability. Thus the effect of Round 
Butte will be to change the determination of dependable capacity of the Com- 
pany’s system from a peaking basis to an energy basis. The increase in 
dependable capacity due to Round Butte is estimated at 197 mw for 1963-64. 
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Under 1936-37 water conditions [referred to as the critical year because it 
was the poorest water year since records have been kept in the Northwest], 
the peaking capability of Round Butte with scheduled reservoir drafts will 
be 215 mw at the end of January, the month of probable system peak. As 
the Company’s load continues to grow, lesser drafts of storage will be required, 
resulting in more of the peaking capability at Round Butte becoming useful 
as dependable capacity.” PGE’s engineering witness estimated that by 1968 
the project would be dependable at 300 mw. 

PGE’s facilities are integrated with the Northwest Power Pool’ operations 
and the power to be generated by the proposed Round Butte project will 
become part of that pool supply. 


Procedural Background 


Citizens Conservation Committee, Kenneth S. Klarquist and John D. Besson 
(collectively referred to hereinafter as Conservation Committee), and the State 
of Oregon and several of its agencies, namely, the Public Utilities Commission, 
the Fish and Game Commissions, the State Water Resources Board and the 
Highway Commission intervened in the proceeding and, except for the Public 
Utilities Commission, participated in the hearing held in Portland, Oregon, 
commencing November 30 and concluding December 11, 1959. A large number 
of individuals representing various groups, organizations and themselves were, 
during the course of the hearing, permitted to express their views on the record 
in favor of or in opposition to the project. 

Briefs have been filed by counsel for PGE, the Oregon Fish and Game Com- 
missions, Conservation Committee and FPC. 


Position of the Parties 


The FPC staff supports PGH’s request for a license. The Conservation Com- 
mittee objects to the granting of the license, as do the Oregon Fish and Game 
Commissions. On the other hand other agencies of the state, namely, the State 
Water Resources Board and the Highway Commission do not resist the granting 
of the license but seek adequate safeguards for maintenance of streamflows, 


1The Northwest Power Pool, a voluntary venture created for the benefit of the area 
served and the systems serving it, is comprised of major federal, private and local public 
utility systems serving the States of Washington, Oregon, Idaho, Utah and Montana and 
is interconnected with systems serving other states and British Columbia. The pool 
secures for its member systems the economic benefits of the diversities of time, load, re- 
serves and resources and is increasing in size both areawise and capacitywise. In time the 
pool may become part of an even larger pool encompassing all of the western states. This 
trend is indicated by present and projected interconnections which either have or will tie 
together major power systems and two of the largest river systems in the United States, 
namely, the Columbia and Colorado River systems. 

The Deschutes River, which is entirely within the State of Oregon and on which the 
Round Butte project would be constructed, is a tributary of the Columbia River. It empties 
into the Columbia River about 15 miles upstream from The Dalles, Oregon—the location 
of The Dalles federal hydroelectric project. The Bonneville dam, also a federal project, 
is further downstream on the Columbia River. Upstream are a number of other federal, 
private and public hydroelectric projects (including John Day, Priest Rapids, McNary, 
Chief Joseph, Rock Island and Grand Coulee) which are either in operation or under 
construction. All of the Columbia River hydroelectric projects, and those on its tribu- 
taries, constitute, or when completed will constitute, part of the Northwest Power Pool. 

The Round Butte project is to be located above Pelton which is now coordinated electri- 
cally and hydraulically with the Northwest Power Pool and the Columbia River power 
system. Since Round Butte would be operated at a low load factor, using Pelton as a 
reregulating plant, its coordination with the Northwest Power Pool would be achieved. 
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recreation and fish life, including replacement of Cove Palisades State Park, 
access roads, etc. 

Although the Fish and Game Commissions object to the granting of the license, 
it should be observed that the State Water Resources Board (the final state 
authority on water utilization) has, by order issued November 25, 1959 de 
termined that the affected area of Deschutes River and its Metolius and Crooked 
River tributaries may be utilized for hydroelectric power purposes. The Board 
requests FPC to adopt its policy and restrictions as set forth in its program and 
order of November 25, 1959, hereinafter set forth, which program and order 
set aside 100 miles of the lower Deschutes River for fish and recreation and 
the portion above the Pelton reservoir for the Round Butte project. The Hydro- 
electric Commission of Oregon has, since the close of the hearing, issued a pre- 
liminary permit to PGE. 


Reports From Federal Agencies 





The Chief of Engineers, Department of the Army, interposes no objection to 
the issuance of a license for the Round Butte project. 

The Assistant Secretary of Agriculture recommends exclusion of the 96-mile 
Round Butte-Salem transmission line from any license issued PGE, he being of 
the opinion that such line is inconsistent with the purposes for which the 
Deschutes and the Ochoco National Forest were created. However, if the trans- 
mission line is authorized as a part of the project, the Forest Service desires to 
be consulted regarding its location. 

While the Acting Secretary of the Interior does not endorse the Round Butte 
project because of possible detrimental effect on fishery resources, he states that 
the Department of the Interior “shall, if a license is issued, make every effort 
possible in cooperation with the licensee and the State fishery agencies to assure 
preservation and, if possible, the improvement of fish and wildlife resources.” 
The Acting Secretary’s report reviews the possible impact of the project upon the 
affected area and recommends a number of provisions for inclusion in the license 
if granted. 

In passing it may be pointed out that the report of the Acting Secretary of 
the Department of the Interior, among other things, expresses concern over the 
Opal Springs water supply. However, the surveys conducted by PGE and re- 
sulting in fixing optimum elevation and maximum water level in the Round 
Butte reservoir at 1945 feet above mean sea level show that, at this level, there 
will be no interference with the operation of that water supply. 


PGE’s Need for Round Butte Power 





PGE’s future need for additional power is apparent. Thus the opposition 
to the Round Butte project, rather than being based upon any claimed lack of 
need, is grounded upon the unwarranted assumption that the public interest 
would be better served if PGE relied upon other possible sources of power such 
as more expensive steam-electric generation, nuclear power, future Columbia 
River power developments, and Bonneville Power Administration (BPA). Al- 
though PGBD could meet its needs with more costly steam-electric generation, it 
cannot with any degree of certainty rely upon the other suggested sources of 
power and from its standpoint and the public it serves it would be imprudent for 
it to do so. 

In considering PGE’s power requirements the fact cannot be ignored that it 
is PGE, not the opposition, that is charged with responsibility for adequate and 
reliable system power supply and distribution. A basic characteristic of the 
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electric power industry is that load growth is beyond the control of an electric 
utility. Its power supply must always be equal to, or greater than, the electric 
load at all times, and, if it is not, the system will deteriorate and fail in its 
public responsibility. Moreover, a cardinal principle in the industry should be 
that every utility provide new increments of power supply at the then lowest 
possible cost. 

Since PGE owns only 422 megawatts of capacity (328 hydroelectric and 94 
steam-electric), its requirements must of necessity be met through the pur- 
chase of substantial quantities of power. It is therefore presently supplementing 
its resources by purchases from other members of the Northwest Power Pool, 
principally BPA. BPA’s supply is assured only through 1962-63. 

Taking into account steam-electric resources and power supply estimated to 
be available from the East Group of the Northwest Power Pool, practically all 
of PGE’s needs can be met during 1964-65 but there will be a shortage for the 
load year 1965-66 and thereafter. Thus there will be a definite need for Round 
Butte power beginning with PGE’s 1964-65 load if more expensive steam- 
electric generation is to be avoided. 


Description of Project 


The site selected for the Round Butte project is downstream from where 
Crooked River and Metolius River, two principal tributaries to the Deschutes, 
flow into the latter, and at a point approximately 8 miles upstream from the 
Pelton dam in a section of the Deschutes canyon approximately 1,000 feet deep. 

The project would have an installed capacity of 247,050 kilowatts, an esti- 
mated average annual output of 925,000,000 kilowatt hours’ and a peaking 
eapacity of 300,000 kilowatts, and would consist of (1) a rock-fill dam with a 
central impervious core, having a height of 440 feet with a crest length of about 
1320 feet, which would create a reservoir with a surface area of 3600 acres,’ 
a normal pool elevation of 1945 feet and a usable storage capacity of 250,000 
acre-feet with a maximum drawdown of 85 feet, (2) a steel-lined power tunnel 
26 feet 6 inches in diameter extending 1320 feet to the powerhouse, (3) a power- 
house with three units, each having 82,350 kilowatts of capacity, (4) a 12.5-kv 
line extending to Pelton to be used initially for construction and subsequently 
for station services, (5) a 96-mile 230-kv transmission line from the project 
switchyard to PGE’s Bethel substation near Salem, Oregon to carry from 250,000 
to 275,000 kilowatts, which line would traverse about 36 miles of national forest 
land, 29 miles of reservation lands of the Warm Springs Indians and 31 miles 
of private lands, (6) fish transfer facilities for both upstream and downstream 
migrants, (7) a 230-kv step-up substation at the powerhouse and a switchyard 
providing interconnections with Pelton, and (8) appurtenant electrical and 
mechanical facilities. A spillway is provided although the anticipated plan of 
operation does not contemplate that there will be any spill. The spillway is de- 
signed to provide protection for downstream migrating fish in the event of spill 
during fish migration. 


2 Using a mean flow of 4,100 cfs through the turbines, PGE’s estimate of average annual 
output is 950,000,000 kilowatt hours. Based on operation of the Round Butte reservoir 
with adjusted stream flow record for the period beginning July 1928 and ending June 1947, 
PGE’s estimated average annual output during this period would be 946,000,000 kilowatt 
hours. The FPC staff’s estimate of average annual energy output is 925,000,000 kilowatt 
hours. 

* The reservoir would extend 8 miles up the Deschutes River, 11 miles up the Metolius 
River, and 6 miles up the Crooked River. 
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Construction of the 96-mile Round Butte-Salem transmission line at an esti- 
mated cost of $9,012,000 is necessary because existing transmission lines in the 
area, including the BPA facilities, lack sufficient excess capacity to transmit the 
Round Butte power output to PGE’s load centers. This proposed line crosses 
the crest of the Cascade Mountains near Breitenbush Lake, cuts through a 
recreation area in the Mount Hood National Forest and continues through 
timbered areas to the Bethel substation. PGE, in arriving at the location of 
this line (as well as an alternate route about five miles longer), avoided the 
Mount Jefferson wilderness area, took into consideration the cost and safety 
of the line, and attempted to locate it where there would be minimum timber 
cutting. 

As hereinabove pointed out, the Forest Service requested that it be consulted 
as to the location of the transmission line, and conferences have been held 
between Forest Service and PGE representatives looking to an agreement as to 
the location of the line. 

A FPC staff engineer testified that the engineering plans proposed by PGE 
conform to accepted engineering standards and practice and would provide safe 
and adequate facilities to develop available water resources at the site. How- 
ever, he pointed out that additional engineering studies are required to 
determine the final design of the structure. 
















Estimated Cost and Economic Feasibiiity of Project 
























PGE and FPC engineers estimate the cost of constructing the project to be 
$70,900,000 assuming it is completed by July 1, 1962. However, as they point 
out, this estimate is subject to about a five percent increase if the completion 
date is delayed approximately a year—as it now appears it will be. Such escala- 
tion of the cost of Round Butte because of inability to construct it by the orig- 
inally estimated completion date will not affect the comparison now to be 
made of the average annual cost of alternative steam and the cost of annual 
Round Butte power. This follows from the fact that it would also be necessary 
to escalate the cost of the alternate hypothethical steam plant. 

According to the FPC staff estimate, the average annual cost of alternate 
steam-electric power, i.e., the lowest alternative source of power, exceeds the 
annual cost of Round Butte power by $1,571,000 per year.‘ PGE’s engineering 
witness Porter estimated that the annual cost of alternate steam-electric power 
exceeds the annual cost of Round Butte power by $1,151,000 assuming dump- 
hydro replacement of energy, and $2,631,000 based on energy produced by fuel 
and no replacement dump-hydro.® It is therefore clear that the evidence amply 
supports the economic feasibility of the Round Butte project. 


Financing 






PGE has a history of successful operation of a substantial electric power 
system and is constantly increasing its plant. Its present capitalization ratios 












*The staff estimate of alternative costs is a long-term estimate taking into account the 
availability of dump-hydro in the early years and the effect of increasing fuel costs over 
the entire period. 

5 Three estimates of the cost of alternative steam power were introduced in evidence. 
PGE’s engineering witness Porter estimated the cost of Round Butte power at $24.50 per 
kilowatt-year, taking into account 4 percent losses at peak, and estimated the cost of 
alternative steam power using dump-hydro as replacement for fuel at $28.60 per kilowatt- 
year. PGHP’s witness Ward (of the Bechtel Corporation), who did not make an estimate 
of the cost of Round Butte power, estimated the cost of alernative steam a $41.80 per 
kilowatt-year. Staff witness Jessel estimated the cost of Round Butte power at $35.90 
per kilowatt-year and the cost of alternative steam capacity at $29.52 per kilowatt-year 
to which must be added variable energy costs at 3.80 mills per kilowatt-hour. 
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are approximately 65 percent debt and 35 percent common stock equity and it 
is contemplated that such ratios will be maintained in the future. 

While no definitive steps have been taken to finance the project, such steps 
being impossible until PGE has complied with all legal requirements, including 
obtaining the license requested herein, the Chairman of PGE’s Board of Directors 
and Chief Executive Officer testified that the question of financing has been 
discussed informally with financial institutions; that PGE expects its financing 
to be carried out in orthodox fashion, consisting of short-term bank loans for 
initial phases of construction to be followed by permanent financing through the 
issuance of debt and equity securities in such amounts and at such times as will 
be most advantageous in the light of company needs and market conditions. 

PGE’s ability to finance the project on favorable terms is unchallenged. 


Jurisdiction 


That FPC has statutory and constitutional authority to grant a valid license 
for the Round Butte project, provided the project meets the requirements of 
the Federal Power Act, is conceded. Such jurisdiction derives from ownership 
or control by the United States of reserved land upon which a substantial portion 
of the project is to be located, the applicable law having been settled by the 
Supreme Court in F.P.C. v. State of Oregon, 340 U.S. 345, upholding FPC’s order 
granting the license for the Pelton project which is also located upon Warm 
Springs Indian Reservation and other federal lands. 

The project, if constructed would occupy lands of the United States set aside 
on the west side of the Deschutes River by treaty in 1855 as the Warm Springs 
Indian Reservation, and additional lands of the United States on the east side 
of the river. All lands of the United States on both sides of the river which 
would be occupied by the project have been withdrawn from entry, location 
or other disposal under the public land laws and reserved for power purposes. 
In addition to these lands, some state and private lands would be affected by 
the project. 

To be more specific, the western terminus of the dam, the powerhouse and the 
inundated portion of the west bank of the Deschutes River to its confluence with 
the Metolius River, and the north bank of that river, and the initial portion 
of the Round Butte-Salem transmission line would be the lands within the 
Warm Springs Indian Reservation (the title to which is in the United States). 
The eastern terminus of the dam, the remaining area to be inundated by the 
reservoir, and the portion of the proposed transmission line not on Indian lands, 
will occupy lands of the United States, private lands, and lands owned by the 
State of Oregon. 

The Warm Springs Indians, by agreement dated December 22, 1955, consented 
not only to the construction of the Pelton project but also the Round Butte 
project (as provided in an option therein for which PGE has been paying $500.00 
per month) with a dam to raise the reservoir level no higher than 1900 feet 
above mean sea level. However, amendments to the contract are required as 
a result of certain changes in the height of the Round Butte dam, the maxi- 
mum pool elevation of the reservoir (1959 feet m.s.l.),° and the location of the 
transmission line. 

The Indians favor the granting of the Round Butte license and anticipate 
reaching a satisfactory agreement with PGE regarding the necessary amend- 
ments to the contract of December 22, 1955, which amendments have already 


* An additional 250 acres of Indian lands would be inundated by raising the pool elevation 
from 1900 to 1950 feet above mean sea level. 





FEDERAL POWER COMMISSION 425 


been the subject of a number of conferences. It is estimated that the Indians 
will receive up to $218,000 per year—over and above compensation received by 
them PGE in connection with Pelton—as a result of the construction of the 
Round Butte project. 

Other Lands InvoWwed 


The lands involved in the project, in addition to the above referred to Warm 
Springs Indian Reservation and other federal lands, are (1) the lands of the 
State of Oregon occupied by Cove Palisades State Park, (2) lands of Pacific 
Power and Light Company (Pacific) occupied by licensed hydroelectric projects, 
and (3) private lands. 

Lands of the State of Oregon. A comparatively small portion of Cove Pali- 
sades State Park (comprised of a total of 4533 acres in an area about three 
by six miles, of which 1553 acres are State lands and 2980 acres are leased by 
the State from the Department of Agriculture) would be inundated by the proj- 
ect, including the confluence of the Deschutes and Crooked Rivers and the con- 
fluence of the Deschutes and Metolius Rivers. Improvements to land and 
camping facilities to be lost are estimated to be about $350,000 in terms of 
replacement. 

The Cove Palisades State Park is under the control and management of the 
Parks Department of the Oregon State Highway Commission. The Highway 
Commission seeks a license provision requiring PGE to replace the park by 
equivalent or better facilities, including access roads and bridges. PGE offers 
to provide, adjacent to the reservoir, a park, the equivalent of or better than 
the Cove Palisades State Park, with swimming, playgrounds, picnicking, camp- 
ing and boating facilities, together with access roads and bridges. Witnesses 
for the State Parks Department and PGE testified that negotiations regarding 
a suitable replacement area and facilities are proceeding amicably. It therefore 
appears probable that a mutually satisfactory solution will be reached with 
respect to changing Cove Palisades State Park from a streamside to a lake- 
side recreational development having equivalent or better facilities. 

Lands of Pacific. Pacific’s Cove power plant, licensed by FPC as Project No. 
1447, will be submerged by the Round Butte reservoir. A 66-kv transmission 
line extending from that plant to Redmond is also under FPC license as Proj- 
ect No. 1076. 

Project No. 1447 consists of a rock diversion dam, a canal and a powerhouse 
containing two generating units with an aggregate capacity of 1,250 kilowatts. 
Since its completion a third unit with a capacity of 1,500 kilowatts has been 
installed in the powerhouse by the Department of the Interior, Bureau of Recla- 
mation, pursuant to an agreement dated November 21, 1939, under which the 
Bureau of Reclamation acquired certain irrigation and power rights and 
privileges. If the Round Butte project is licensed the Bureau of Reclamation 
seeks protection of such rights and privileges." 

PGE’s cost estimate includes $1,000,000, an arbitrary figure, for the acquisi- 
tion of the Pacific and Bureau of Reclamation properties, rights, etc. However, 


7 Under the terms of the contract between the Bureau of Reclamation and Pacific the 
latter is committed to deliver to the Bureau during the irrigation season up to 5,000,000 
kilowatt hours. For any generation during that season up to 5,000,000 kilowatt hours 
that the Bureau does not take and Pacific uses, the latter pays the Bureau two mills per 
kilowatt hour. During the non-irrigation season Pacific is permitted to generate such 
power as it desires from the Bureau’s generator without compensation. The contract also 
provides for the construction of certain transmission lines and substations by Pacific at 
the expense of the Bureau and permits Pacific to use those lines and to repay the cost 
thereof over a 40-year period. 
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no detailed arrangements have been made. It may be that PGE will have to pay 
Pacific and the Bureau of Reclamation the remaining book value of the hydro- 
electric project, replace some transmission lines, and furnish a block of power 
to replace that which the Cove plant will no longer supply Pacific and the Bu- 
reau of Reclamation. 

Negotiations have been underway between PGE, Pacific and the Bureau of 
Reclamation Region I looking toward an agreement under which PGE will 
acquire the facilities and replace the power to be lost by Pacific and the Bureau of 
Reclamation as a result of the construction of the Round Butte project. 

Privately Owned Lands. The privately owned lands to be acquired by PGE 
by purchase or condemnation consist of approximately 400 acres in the reser- 
voir area (out of a total project acreage of 4200) and approximately 31 miles 
of transmission line right-of-way. 


Stream Flow 





The United States Geological Survey stream flow records for the 34-year period 
1923-1957 show the average discharge of the Deschutes River at Madras gaging 
station (located about one mile below Pelton) to be 4403 cfs. This average 
figure, when adjusted to reflect flows at the Round Butte damsite, is reduced 
to 4820 cfs, and when further modified to allow for present and contemplated 
irrigation withdrawals not reflected in the discharge records (139 cfs) and for 
project leakage and reservoir evaporation (120 cfs), is reduced to 4061 cfs. 
This adjusted figure of 4061 cfs compares with 4100 cfs used by PGE as the 
net mean flow through the Round Butte turbines. 


Reservoir Operations 





The diversity of flow between the Deschutes River runoff and that of PGE’s 
other hydroelectric plants, as well as the Northwest Power Pool as a whole, 
makes it feasible to develop 250,000 acre-feet of usable storage at the Round 
Butte damsite. It is not anticipated that it will be necessary or desirable for 
power production to release the entire 250,000 acre-feet of usable storage except 
when water is in short supply over the entire Northwest Power Pool area. 
The maximum drawdown was required only once during the 1928-57 period 
studied. The ordinary drawdown would be 11 feet. 

The order of the Water Resources Board of Oregon issued November 25, 1959, 
hereinafter set forth, provides in part that “The Licensee shall maintain a daily, 
weekly, monthly, or seasonal pool fluctuation not to exceed one foot from June 15 
to September 15 of each year.” PGE contemplates maintaining as high a res- 
ervoir level as possible during this period so as to cause the least possible im- 
pact upon the recreational use of both Round Butte and Pelton. 


Action of the State Water Resources Board 


PGE’s application for a preliminary permit filed with the Oregon Hydroelectric 
Commission was, as a result of protests, referred to the State Water Resources 
Board for hearing and formulation of an integrated, coordinated program for 
the use and control of the water resources of the lower Deschutes, Metolius and 
Crooked Rivers.* After hearing and study the Board issued its program and 













8The Board is charged with the responsibility of developing integrated, coordinated 
programs for the use and control of the water resources of the state and the enforcement 
of these programs. It is required to give adequate consideration to the multiple aspects 
of the beneficial use and control of water resources with impartiality of interest except 
that designed to best promote and protect the public interest. 
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order of November 25, 1959, determining that the lower 100 miles of the Deschutes 
River should be set aside for fish and recreation and that the portion above the 
Pelton reservoir should be set aside for the Round Butte project. The programs 
adopted by the Board are a state water policy binding on all state agencies and 
corporations. The Hydroelectric Commission thereafter issued the preliminary 
permit for which PGE had applied. 

The State Water Resources Board requests that any license issued by FPC for 
the Round Butte project include its program, policy and restrictions. Its order 
of November 25, 1959, provides: 


The * * * Board has held a public hearing * * *. 

As a result of this hearing the * * * Board finds: 

1. The Deschutes River below river mile 120.0 represents an important 
area for spawning and habitat of resident trout and anadromous fish. 

2. Maintenance of minimum pereDnial streamflows in the amount of 3,000 
cubie feet per second at river mile 100.0 for fish spawning, habitat, and 
passage would be in the public interest. This flow would be increased by 
tributary and other inflow by approximately 2,000 cubic feet per second at 
the mouth of the Deschutes River during the maximum month of the critical 
water year and approximately 400 cubic feet per second during the minimum 
month of the critical year. 

3. Anadromous and resident fish also spawn above river mile 12.0, 
Deschutes River, and river mile 13.0, Metolius River. 

4. The main stem, Deschutes River, is an important sports fishing area. 

5. The Oregon State Highway Commission owns or leases lands compris- 
ing the Cove Palisades State Park and operates said park, an important 
recreation asset of the state. 

6. Construction and operation of Round Butte Project would inundate and 
destroy the area within Cove Palisades State Park which contains maximum 
scenic and recreation values. 

7. Cove Palisades State Park is a valuable streamside recreational area. 
Areas of similar character exist on Forest Service lands in the vicinity of 
river mile 13.0, Metolius River. 

8. There will be available poolside sites that could be utilized for recreation 
facilities if Round Butte is constructed. 

9. There will be additional future upstream beneficial uses of water. 

10. Opal Springs is a source of water supply for domestic, municipal, and 
irrigation use. 

11. The * * * Board has adopted a program under the authority of ORS 
536.300 to 536.310 applicable to that portion of the Deschutes, Metolius, and 
Crooked Rivers utilized or affected by the proposed project. 

12. There is potential for development of hydroelectric power in the 
Deschutes River between river mile 100.0 to 120.00, in the Metolius River 
between river mile 0 to river mile 13.0, and in the Crooked River between 
river mile 0 to river mile 6.5. 


CONCLUSION 


It is in the public interest that the power potential, Deschutes River, between 
river mile 100.0 to river mile 120.0; Metolius River, between river mile 0 to 
river mile 13.0; and Crooked River, between river mile 0 to river mile 6.5 be 
developed providing that adequate safeguards are provided for maintenance of 
minimum perennial streamflows and enhancement of recreation and fish life. 


676—-807—_61——__30 
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ORDER 


The proposed Round Butte Project is in the public interest and it is hereby 
ordered that any state license issued by the Hydroelectric Commission for the 
proposed project shall be subject to the following provisions: 

1. Water rights acquired for structures or works for the utilization of the 
waters of the Deschutes River from river mile 100.0 to river mile 120.0 shall be 
subordinate to the use of water for all present and future upstream beneficial 
uses of water except for hydroelectric power. 

2. Lands shall be furnished and recreation facilities provided by the licensee 
similar and at least equal to in quality and character lands and facilities damaged 
or destroyed by the project. The lands and facilities shall be deeded or ease- 
ments, leases, permits, or agreements provided to the State of Oregon for ad- 
ministration and operation by the State Highway Commission. Licensee shall 
provide and insure suitable public access, including roads, to the recreation and 
reservoir area. Recreation facilities, lands, and public access provisions shall 
be acceptable to and approved by the State Highway Commission or shall con- 
form to such regulations as may be prescribed by the * * * Board upon its own 
motion. In the event of the inability of the licensee and the State Highway 
Commission to reach agreement, the matter shall be referred to the * * * Board 
whose decision shall be final and binding upon all parties. 

8. The licensee shall provide for the construction, maintenance, and operation 
of such fish ladders, fish traps, or other fish handling facilities or fish protective 
devices; or provide fish hatchery facilities for the purpose of conserving fishery 
resources and comply with such modifications of the project structures and oper- 
ations and measures for the control of trash fish, in the interest of fish life as 
may be prescribed hereafter by the State Fish and Game Commissions of Oregon. 
In the event of inability of the licensee and the State Fish and Game Commis- 
sions to reach agreement, the matter shall be referred to the * * * Board whose 
decision shall be final and binding on all parties. 

4. The licensee’s project shall not be permitted to attain a pool elevation which 
would inundate or cause detrimental effects to Opal Springs. 

5. The licensee shall maintain a minimum flow, main stem Deschutes River, 
at river mile 100.0, of not less than 3,000 cubic feet per second for protection 
and utilization of fish spawning areas. 

6. The licensee shall maintain a daily, weekly, monthly, or seasonal pool fluctu- 
ation not to exceed one foot from June 15 to September 15 of each year. 

The program adopted by the Water Resources Board for the lower Deschutes 
River recites in part: 

The maximum beneficial use of that portion of the main stem of the Deschutes 
River from its confluence with the Columbia River to and including river mile 
100.0 is for recreation, fish and wildlife purposes and no appropriations of water 
in this area shall be permitted except for domestic, livestock, recreation, fish and 
wildlife uses. 

While it presently appears that the public interest will best be served by reserv- 
ing 100 miles of the lower Deschutes for the indicated purposes, whether or not 
this will hold true when tested by future events is a decision which plainly must 
be left for later determination by those then in authority. Regulatory authority 
may be differently exercised at different times and in different situations. 
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Fish Transfer Facilities 


The fish transfer facilities will be used primarily by migratory fish which 
also must pass the existing Pelton dam where fish passage facilities are pro- 
vided and have been in operation since the construction of that project.’ 

At Round Butte there will be fish collection facilities on both the upstream 
and downstream sides of the rock-fill structure, such facilities being described 
in the application for license as follows: 


Upstream-migrant fish will enter a fish collection channel on the down- 
stream side of the powerhouse, immediately above the draft tubes. After 
travelling along the collection channel, the fish will enter a transfer tank 
which is hauled up the slope of the dam and discharged into Round Butte 
Reservoir. The total time in transit from downstream reservoir to up- 
stream reservoir will be about ten minutes. The transfer tank will be 
actuated automatically, so that fish entering the tank will be transported 
to the upstream pool with a minimum of delay. 

Downstrezm-migrant fish will be drawn into an intake structure located 
on the eastern end of the dam, at the most downstream point of the res- 
ervoir. Provision will be made for flows of up to 400 cf.s. to the intake. 
Most of this water will be returned to the reservoir, after passing through 
a travelling screen which separates fingerlings from the return flow. The 
return-flow conduit will extend to a depth of submergence of at least 150 
feet before discharging into the reservoir. The migrant fish will continue 
through the intake structure, finally entering a collection chamber. The 
outlet pipe from this chamber will terminate in the downstream reservoir 
at the toe of the dam. In operation, a valve closes at the lower end of 
the outlet pipe and the pipe fills by overflow from the fish collection chamber. 
When the pipe is full, a gate will open in the base of the collection cham- 
ber, permitting the migrant fish to enter the upper end of the pipe. The 
valve at the lower end is then slowly opened so that the fish descend to 
the downstream pool. In order to accommodate seasonal variations in 
reservoir level, the downstream-migrant structure will be made movable, 
travelling on tracks in the face of the dam. The return-flow conduit 
and the fish-discharge pipe will be designed to permit this movement. 


The above-described facilities are similar in principle of operation to those 
at Pelton and are claimed by PGE to be the most appropriate that can now 
be devised. They were designed with the aid of a fish biologist and incorpo- 
rate experience gained at the Pelton and other projects. Such facilities, 
however, are not presented as a final plan but are flexible and therefore 
subject to appropriate change to give effect to improvements based on addi- 
tional experience and evaluation by fishery agencies. Consequently, provision 
will be inserted in the license requiring compliance with such reasonable 
modification of the project structures and operation in the interest of fish 
resources as may be prescribed hereafter by the Commission upon its own 
motion or upon the recommendations of the Secretary of the Interior, the 


® Fish facilities for upstream migrants at the Pelton project consist of a fish ladder 
approximately 2.8 miles long extending from thé regulating dam to the Pelton dam, and 
a fish trap used during construction and retained as a safety feature. For downstream 
migrants there is an artificial outlet at the dam, sometimes referred to as a skimmer. 
These facilities also contain counting stations which are being used in connection with the 
three-year study begun in May 1959 to determine the effectiveness of the facilities. 
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Water Resources Board, the Oregon State Game Commission and the Fish 
Commission of Oregon. Thus the project will include such fish-handling fa- 
cilities or fish-protective devices as may be later approved by the Commission. 

Although it cannot now be determined with certainty just how efficient the 
Pelton fish passage facilities are, the incomplete data developed from studies 
now being conducted indicates that they are passing many fish. But if one 
assumes, as do the Fish and Game Commissions, that the fish facilities at 
Pelton are inadequate, resulting in substantial stoppage of migration of the 
anadromous fish, there could hardly be any objection to the Round Butte 
project facilities since the fish which fail to pass Pelton would never reach 
the upper Round Butte facilities. 

With respect to the fish in the immediate vicinity of the project it should 
be observed that by the treaty of 1855 there was secured to the Warm Springs 
Indians “the exclusive right of taking fish in the streams running through 
and bordering” their reservation. As already stated, the Indians have con- 
sented to the construction of the Round Butte project. 

Even though the record does not show conclusively that the facilities proposed 
will be completely adequate for fish passage, it appears that they can be expected 
to operate in a reasonably satisfactory manner to prevent excessive losses, and 
that additional improvements may result from further study and consultation 
between PGE and the fishery agencies. In short, every known method will be 
used to preserve the fish. 


Ecology of the Impoundment 


While some claim is made that thermal stratification in the reservoir will have 
a blocking effect on downstream fish passage, the principal downstream migra- 
tions take place during April and May whereas stratification would occur in 
the later and hotter months. Moreover, stratification in the impoundment is 
no different from that which occurs in all natural lakes which sustain large 
fish populations of fish life. As counsel for PGE further point out, “even if 
fish prefer the colder waters, it should be apparent that they can readily find 
them by swimming at a deeper level. There is no evidence that fish refuse to 
pass through warm waters in any of the impoundments in the Columbia River 
system. Actually, the evidence is conclusive the other way. Otherwise, the 
runs of anadromous fish in that system would long since have terminated. This 
fact also refutes the notion that migratory fish are not adaptable to changes 
in their environment.” 


Reservoir Inundation of Spawning Areas 


Since only minor pockets of gravel above the damsite will be inundated, the 
effect of the project reservoir on spawning areas will be insignificant. These 
minor pockets are to be contrasted with the estimated 300,000 square yards of 
spawning gravels that lie above the area to be inundated. 


Downstream Effect of Round Butte Dam 


Fishery resources, being dependent upon adequate stream flow, makes it 
necessary to consider whether PGE’s planned minimum water releases of 3,000 
cfs, 3,500 cfs and 4,000 cfs, respectively, during the months of April, May and 
June each year (when PGE proposes to refill the Round Butte reservoir) will 
be adequate for the protection and utilization of fish spawning areas downstream 
on the Deschutes River. The company’s refill schedules are timed to have the 
























FEDERAL POWER COMMISSION 431 


refilling of the reservoir substantially completed when the fishing season is open 
on the Round Butte and Pelton lakes and downstream. 

Because refilling of the reservoir must necessarily harmonize with upstream 
irrigation diversions; provide for the recreational use of the stream, including 
fishing, boating, etc., on the lakes behind the dams; and be such as will assure 
the economic feasibility of the project, it is apparent that while protection of 
fish populations and fishing downstream are matters of great importance they 
aré by no means the only factors meriting consideration here. This is made 
clear by Section 10(a) of the Federal Power Act which requires that licenses 
be issued upon condition— 


That the project adopted, including the maps, plans, and specifications, 
shall be such as in the judgment of the Commission will be best adapted to 
a Comprehensive plan for improving or developing a waterway or waterways 
for the use or benefit of interstate or foreign commerce, for the improvement 
and utilization of water-power development, and for other beneficial public 
uses, including recreational purposes; and if necessary in order to secure 
such plan the Commission shall have authority to require the modification of 
and project and of the plans and specifications of the project works before 
approval. (Italics supplied.) 


The waters of the nation may serve diverse ends. It is therefore evident 
that a project designed to serve one purpose will not necessarily be of equal 
benefit to another. Therefore the Commission’s task is to assure the most ap- 
propriate dovetailing of interests and development of a river by reconciling the 
divergent ends to bring about the maximum practicable accomplishment of each 
purpose served or to be served by a river. If in this process some loss of existing 
types of fishing should occur (such losses usually being replaced by other types 
of fishing), but the project is nevertheless shown in general to be in the total 
public interest, a license should be granted. Insofar as Round Butte is con- 
cerned, it clearly appears that the large interrelated public purposes to be served 
through the licensing of this development can be realized through appropriate 
license conditions which will minimize the loss of existing types of fishing, should 
losses of any consequence occur. 

What PGE’s Round Butte project will accomplish is an expanded use of an 
existing water resource—not the destruction of that resource or the recreation, 
fishing, etc., dependent thereon. Not to be overlooked in this connection is the 
fact that construction of this project will permit the waters of the Deschutes 
River and its upstream tributaries now being utilized once at Pelton to be utilized 
twice within a distance of eight miles with substantial additional operating 
benefits flowing not only to the Pelton plant and PGE’s operations in general 
but also to the Northwest Power Pool. 

In order to refill the Round Butte reservoir as soon as possible after the 
drawdown season, PGE proposes to reduce the flow of the Deschutes River 
below Pelton during the April-June period. Its plan calls for the minimum 
release of 3,000 cfs in April, 3,500 cfs in May and 4,000 cfs in June. However, 
PGE says it is not to be assumed that it will store all water in excess of the indi- 
cated minimum flows, it being anticipated that the minimum release will be 
needed only infrequently for the purpose of maintaining the dependable load 
carrying capacity of the project. 

The importance of adequate stream flow arises from the fact that the principal 
upstream and downstream migrations of anadromous fish and the spawning 
of such fish and rainbow and steelhead trout occurs primarily in the months 
of April, May and June each year. A substantial period of time is required 





432 FEDERAL POWER COMMISSION 


for the eggs to hatch and emerge through the gravel in which the eggs are 
deposited. Any overexposure and drying out of the gravel beds would ob- 
viously be harmful to fish production and increase the competition for available 
gravel among the spawning species of fish. 

Counsel for PGE claim that because of the elapse of time between the date 
the eggs are deposited until the young fish emerge from the gravel, and even 
assuming the peak of spawning occurs around the first of March, the fish will 
not emerge before the middle of May at the earliest, by which time normal flows 
will in most cases be resumed; that in any event not less than 3,500 cfs -will 
then be released at Pelton. Also pointed out is the fact that a witness for the 
Fish and Game Commissions testified that most spawning occurs later than the 
first of March so that emergence of young fish from the gravel would be in 
June and later when normal flows would be released. 

In considering the question of minimum water releases it should be borne 
in mind that the Deschutes River is one of the more important streams in the 
State of Oregon for rainbow trout, summer steelhead and Chinook salmon; that 
the better spawning areas in the Deschutes River are immediately below the 
Pelton reregulating dam; that downstream the Deschutes River picks up flows 
from its tributaries such as Trout Creek, Shitike Creek, White River and Warm 
Springs River which add substantial quantities of water to the main stream of 
the Deschutes River and that spawning takes place in the downstream tributaries 
as well as in the Deschutes River itself. Moreover, there is an annual stocking 
of 70,000 legal size rainbow trout in the river below and above the Pelton dam 
to supplement the catch of trout by anglers. Such stocking takes place from 
hatcheries adjacent to the river. 

In the opinion of PGE’s fish biologist minimum releases of 3,000 cfs in April, 
3,500 cfs in May and 4,000 cfs in June will not result in any material exposure 
of spawning areas or any appreciable effect on fish production in the lower 
Deschutes River; that in his helicopter flight of a few hours duration he 
observed very little spawning gravel in the lower Deschutes River,” and that 
most of the spawning takes place in the tributaries which will not be affected 
by Round Butte. He was further of the view that a flow of 3,000 cfs might 
even enhance the use of spawning grounds as the stream velocity would be 
more in the range of usability by the fish. 

The testimony of the Fish and Game Commissions’ expert PGE’s fish 
biologist is in conflict. The testimony of the Fish and Game Commissions’ 
expert reflects, among other things, an opinion that the situation needs more 
study than has, as yet, been given the problem. He suggests completion of the 


20 PGH’s fish biologist testified in part that ‘on October 5 I made a survey by helicopter 


* * * The area from Pelton reregulating dam to the Warm Springs bridge is one which I 


am rather familiar with, having gone over the area a number of times * * *. Up until 
October 5 I was somewhat unfamiliar with the area downstream from there, except for a 
few points that I have been in on foot or by car. However, I did cover this area on 
October 5 by helicopter from Cedar Island which is about twelve miles downstream from 
Sherars Falls; from there up to the regulating dam with the idea of seeing just what the 
effect of this drawdown would be on fish and possible spawning in that area. * * * We 
landed in every place that appeared of being used for spawning. In general, we found 
they looked better from the air than what they did from the ground, but we did land 
wherever we thought it might be possible for spawning to occur and then we examined it 
on foot and made measurements and visual observations. We found that generally the 
better spawning areas increased as we got farther upstream. The best ones are immedi- 
ately below the Pelton regulating dam. That area there is also the most critical insofar 
as flows issuing from the regulating reservoir would be, because that area from Warm 
Springs bridge on up is above any flows, so the flows coming there are those strictly 
issuing from the regulating dam.” 
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three-year study now underway before a really definitive judgment can properly 
be formulated. In contrast it may be observed that PGE’s expert has relied 
in material degree upon a helicopter trip to arrive at this evaluation of the 
problem of adequate fish protection. While the observations made on this 
helicopter trip may be of some value, the value to be given to a genuine study 
covering a three-year period would in the opinion of the Examiner be entitled 
to far greater weight. It is further noted that there is a difference of opinion 
between the Water Resources Board which requested that the three-year study 
be made and the Fish and Game Commissions. The three-year study should 
tend to resolve substantially these differences and forms another reason why 
this type of study should be made before any definitive action is taken. 

In short, the problem presented is entitled to serious consideration and the 
Examiner believes that a far more informed judgment can be reached by fol- 
lowing the course hereinafter set forth. 

The fish biologist for the Fish and Game Commissions testified that there 
are 111 gravel beds in the Deschutes River below Pelton but that available 
information is insufficient to show whether 3,000 cfs or 5,000 cfs is needed for 
the protection of downstream fish populations. However, he was of the opinion 
that it is safe to assume that if there is a reduction in flow below what the 
fish are accustomed to under present conditions it will have an effect upon 
fish life. He further testified that salmon and steelheads spawn in one to 
three feet of water, although some salmon have been observed in depths of six 
to eight feet ; that rainbow trout spawn in depths of six inches to three feet; and 
that after the eggs have been deposited the action of the fish and the water tends 
to cause the eggs to drop down through the loose gravel so that in the case of 
salmon, for example, they finally come to rest in between 18 and 24 inches below 
the surface of the gravel and are not swept downstream. 

Reference has already been made to the fact that the State Water Resources 
Board prescribed that PGE maintain a minimum flow in the Deschutes River 
below Pelton of not less than 3,000 cfs. Although this determination would 
appear to be binding upon the Fish and Game Commissions they nevertheless 
disagree with the Board’s determination and offered evidence in an effort to 
show that an average minimum of 5,000 cfs should be required until completion 
of their three-year study of the Deschutes River recently undertaken at the 
Board’s request. However, the 5,000 cfs figure was not derived from any study 
of velocities or flows over particular gravel bars. It appears to be no more than 
a hurried staff estimate made during the course of the FPC hearing and sug- 
gested as a precautionary measure. Not only was the witness for the Fish and 
Game Commission unable to testify whether 3,000 cfs or 5,000 cfs are needed, 
but he was also unable to assign a percentage figure on the amount of gravel 
that would be exposed with the proposed lowering of the natural flow of the 
river. Moreover, as counsel for the Fish and Game Commission points out 
in his brief, all of the witnesses for the two Commissions testified that it was 
necessary to “observe the river for a considerable length of time under all 
conditions at all times of the year in order to properly evaluate the production 
and the potential of the river. None of these witnesses * * * would venture 
an opinion based on the incomplete data now available which would set forth 
the flows necessary to maintain fish production. All of the agencies’ witnesses 
stated that the applicant’s plans of releasing stored water during March and 
reducing the April flow to 3,000 cfs would be harmful to fish, but none of them 
eould honestly state what excess flows would be required and stressed the need 
for more data.” 
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In passing it may be observed that while more time might provide better 
data for measuring the precise water needs of the Lower Deschutes River to 
maintain fish populations, the fact must not be overlooked that PGE, in order 
to meet its public utility responsibilities, must be provided with adequate lead 
time to plan, construct and place in operation the facilities required to meet 
its increasing power requirements. Delay merely complicates its power problems 
and increases its plant costs to be passed on to power consumers in the form 
of rates. Then, too, there is no explanation in the record as to why the Fish 
and Game Commissions did not undertake and complete an adequate study prior 
to the beginning of the hearing. As the record shows, it has been generally 
known for more than ten years that PGE planned the construction of the Round 
Butte project. 

Because the 3,000 cfs minimum flow proposed by PGE and the 5,000 cfs mini- 
mum flow proposed by the Fish and Game Commissions are not derived from 
actual studies, FPC’s staff counsel concludes that for the months of March, 
April, May and June “maintenance of flows equal to or greater than those 
minimum flows recorded by the United States Geological Survey is the only 
practical solution at present.” He therefore recommends that PGE be required 
to “release a minimum flow of water during the months of April, May and 
June each year equivalent to past minimum flows shown to exist, adjusted for 
upstream diversions and withdrawals for irrigation purposes not reflected in 
stream flow records.” The Examiner does not agree for, as pointed out by 
counsel for the Fish and Game Commissions: 


It is not reasonable that the optimum flow for fish life should be set by 
the minimum flow of the worst year on record. Merely because a portion 
of the fish survived the disaster which occurred in nature once in 31 years 


does not mean that the disaster could be repeated year after year without 
serious reduction of fish production. The damage would be compounded by 
the proposed drought of stored water during the first half of the spring 
spawning season followed by a flow reduction during the second half, thus 
destroying many eggs previously deposited in the higher gravel bars. 

Is it not reasonable that the flow for fish life be restricted and at the 
same time be subjected to further reduction by future upstream with- 
drawals for irrigation purposes not now reflected in stream flow records? 
The project should assume these adjustments, as was expressed by the State 
Water Resources Board. 


* * * * co * * 
The Applicant’s plan is objectionable for the reason that it intends to 


regulate the release of impounded water, resulting in increased normal flows 
during March when considerable spawning is taking place and in reducing 


4 Figures of the minimum monthly flows (at the Madras gauge just below the Pelton 
reregulating dam) for the lowest years on record, namely, 1923-1957, are: 


March 1931 efs 
i lt nec ines cei ten ed aint dina imiania agement 8,723 cfs 
BURNT SUIT ss tse nancial eel ait aanaeastniaeg ietiala eae eine tiepaiinegas 8,420 cfs 
June 1931 ,240 efs 


The lowest 7-day minimum in each of the months of March, April, May and June for 
1931 (minimum on record) are: 


efs 


efs 
efs 
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the flow to roughly half the March flow during the month of April, a period 
of normal high flows. This would result in exposure of gravel bars in which 
the fish have deposited their eggs and could not possibly be considered bene- 
ficial. Less objection would be made if the March and April flows could be 
evened out. * * * 


The contentions of counsel for the Fish and Game Commissions are in line with 
the Examiner’s thinking expressed during the course of the hearing, as shown by 
the following questions and answers of PGE’s engineering witness Porter: 


PRESIDING EXAMINER: * * * Why wouldn't it be better to equalize the 
flow during the three months? 

Tue WiTNEss: We would have no particular objection to that * * *. 

PRESIDING EXAMINER: But what you are after is to wind up with a cer- 
tain volume of water at the end of the three month period. 

THE WITNEss: That is essentially right. 

PRESIDING EXAMINER: So why wouldn’t * * * it be preferable so far as 
sustaining fish life is concerned, to equalize, to take the three flows that 
you mentioned, divide them by three and release that much water in each 
of the three months? 


* * * * * * * 


THE WITNESS: I personally think that wouldn’t be harmful from a 
power standpoint. 

PRESIDING EXAMINER: From a dollars and cents standpoint the result 
would be the same, wouldn’t it? 

THE WITNESS: The result would be the same. It would mean that we 
would have to go below 3,000 second feet in June in some years, I don’t 
know. 

PRESIDING EXAMINER: It would depend upon streamflows then. 

THE WITNESS: It depends upon the volume of water in subsequent 
months. 


While PGE is now contending that maintenance of minimum stream flows 
of 3,000 cfs at river mile 100.0 (same as Madras Gauging Station) would be 
adequate, it has not always been of the view that this is necessarily so—as 
shown by the following excerpt from a letter dated June 24, 1959, written by 
the Chairman of the Board and Chief Executive Officer of PGE: 


You will observe that during the months of March, April and May the 
Deschutes River, under the regulation contemplated, would materially re- 
duce the range of fluctuations * * * and yet would not reduce the minimum 
flow below 3,000 cfs which, as pointed out, can be adjusted upward if the 
jishery agencies consider that necessary. (Underscoring supplied.) 


Attached to the above referred to letter dated June 24, 1959, is a memorandum 
of PGE’s biologist, who testified as a witness in this proceeding, in which he 
states in part: 


All of these proposed figures for regulated flows are somewhat tentative 
and subject to adjustment upon agreements mutually satisfactory to P.G.E., 
and the responsible fish agencies. Jt is quite possible that it may prove 
more desirable to hold the minimum refilling flows to 4,000 cfs and extend 
the filling period later into the spring. This would not be detrimental to 
recreational use of the reservoir since it would result in a constant slight 
daily increase during the period which would not be objectionable. (Italics 
supplied.) 
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Upon a consideration of the entire record the Examiner concludes that the 
public interest will best be served, and damage to the fishery resource will be 
reduced to a minimum, if during construction and the first two years of 
operation of the project PGE maintain minimum flows downstream from 
Round Butte of 3,500 cfs per second at river mile 100.0 during the months of 
March, April, May and June. During or at the end of the second year of 
operation, and upon the basis of a detailed analysis of operating and other 
pertinent facts, the Commission can then make a definite determination of 
minimum flows to be thereafter adhered to by PGE in the operation of the 
project. 

Comparison of Power and Fish Values 


The comparisons shown in the record of power and fish values are wholly 
inadequate. As for the comparison made by those opposing the construction 
of the project, it need only be pointed out that there is no showing that the 
Pelton and Round Butte fish facilities will fail to work adequately and that 
there will be a substantial destruction of fishing in the whole Deschutes system. 
As counsel for PGBH state, “At most, it will remove from stream fishing a very 
small portion of the three rivers. Only about 25 miles of the total of 285 
miles will be inundated * * *, and anglers will still be able to fish the Deschutes 
below Pelton, and the Deschutes, Crooked and Metolius Rivers above Lake 
Chinook (the Round Butte reservoir).” 

In passing it might also be pointed out that, as to recreational resources, 
staff counsel correctly concludes that there will “not be a net substantial loss 
of recreational activities if the Round Butte project is constructed, although 
there would be a change in the nature and form of recreation resources.” 


Scenic Geology 


While the Conservation Committee expresses concern over the loss of Cove 
Palisades State Park and the uniqueness of the area from a scenic and geologic 
standpoint, it is clear that when the canyon is flooded the area will still have 
unique features. To the extent that unimportant geological features are 
inundated other geological features substantially similar will be rendered 
accessible by virtue of the access which the reservoir will provide. Moreover, 
the Palisades will survive Round Butte since only the talus slopes below these 
formations will be flooded. 

Lavas similar to those to be inundated in the Cove Palisades State Park can 
be found in other areas. Areas visited by geology students for the purpose of 
collecting and studying rocks will not be submerged. Furthermore, after con- 
struction of the project the entire area will be much more accessible than at 
present. 


Inclusion of Round Butte Project Under Pelton License 


Because the Round Butte and Pelton plants would be operated coordinately 
and under license terms and conditions which would be pertinent to both, 
FPC’s staff, relying upon Commission action in prior cases (see Order issued 
March 25, 1960 in Virginia Electric Power Company, Project Nos. 2093 and 2009, 
and eases cited therein), recommends that the proposed Round Butte develop- 
ment be consolidated with the Pelton project by amendment of the Pelton 
license issued December 18, 1951, such license having been issued for a period 
of 50 years from that date. However, it is clear that the staff's proposal would 
result in reducing the normal license period for Round Butte by about 10 years. 
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Except for this shorter license period, PGE has no objection to the consolidation 
as proposed by the staff. 

PGE contends that because a 50-year term is the normal, as well as the 
maximum, license period for projects to be constructed, any license issued or 
made applicable to Round Butte should, so far as its term pertains to Round 
Butte, be for the full 50-year period. 

Although the Commission considered its action appropriate in the cases 
relied upon by the staff, it is clear that if the same procedure is followed 
here it will work an unjust hardship on PGE by reducing the license period for 
Round Butte by approximately 10 years. That is to say, if the Round Butte 
project is included under the Pelton license issued December 18, 1951, the 
50-year term, as to Round Butte, would, under the staff’s proposal, run from 
that date rather than some date in 1960 when a separate license for Round 
Butte could be issued. Staff counsel cites no justifying reasons, and the 
Examiner knows of none, for licensing the Round Butte project for a period of 
less than 50 years.” 

While it is true that the two projects will be operated coordinately to enhance 
and sustain maximum output, economy and operating conditions, this fact does 
not necessarily make Round Butte a part of Pelton any more than it makes 
Round Butte a part of PGE’s several other hydroelectric projects, the operations 
of all of which are coordinated for the purpose of meeting the PGE and 
Northwest Power Pool requirements. Moreover, it may be observed, that the 
decision in the Virginia Electric Power Company case is necessarily dependent 
upon the major assumption that the second project involved therein was a 
part of the first and was therefore in reality an additional part of the same 
project. Since the licensee in the Virginia case accepted the license it must 
be assumed that it agreed with the assumption made by the Commission. In 
the instant case, however, PGE in its brief indicates clearly that the license 
sought here relates to a development which it does not consider a part of the 
older Pelton project, and the evidence supports the conclusion that it is a 
different project and not an additional part of the first project. This is clearly 
demonstrated by the fact that Round Butte and Pelton are, in and of themselves, 
and without the other, economically feasible and valuable to PGE’s operations 
although both operating coordinately produce the most desirable results. Ac- 
cordingly, PGE’s position is well founded. It follows that the precedents cited 
by the staff are distinguishable in principle from the instant case and are 
not applicable. 

A point apparently overlooked here is the fact that a license when issued 
becomes a contract-franchise which can be amended only by mutual consent 
of the licensee and the Commission. As Section 6 of the Federal Power Act 
provides in part: 


* * * Licenses may be * * * altered * * * only upon mutual agreement 


between the licensee and the Commission after thirty days’ public notice. 
**2? 


This limitation upon alteration places any change in the license term and its 
coverage beyond the power conferred by Congress on the Commission. Added 


23 Counsel for PGE call attention to the fact that while the Pelton license was issued on 
December 18, 1951, the extensive litigation which followed (F.P.C. v. State of Oregon, 349 
U.S. 345) delayed commencement of construction so that Pelton was not operational until 
the spring of 1957, the effect thereof being that the effective license period was shortened 
by 6 years. They further point out that the staff recommendation denies PGE “the benefit 
afforded by Section 10(d) of the Federal Power Act, which permits a period of 20 years 
of operation before the operator is required to establish amortization reserves.” 
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emphasis that this is the only reasonable construction of the language of 
Section 6 is afforded by the provisions of Section 28 of the Act wherein it 
provided : 


That the right to alter, amend or repeal this Act is hereby expressly 
reserved; but no such alteration, amendment or repeal shall affect any 
license theretofore issued under the provisions of this Act, or the right 
of any licensee thereunder. 


In other words, not only is the Commission limited in its power to alter or 
amend a license, but Congress expressly placed a restriction upon itself with 
respect to alterations and amendments of licenses during the life of the license. 

It must therefore be concluded that having validly authorized the Pelton 
license the Commission exhausted its authority as to the term and coverage 
thereof except through mutual agreement. Thus since PGE does not agree 
with the staff's position insofar as pertinent here such position may not be 
imposed by the Commission as a condition for authorizing Round Butte unless 
agreed to by PGE. Therefore, Round Butte should be licensed for a separate 
term of 50 years. 

If it were to be concluded that Pelton and Round Butte were really one 
single project then a single 50-year license therefor should be issued. However, 
the Round Butte project will be licensed in 1960. If a single license for the 
separate projects were to be issued on some theory that they were really not 
separate then the license should date from 1960. This of course may not be 
done since a license already has been issued to cover Pelton for the maximum 
50-year period permitted by the Federal Power Act. Thus the only logical 
course to follow is to issue a second separate 50-year license for Round Butte. 

Moreover, in determining whether a separate license should be issued for 
the Round Butte project it must be borne in mind that the Federal Power Act 
makes it possible for ultimate ownership of the project to vest in the United 
States, Section 14 thereof providing that upon two years notice the Government 
after expiration of the license period may take over the project upon payment 
of the net investment, not to exceed the fair value of the project, plus reasonable 
severance damages, if any. Therefore, if the Round Butte and Pelton projects 
were included under one license with different license expiration dates, the 
recapture of these projects by the United States and the payment to he made 
therefore might be unduly complicated. A separate license for the Round 
Butte project will avoid this probable complication.”* 

For the foregoing reasons a separate license should be and is issued for the 
Round Butte project. 

FINDINGS 


For the reasons hereinabove set forth, and upon consideration of all the 
evidence adduced and the briefs and arguments of counsel, it is further found 
and concluded : 


1%3The Federal Water Power Act of 1920, a policy making Act, was by Title II of the 
Public Utility Act of 1935 (49 Stat. 838) made Part I of the Federal Power Act. It 
ereated the Commission to license, regulate and control the construction of hydroelectric 
projects ; limited the duration of licenses to not more than 50 years; required that licenses 
be conditioned upon acceptance by licensees of all the terms and conditions of the Act; and 
reserved to the United States the right to recapture at the end of the license period. In 
short, the statute proceeded “on the theory of private development with ultimate public 
ownership possible.” (S. Rep. No. 180, 66th Cong., 1st Sess., p. 3). 

Upon expiration of the license period the Government has the option of (1) taking over 
the project upon payment of net investment not to exceed fair value, plus reasonable sever- 
ance damages; (2) issuing a new license to the original licensee; or (3) granting a new 
license to a new licensee (Section 15). 
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(1) PGE, a corporation duly organized under the laws of the State of Oregon, 
filed its application on March 19, 1959, for a license under the Federal Power 
Act to construct, operate and maintain the hydroelectric project known as 
the Round Butte project, numbered 2259, on the Deschutes River at river mile 
110.6, about 8 miles upstream from the existing Pelton hydroelectric project 
numbered 2030. 

(2) No conflicting application is before the Commission. Public notice has 
been given. 

(3) A public hearing was held on the application in Portland, Oregon, 
commencing on November 30, 1959, at which hearing all parties to the proceed- 
ing were afforded an opportunity to present evidence. In addition, all persons 
desiring to speak either in favor of or in opposition to the issuance of a license 
for the Round Butte project were heard. 

(4) Construction, operation and maintenance of the proposed project No. 
2259 would affect public lands and a reservation of the United States. Conse- 
quently, under the provisions of Section 23(b) of the Federal Power Act, 
PGE may not construct, operate or maintain the proposed project works upon 
those lands of the United States until it shall have received a license under the 
provisions of the Act. 

(5) The opposition of some agencies of the State of Oregon to the proposed 
Round Butte project is not a bar to the issuance of a Federal Power Act 
license and to the construction and operation of the proposed project under 
such license, if the project is found to meet the standards specified for compre- 
hensive waterpower development in the Federal Power Act. 

(6) The proposed Round Butte project consists of : 

(a) All lands constituting the project area and enclosed by the project 
boundary or the limits of which are otherwise defined, and/or interest in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interest therein are owned or held by PGE, or by the United States; 
general location of such project area being shown and described by an exhibit 
which forms part of the application for license and which is designated and 
described as follows: 

Evhibit J—Sheets 1 and 2 (FPC Nos. 2259-3 and -4) showing general location 
of the development. 

(b) Project works consisting of a rockfill dam with a central impervious core; 
a reservoir with an area of about 3,600 acres at normal pool elevation 1945 feet 
and having a usable storage of 250,000 acre-feet in 85 feet of drawdown; a 
tunnel spillway; a power tunnel extending to a powerhouse located at the left 
bank immediately downstream from the toe of the dam containing three 
115,000-horsepower turbines operating under a gross head of 365 feet each con- 
nected to an 82,350-kilowatt generator; a switchyard; a 230-kilovolt transmission 
line extending to PGE’s Bethel substation near Salem, Oregon; a 12.5-kilovolt 
line to the Pelton development, fish transfer facilities for both upstream and 
downstream migrants; and appurtenant electrical and mechanical facilities, 
the location, nature and character of which are more specifically shown and 
described by the exhibit hereinbefore cited and by certain other exhibits which 
also formed a part of the application for license and which are designated and 
described as follows: 

Exhibit L—Sheet 1 (FPC No. 2259-20) General Plan; 

Sheet 2 (FPC No. 2259-21) Typical Sections; 

Sheet 3 (FPC No. 2259-22) Spillway-Diversion and Power Tunnels; 

Sheet 4 (FPC No. 2259-23) Power Tunnel Intake, Spillway Intake and Di- 
version Control Structure; 
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Sheet 5 (FPC No. 2259-24) Powerhouse Plan and Sections ; 
Sheet 9 (FPC No. 2259-28) Grouting and Abutment Treatment ; 

Sheet 11 (FPC No. 2259-30) Single Line Wiring Diagram ; 

Sheet 12 (FPC No. 2259-31) Switchyard Arrangement; and 

Exhibit M—‘General description of and general specifications for mechanical, 
electrical and transmission equipment,” in two sheets, filed as part of the appli- 
cation for license. 

(c) All other structures, fixtures, equipment or facilities used or useful in 
the maintenance and operation of the project and located on the project area, 
including such portable property as may be uesd or useful in connection with 
the project or aly part thereof, whether located on or off the project area, if 
and to the extent that the inclusion of such property as part of the project is 
approved or acquiesced in by the Commission; also all riparian or other rights, 
the use or possession of which is necessary or appropriate in the maintenance 
or operation of the project. 

(7) The exhibits referred to in finding (6) above pertaining to the Round 
Butte development conform with the Commission’s rules and regulations and 
should be approved as part of the license, but there shall be filed, as hereinafter 
provided, Exhibits F and K showing and describing the project boundary and 
project lands. 

(8) The Round Butte development as outlined in PGE’s plans conform to 
sound engineering practice and will be safe and adequate. 

(9) The Round Butte project, constructed, operated and maintained as here- 
inafter ordered and conditioned, will not affect any Government dam, nor will 
the issuance of a license therefor, as hereinafter provided, affect the develop- 
ment of any water resources for public purposes which should be undertaken 
by the United States. 

(10) The Round Butte project is subject to the licensing authority of the 
Commission under Section 4(e) of the Federal Power Act. 

(11) The issuance of a license for the project will not interfere or be incon- 
sistent with the purposes for which a reservation or withdrawal of public lands 
was created or acquired. 

(12) The Round Butte project is best adapted to a comprehensive plan for the 
improvement and utilization of waterpower development and other beneficial 
public uses, including recreational purposes. 

(13) The Oregon Water Resources Board, an intervener, has found the Round 
Butte project as outlined is in the public interest and a preliminary permit has 
been issued by the Hydroelectric Commission of Oregon. 

(14) There is insufficient capacity in existing transmission lines to carry the 
power output of the proposed Round Butte project and the existing Pelton 
development. 

(15) Construction of the proposed Round Butte-Salem 230-kv transmission 
line is necessary and in the public interest. 

(16) The proposed Round Butte-Salem transmission line will cross lands in 
the Deschutes National Forest, lands of the Warm Springs Indians and other 
lands. 

(17) Itis appropriate that the route of the proposed Round Butte-Salem trans- 
mission line be hereafter determined by the Commission in the event PGE is 
unable to reach agreement with the U.S. Forest Service, Department of Agri- 
culture, with reference to its location. 

(18) The construction costs estimated by PGE for the Round Butte develop- 
ment, including those for fishery facilities, are reasonable. 

(19) While PGE submitted what appears to be satisfactory evidence of its 
ability to finance construction of the Round Butte project, it shall file, before 
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the commencement of such construction, a definite plan for financing satisfac- 
tory to the Commission with definite commitments and undertakings on reason- 
able terms to assure all cash requirements to meet the costs of construction. 

(20) Creation of the Round Butte reservoir will inundate sections of the 
Deschutes, Metolius and Crooked Rivers and corresponding canyon floors in Cove 
Palisades State Park. 

(21) Construction of the Round Butte project will not affect or impair Opal 
Springs, a source of domestic water supply located upstream from the proposed 
reservoir. 

(22) Flooding of the Round Butte reservoir area will not inundate any scien- 
tific or geological features of importance but there may be archaeological ma- 
terials worthy of salvage. 

(23) Significant areas of special interest for collecting and examination of 
rock formations will not be inundated by the Round Butte reservoir. 

(24) The Round Butte reservoir will inundate a portion of Cove Palisades 
State Park under the control and management of the State Parks Division of the 
Oregon State Highway Commission. Because the stream side recreational fa- 
cilities in this park will be lost by inundation, PGE and the State Parks Division 
are carrying on negotiations with respect to the replacement of streamside fa- 
cilities with lakeside recreational facilities, including suitable access roads, 
bridges, etc. A provision should be included in the license issued requiring 
PGE to replace the park by equivalent or better facilities, roads, bridges, etc. 

(25) While certain geological features will be flooded by the project in the 
area of the Cove Palisades State Park, other geolegical features substantially 
similar will be rendered accessible by virtue of the access which the proposed 
lake will provide. 

(26) PGE is willing to assign the shoreline of the Round Butte reservoir to the 
State Parks Division of the Highway Commission. 

(27) The lake behind the Round Butte project will afford recreational facili- 
ties and privileges of many kinds, including lake fishing for a large number of 
people. 

(28) The Round Butte project will inundate the site of the present Cove 
power plant of Pacific, licensed as Project No. 1447. The Bureau of Reclamation 
of the Department of the Interior has installed a generating unit in the Cove 
power plant pursuant to a contract dated November 21, 1939, among the United 
States, Pacific, the Inland Power and Light Company, and the Jefferson Water 
Conservancy District. 

Under the terms of that contract the United States acquired, as a considera- 
tion for the installation of the unit, certain irrigation and power rights and 
privileges. 

(29) Negotiations are being carried on between PGE, Bureau of Reclamation, 
and Pacific in an effort to arrive at a settlement of interests involved in the inun- 
dation of the Cove hydroelectric project referred to in finding (28) above, such 
inundation also affecting a 66-kv transmission line from the Cove project to 
Redmond which is licensed as Project No. 1076. 

(30) Prior to initiation of construction of the Round Butte project PGE should 
be required to enter into definitive agreements covering settlements reached with 
the Bureau of Reclamation and Pacific, and to submit such agreements to the 
Commission for its approval and review and determination of the propriety of the 
terms thereof and their effect, if any, upon the economic feasibility, etc., of the 
Round Butte project. Such contracts and arrangements should provide, among 
other things, for: 

(a) Recognition of all rights acquired by the United States under the 1939 
contract referred to in finding (28) above; 
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(b) Assumption by PGE under the 1939 contract with respect to furnishing 
irrigation pumping power to the United States free of charge; 

(c) Compensation to the United States for any losses and expenses resulting 
from the taking of the Cove power plant; and 

(d) Relief of the United States from any and all responsibility under the 
1939 contract for supplying water power as is now generated by the unit in the 
Cove power plant which was installed by the United States. 

(31) The Warm Springs Indians are a confederated tribe under the statutes 
of the United States. On June 25, 1855, the United States entered into a treaty 
with the Warm Springs Indians which determined the boundaries of their 
reservation. 

(32) The western terminus of the dam and part of the Round Butte-Salem 
transmission line right of way would be located on lands within the Warm 
Springs Indian Reservation withdrawn many years ago for power purposes. 

(33) The Warm Springs Indians have consented to the contruction of the 
Round Butte project and entered into an agreement dated December 22, 1955, 
relating, among other things, to this proposed project and providing for com- 
pensation to be paid to the Indians for the use of their land upon which a portion 
of the project will be situated. 

(34) PGE and the Warm Springs Indians are proceeding amicably with nego- 
tiations to fix payment for inundating additional Indian lands (consisting mostly 
of canyon walls) resulting from raising the project reservoir 50 feet above the 
elevation of 1,900 feet mean sea level presently specified in the agreement for use 
of Indian lands. 

(35) It is estimated that PGE will pay the Warm Springs Indians up to 
$218,000 per year as a result of the construction and operation of the Round 
Butte project, such payment to be over and above the compensation paid by the 
company to the Indians as a result of the construction and operation of the 
Pelton project. 

(36) PGE owns 328 megawatts of hydroelectric capacity plus 94 megawatts of 
steam-electric capacity, necessitating the purchase of substantial amounts of 
power to meet its system requirements which are increasing. 

(37) While there is a need for the proposed Round Butte power output for 
PGE’s 1964-65 load if more expensive steam-electric generation is to be avoided, 
such power output will be required in 1965-66 if estimated loads are to be served. 

(38) The lowest cost alternative source of power to meet PGE’s requirements 
is steam-electric power, the average cost of which is estimated by Commission 
staff engineers to exceed the cost of Round Butte power by $1,571,000 per year. 

(39) The proposed Round Butte development is economically feasible as a 
power project. 

(40) PGE is a member of the Northwest Power Pool. The power generated 
by the Round Butte project will become part of the pool power and consequently 
will benefit the entire Northwest region. 

(41) Although there will be an adequate supply of power through 1963-— 
for the West Group of the Northwest Power Pool, the power supply estimated 
to be available for the whole Northwest Power Pool indicates a definite shortage 
for the West Group for the load year 1965-66. 

(42) The proposal of the Commission staff to consolidate the Round Butte and 
Pelton projects by amendment of the Pelton license issued December 18, 1951 is 
unacceptable to PGE in that, among other things, it would work an unjust 
hardship on the company by reducing the effective license period for the Round 
Butte project by about 10 years. 
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(43) Even though the Round Butte and Pelton projects will be operated co- 
ordinately to produce the most beneficial operating results, the Round Butte 
development is a different project and not an additional part of the older Pelton 
project which has been independently and separately operated. 

(44) A separate 50-year license should be issued for the Round Butte project. 

(45) PGE’s planned utilization of the Round Butte project to refill the reser- 
voir during April and May, and occasionally in the first part of June, is not 
shown to be adequate for the protection and utilization of fish spawning areas 
downstream on the Deschutes River during the Marech—June period and, there- 
fore, conditions should be prescribed to assure a minimum amount of damage 
to the fishery resource. 

(46) During construction and the first two years of operation of the Round 
Butte project the storage and release schedules should provide for minimum 
downstream flows in the months of March, April, May and June of 3,500 cubic 
feet per second each month. 

(47) The question of adequate downstream flows should be reexamined by the 
Commission during or at the end of the second year of operation of the Round 
Butte project and, upon the basis of actual operations and a detailed study and 
analysis of all pertinent facts then available, definitive action should then be 
taken by the Commission as to the releases thereafter required for protection 
of fish life, ete. 

(48) PGE’s plan to maintain the Round Butte reservoir at a high and gen- 
erally constant level during June through September will enhance recreational 
uses of both the Round Butte and Pelton reservoirs. 

(49) Seasonal storage which will be provided by the Round Butte project will 
be an advantage to PGE and to the Northwest region in the event of the recur- 
rence of critical water conditions. 

(50) The proposed Round Butte development will utilize the head and stream 
flow of the Deschutes River to the maximum economic extent for power purposes. 

(51) Under the proposed plan the hydraulic capacity of the Round Butte 
development will be about the same as that of the Pelton project. 

(52) When storage is drafted from the Round Butte reservoir the average 
discharge from the Pelton development would exceed the natural flow by the 
amount of such storage withdrawn. 

(53) Operation of the Round Butte and Pelton projects will be electrically and 
hydraulically integrated so as to obtain optimum power and energy output. 

(54) The Round Butte development will have an installed capacity of 247,050 
kilowatts and an estimated annual output of 925,000,000 kilowatt hours, with a 
peaking capability of 300,000 kilowatts. 

(55) As proposed, the usable storage of the Round Butte project will be 
250,000 acre-feet at an 85-foot maximum drawdown, estimated to be needed 
about once in 29 years, and normal drawdown would be 11 feet. 

(56) The installed horsepower capacity of the Round Butte project for the 
purpose of computing the capacity component of the administrative annual 
charge is 329,400 horsepower. 

(57) The fish facilities at Pelton are passing anadromous and other fish both 
upstream and downstream reasonably well, but the period of operation is too 
short to permit definite evaluations. 

(58) Fish facilities proposed for the Round Butte development are similar 
in principles of operation to those existing at the Pelton development and a 
correlation in the degree of efficiency between the two facilities may be made. 


676—807—64——_31 
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(59) Fish facilities as proposed for the Round Butte development are rea- 
sonable but should be developed in greater detail in cooperation with the federal 
and state fishery agencies. 

(60) The proposed Round Butte reservoir will not inundate a significant 
amount of spawning area for anadromous fish. 

(61) Stratification in the proposed Round Butte reservoir would not occur 
until after the peak of downstream migration of anadromous fish and its effect 
would not be serious. 

(62) Creation of the proposed Round Butte reservoir would eliminate approxi- 
mately 25 miles of stream fishing as a recreational resource which would be 
replaced by boating, boat fishing, and water sports resulting in an alternative 
recreational activity. 

(63) Because of the stability of the lower Deschutes River, it provides very 
favorable spawning conditions and habitat for anadromous and resident fish. 
Consequently, this portion of the river is of great interest to sports fishermen 
as well as commercial groups processing anadromous fish as food. 

(64) The amount of annual charges to be paid under the license for the 
Round Butte project for the purpose of reimbursing the United States for the 
cost of administration of Part I of the Federal Power Act as hereinafter provided 
is reasonable. 

(65) It is desirable to reserve for future Commission determination the ques- 
tion of what lands of the United States are affected by the Round Butte project 
and the amount of annual charges to be fixed for the use thereof. 

(66) It is appropriate for the Commission to reserve the right hereafter to 
determine not only the additional transmission facilities, if any, to be included 
in the license but also the right to require, if and when appropriate and after 
notice and opportunity for hearing, an additional generating unit as a part of 
the Round Butte development. 

(67) Any rights to the use of the waters in the Deschutes River and its 
tributaries in connection with PGE’s project under the license issued should be 
subordinate to existing rights, ete., set forth in paragraph (B), Article 27, of 
the order herein, as hereinafter provided. 


ORDER 


WHEREFORE, IT Is ORDERED, subject to review by the Commission : 

(A) This license is issued to PGE under Section 4(e) of the Federal Power 
Act for a period of 50 years, effective as of the first day of the month in which 
the acknowledgment of acceptance thereof is filed with the Commission by 
PGE for the construction, operation and maintenance of major Project No. 
2259 located upon public lands and a reservation of the United States, subject 
to the terms and conditions of the Act which is incorporated by reference as a 
part of this license, and to such rules and regulations as the Commission has 
issued or prescribed under the provisions of the Act; and further subject to 
the condition that prior to commencement of construction of the Round Butte 
project, as contemplated in the Exhibit L drawing hereinbefore referred to 
in finding (6), PGE shall execute and file with the Commission for approval 
agreements with (a) Pacific and the Bureau of Reclamation of the Department 
of the Interior relating to the settlement of rights and interest involved in the 
inundation of the Cove hydroelectric plant, licensed as Project No. 1447, and 
the effect thereof on the 66-kv transmission line licensed as Project No. 1076; 
(b) the State Highway Commission of Oregon for the replacement of inundated 
facilities in Cove Palisades State Park with lakeside facilities, including suit- 
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able access roads, bridges, etc., and (c) the Warm Springs Indians for per- 
mission to inundate additional Indian lands necessary to raise the Round Butte 
reservoir level to elevation 1950 m.s.l. 

(B) This license is also subject to the terms and conditions set forth in 
Form L-2, December 15, 1953, entitled “Terms and Conditions of License for 
Unconstructed Major Project Affecting Lands of the United States”, 17 FPC 62, 
which terms and conditions are incorporated by reference as a part of this 
license; and subject to the following special conditions set forth herein as 
additional articles: 

Article 25. PGE shall pay to the United States the following annual charges: 

(i) For the purpose of reimbursing the United States for the costs of 
administration of Part I of the Act, one (1) cent per horsepower on the author- 
ized installed capacity (329,400 horsepower), plus two and one-half (214) 
cents per 1,000 kilowatt-hours of gross energy generated by the project during 
the calendar year for which the charge is made; 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands, including transmission line right-of-way, such 
reasonable charges as may be hereafter specified by the Commission. 

(iii) For the use of tribal lands affected by the Round Butte project embraced 
within the Warm Springs Indian Reservation, such reasonable charge (which 
may include electric service) as may hereafter be specified by the Commission, 
subject to the approval of the Indian tribe having jurisdiction over such lands 
as provided by law. 

Article 26. PGE shall construct, maintain and operate or shall arrange for 
the construction, maintenance and operation of such fish ladders, fish traps, 
or other fish handling facilities and fish protective devices, including artificial 
propagation facilities, for the purposes of conserving the fishery resources 
affected by the project and shall comply with such reasonable modification of 
project structures and operation in the interest of fish and wildlife resources, 
provided that such modification shall be reasonably consistent with the primary 
purpose of the project, as may be prescribed hereafter by the Commission 
upon its own motion or upon the recommendations of the Secretary of the 
Interior, the State Water Resources Board, the Oregon State Game Commission 
and the Fish Commission of Oregon. 

Article 27. Any rights to the use of waters in the Deschutes River and its 
tributaries in connection with PGE’s project under this license shall be subordi- 
nate to: 

(1) All existing rights, whether or not perfected, to the waters of the 
Deschutes River and its tributaries for domestic, stock, municipal and irriga- 
tion purposes, including the right to store any such waters in the proposed 
Benham Falls, Post and Prineville reservoirs and in the existing Crane Prairie, 
Crescent Lake, and Wickiup reservoirs ; and 

(2) The use of additional flows of the Deschutes River and its tributaries 
pursuant to rights which may be initiated hereafter for the diversion and stor- 
age of waters for domestic, municipal, stock, and irrigation purposes in con- 
nection with any reclamation projects undertaken pursuant to the Federal 
Reclamation Laws (Act of June 17, 1902, 32 Stat. 388, and acts amendatory 
thereof or supplementary thereto), the amounts of water to be used under the 
additional rights, together with the uses under existing rights whatever they 
may be, not, by reason of the additional right, to exceed these quantities: 

(a) Deschutes River and its tributaries above Cline Falls—entire flow; 

(b) Squaw Creek—all flows during the nonirrigation season; 

(c) Lake Creek—20,000 acre-feet annually; 
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(d) Crooked River and its tributaries—all the flows above the Highway 
Bridge at the place where U.S. Highway 97 crosses the Crooked River Canyon; 

(e) Crooked River below the Highway Bridge—not to exceed 2,500 acre-feet 
annually for the proposed Deschutes project domestic water system; and 

(f) An additional 400 second-feet that may be taken above the Licensee’s 
project either from the Deschutes River below Cline Falls or the Crooked River 
below the Highway Bridge during the irrigation season. 

Article 28. PGE shall commence construction of the project within one year 
of the effective date of this license and shall thereafter in good faith and with 
due diligence complete the project in four years from the effective date of this 
license. 

Article 29. PGE shall submit for Commission approval within one year of 
the effective date of this license revised Exhibits F and K for the project other 
than the 230-kv transmission line, in accordance with the Commission’s rules 
and regulations. 

Article 30. PGE, the U.S. Fish and Wildlife Service, State Water Resources 
Board, the Oregon State Game Commission and the Fish Commission of Oregon 
shall consult and cooperate in determining upon a mutually satisfactory pro- 
gram to last not more than three years for the purpose of testing and evaluating 
the fish passage facilities at the Round Butte project, the cost of which pro- 
gram shall be borne by PGE. Should PGE and the fishery agencies be unable 
to agree upon the terms of the program, the Commission reserves the right to 
determine the same after notice and opportunity for hearing. 

Article 31. During construction and the first two years of operation of the 
Round Butte project PGE shall maintain minimum streamflows during the 
months of March, April, May and June in the amount of 3,500 cubic feet per 
second at river 100.0 for fish spawning, habitat and passage, such streamflows 
to be adjusted, near the end of or following the two year operating period, in 
the manner hereafter prescribed by the Federal Power Commission upon con- 
sideration of the recommendations of the Secretary of the Interior, State Water 
Resources Board, Oregon State Game Commission and the Fish Commission 
of Oregon. 

Article 32. PGE shall, in order to secure maximum recreational benefits, 
make every effort to maintain the water surface of the Round Butte reservoir 
at the highest level practicable from June 15 to September 15 of each year as 
is consistent with the primary purpose of the reservoir to provide pondage 
for PGE’s daily, weekly, monthly, or seasonal power requirements. 

Article 38. PGE shall coordinate the operation of the project with the U.S. 
Columbia River Power System and/or other entities of the Northwest Power 
Pool so as to achieve maximum coordination benefits which shall be shared 
equitably by the participants in such coordination. 

Article 34. PGE shall submit, in accordance with the Commission’s rules 
and regulations, Exhibits F and K for the 230-kilovolt transmission line extend- 
ing from the Round Butte project to Bethel Substation, located near Salem, 
Oregon, and the company shall not commence construction of such line until 
the Commission approves the exhibits. 

Article 35. PGE shall cooperate with the University of Oregon’s Department 
of Anthropology in arranging for an archeological survey and in the salvage of 
archeological and paleontological values prior to flooding of the Round Butte 
reservoir area. The cost of salvage operations shall be borne by PGE; provided, 
however, that should PGE and the University of Oregon be unable to agree upon 
the terms and program of salvage, the Commission reserves the right to deter- 
mine the same after notice and opportunity for hearing. 
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Article 36. At such time as the Commission may direct and to the extent that 
t is economically sound and in the public interest to do so, after notice and 
opportunity for hearing, PGE shall provide additional generating capacity in 
the Round Butte powerhouse. 

Article 37. PGE shall cooperate with the Oregon State Highway Commission 
in the development of a recreational public use plan. 

Article 38. The Commission reserves the right to hereafter determine what 
additional transmission lines, if any, should be included in the license as part 
of the project works. 

(C) The exhibits referred to in finding (6) above are approved as part of 
this license. 


(D) PGE shall file, before commencement of construction, a definite plan of 


financing satisfactory to the Commission with definite commitments and under- 
takings on reasonable terms to assure all cash requirements to meet the costs 
of construction of the Round Butte project. 

(E) The acknowledgment of the acceptance of this license shall be in the 
following form signed by the President of PGE, such form to be returned to the 
Commission within sixty (60) days from the date this order becomes the final 
act of the Commission: 

IN TESTIMONY of its agreement to the foregoing license, Portland General 
Electric Company, this .--. day of , 19__, has caused its corporate 
name to be signed thereto by . President, 
and its corporate seal to be affixed hereto and attested by 

Secretary, pursuant to a resolution of its Board of Directors 
duly adopted on the -___ day of 19__, a certified copy of the record 
of which attached hereto. 

PORTLAND GENERAL ELECTRIC COMPANY 
By 
President 
Attest: 


Secretary 
(Executed in quadruplicate) 
Francis L. HAtt, 
Presiding Examiner. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


KENTUCKY WEST VIRGINIA GAS COMPANY, DOCKET NO. G—18625 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued September 13, 1960) 


On April 29, 1959, Kentucky West Virginia Gas Company (Kentucky), tendered 
for filing Sixth Revised Sheet No. 4 and Third Revised Sheet No. 5 to its FPC 
Gas Tariff, Original Volume No. 1, proposing increased rates and charges for 
sales of natural gas purchased by Kentucky’s two wholesale customers, Louis- 
ville Gas and Electric Company (Louisville) and Equitable Gas Company 
(Equitable) for resale under Scheduled Service Rate Schedule S-1. By Com- 
mission order issued May 27, 1959, the above filing was suspended in Docket No. 
G—18625 until October 29, 1859, and until such further time as it was made 
effective in the manner presecribed by the Natural Gas Act. By order issued 
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December 18, 1959, the above filing became effective subject to refund as of 
October 29, 1959. 

On may 17, 1960, and again on June 22, 23 and 24, 1960, settlement conferences 
including Kentucky, the wholesale customers, the non-customer interveners and 
Commission staff were held. As a result of these conferences, Kentucky filed 
on August 17, 1960 a Settlement Agreement in the above-captioned docket. 
Agreement was reached regarding Kentucky’s jurisdictional cost of service, the 
rates proposed in the above rate filing, and tariff schedule revisions whereby 
Kentucky would charge Equitable for gas released to it by Louisville which 
Louisville was under contract to purchase. By this arrangement Louisville 
would then be credited for the released gas. Previously Equitable had reim- 
bursed Louisville for the difference between the amount paid for the purchase 
of an equivalent volume of gas from Texas Gas Transmission Corporation and the 
cost of the gas had it been purchased from Kentucky. 

Basically, the Settlement Agreement provides for a demand rate of $1.60 
compared with $1.86 as proposed in Kentucky’s original filing, and a commodity 
rate of 17.86 cents per Mcf as compared with 19.30 cents per Mcf in the original 
filing. Kentucky’s demand revenues based on billing demands for the contract 
year beginning December 1, 1959 would be $1,363,200 under the settlement 
provisions compared with a $1,584,720 under the filed for rates and commodity 
revenues computed on the basis of volumes sold during the year 1959 would be 
$4,687,597 under the settlement rates compared with $5,065,544 under the filed 
for rate. Total annual settlement revenues would be $6,050,797; total annual 
revenues currently being collected are $6,650,264, of which $1,820,703 are 
subject to refund obligation in the instant proceeding. 

Kentucky will refund to each of its wholesale customers, for the period from 
October 29, 1959 to the date of refund, the difference between the amount 
collected from each of such customers under the rates contained in Sixth 
Revised Sheet No. 4 and the amount which would have been collected from 
each of such customers under the terms of the Settlement Agreement. 

By the Agreement, Louisville would not attempt to increase its schedule of 
deliveries for the contract years beginning December 1, 1959, and December 
1, 1960, from that previously sent to Kentucky. 

Our review of the Agreement based upon a cost of service study as appended 
hereto (Appendix B)* indicates that the Agreement discussed in part above, is in 
the public interest. 


The Commission finds: 


The proposed settlement of this rate proceeding on the basis described herein, 
as more fully set forth in the Settlement Agreement designated Appendix A 
to this order, and filed by Kentucky with the Commission on August 17, 1960, 
is in the public interest and is appropriate to carry out the provisions of the 
Natural Gas Act and should be approved and made effective as hereinafter 
ordered. 


The Commission orders: 


(A) The Settlement Agreement filed with the Commission by Kentucky on 
August 17, 1960, is hereby approved in accordance with the provisions of this 
order. 

(B) Pursuant to Section 154.94 of the Commission’s Regulations, and within 
ten days from the date of issuance of this order, Kentucky shall file in 
accordance with Appendix A* attached hereto and as specified in Paragraphs 


*Omitted in printing. 
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4 and 5 thereof, Revised Sheets to Kentucky’s FPC Gas Tariff, Original Volume 
No. L. 

(C) Upon compliance with Paragraph (A) above, the proceeding in Docket 
No. G—18625 shall be terminated. 

(D) The excess rates collected under Sixth Revised Sheet No. 4 to Kentucky’s 
FPC Gas Tariff, Original Volume No. 1 as suspended and made effective subject 
to refund in Docket No. G—18625 shall be refunded to each of Kentucky’s whole- 
sale customers. Such excess rates shall be computed as set forth in paragraphs 
7 and 8 to Appendix A hereto. 

(B) Sixth Revised Sheet No. 4 to Kentucky’s FPC Gas Tariff, Original 
Volume No. 1 as suspended and made effective subject to refund in Docket 
No. G—18625 is hereby permitted to be withdrawn. 

(F) Third Revised Sheet No. 5 to Kentucky’s FPC Gas Tariff, Original 
Volume No. 1 is hereby permitted to continue in effect. 

(G) This order and the action taken herein is without prejudice to any 
findings or determinations which have been or may hereafter be made by the 
Commission in any proceeding or proceedings now pending or hereafter insti- 
tuted by or against Kentucky West Virginia Gas Company. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, 
DOCKET NO. CP60-98 


FINDINGS AND ORDERS ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued September 13, 1960) 


On May 10, 1960, as supplemented on June 3, 1960, Transcontinental Gas 
Pipe Line Corporation (Transco) filed in Docket No. CP60-98 an application 
pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing the construction and operation of approxi- 
mately 9.75 miles of 65<-inch O.D. pipeline extending from a point on Transco’s 
main transmission pipeline near Magnolia, Mississippi, to the McComb Field, 
all in Pike County, for the purpose of receiving natural gas from Sun Oil 
Company (Sun) now being flared from oil wells in the McComb Field, where 
Sun proposes to construct and operate a meter station, all as more fully set 
forth in the application and supplement. 

Applicant proposes to receive and transport the subject gas for Sun, along 
with other gas which it transports for Sun, pursuant to authorization granted 
in Docket No. G—16603, which authorization permits the transportation of up 
to 29,000 Mcf of gas per day. The McComb Field gas would be a part of this 
29,000 Mcf and would be transported under Transco’s Rate Schedule X~-11. 

The estimated total cost of the proposed facilities is $310,500, of which 
$153,335 for costs of right-of-way, pipe and survey will be furnished by Sun 
pursuant to an agreement dated March 14, 1960, executed between Transcc 
and Sun. The remaining $157,165 of the estimated cost will be financed by 
Transco, to be reimbursed by Sun upon completion of the construction. Title 
to the proposed lateral will rest in Transco as long as it transports gas solely 
for Sun, but if Transco later uses the facility to transport its own gas purchased 
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in the McComb Field, Transco will reimburse Sun for the entire cost less 5 
percent per annum for depreciation. 

Temporary authorization to construct and operate the facilities for use in the 
transportation of natural gas for the account of Sun Oil Company as proposed 
in this docket was granted to Transco on July 7, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 30, 1960, respecting the matters involved in and the issues presented by 
he application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commissions’ Rules of 
Practice and Procedure. 
The Commission finds: 

(1) Applicant, Transcontinental Gas Pipe Line Corporation, a Delaware cor- 
poration having its principal place of business in Houston, Texas, is a natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued April 28, 1950, in Docket No. G-1277 (9 
FPC 58). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and supplement in this proceeding, will be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Transco are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) The construction and operation of the facilities and the transportation 
of natural gas as proposed by Transco are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(4) Transco is able and willing to do the acts and to perform the service pro- 
posed and to conform to the provisions of the Natural Gas Act and the require- 
ments, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c)(4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Transco and to the exercise 
of the rights granted thereunder, and that the time within which construction of 
the facilities authorized by this order shall be completed and placed in actual 
operation should be fixed at six months from the date on which this order issues. 

(6) The use of the facilities hereinafter authorized to be constructed should 
be restricted to the transportation of natural gas by Transco for the account of 
Sun as proposed, and any other use of such facilities should be prohibited without 
further Commission authorization. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 
(A) A certificate of public convenience and necessity be and the same is here- 
by issued authorizing Transcontinental Gas Pipe Line Corporation to construct 


and operate the facilities hereinbefore described, as more fully described in the 
application and supplement in this proceeding, for the transportation of natural 
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gas as therein set forth, subject to the jurisdiction of the Commission, upon 
the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission's Regulations under the Natural Gas Act is hereby 
fixed at six months from the date on which this order issues. 

(D) The use of the facilities authorized to be constructed in paragraph (A) 
above is hereby restricted to the transportation of natural gas by Transco for 
the account of Sun Oil Company as proposed, and no other use of such facilities 
shall be made without further Commission authorization. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


WISCONSIN VALLEY IMPROVEMENT COMPANY, PROJECT NO. 2113 
ORDER APPROVING REVISED PROJECT EXHIBITS 
(Issued September 13, 1960) 


In accordance with the requirements of its license for Project No. 2113, Wis- 
consin Valley Improvement Company (Licensee) filed on June 5, 1959, Exhibit 
K (FPC No. 2113-41 and Exhibit L (FPC No. 2113-42, -43 and —44) for the 
Burnt Rollways Reservoir, and on February 23, 1960, Exhibit L (FPC No. 
2113-45) for the Big Eau Pleine Dam for Commission approval and inclusion 
in the license for the project. 

The exhibits are more specifically described as follows : 


Exhibit Title 


| 

' 

| 

2113-41 | Burnt Rollways Reservoir. 

2113-42 | Plan and Cross-Sections of Burnt Rollways Dam and Marine Railway. 
2113-43 

2113-44 

2113-45 


Burnt Rollways Marine Railway and Gate Details. 
Plans of Burnt Rollways Boat-Lift. 
Big Eau Pleine Dam Modification. 


Exhibit L (FPC No. 2113-45) shows the approved plan for the modification 
of the existing Eau Pleine Dam, and supersedes Exhibit L (FPC No. 2113-25). 
now a part of the license, insofar as it shows typical cross-sections of the fill 
for the Big Eau Pleine Dam. The effect of the modification will be to increase the 
elevation of the dam from 1154 to 1155 feet and to provide a parapet wall 3 
feet high to evelation 1158 feet. 

The Chief of Engineers, Department of the Army, has approved the plans 
insofar as the interests of navigation are concerned. 


The Commission finds: 


- 


The above-described Exhibit K and L drawings conform to the Commission’s 
rules and regulations and should be approved as part of the license, and those 
parts of Exhibit L (FPC No. 2113-25) now a part of the license which show 
typical cross-sections of the fill for the Big Eau Pleine Dam and which have 
been superseded should be eliminated therefrom—all as hereinafter provided. 
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The Commission orders: 


(A) The above-described Exhibit K and L drawings (FPC No. 2113-41 through 
-—45 are approved as part of the license for Project No. 2113, and the super- 
seded portions of Exhibit L (FPC No. 2113-25) are eliminated from the license 
for the project. 

(B) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. RP61-7 
ORDER PROVIDING FOR HEARING AND SUSPENDING SERVICE AGREEMENTS 
(Issued September 14, 1960) 


On August 15, 1960, Panhandle Eastern Pipe Line Company (Panhandle) 
tendered for filing six service agreements proposing retroactive increased sum- 
mer contract demands for five customers and a retroactive decreased summer 
contract demand for one customer. 

Panhandle proposes a retroactive effective date of April 1, 1960, for sales of 
natural gas to Missouri Utilities Company, (Missouri Utilities), Central Indiana 
Gas Company, (Central Indiana), Kokomo Gas and Fuel Company, (Kokomo 
Gas), and Indiana Gas and Water Company, Inc. (Indiana Gas) under their 
respective new service agreement. 

Panhandle proposes a retroactive effective date of July 1, 1960, for decreased 
contract demand for sales of natural gas to Southeastern Michigan Gas Com- 
pany (Southeastern Michigan) under its new service agreement. 

The retroactive effective dates are requested by Panhandle, to avoid penalties 
provided by Panhandle’s tariff for past overruns of contract demand by Battle 
Creek, Central Indiana, Indiana Gas, and Kokomo Gas. 

The decision of the Court in Michigan Consolidated Gas Company v. FPC, 
282 F. 2d 854 (Docket No. 15358, decided July 11, 1960) leaves the Commission 
a number of alternatives in respect to the method of allocating the 127,000 
Mcf of gas for the period prior to the Commission’s final disposition of this 
gas. To conform with the Court’s direction for an interim disposition of gas, 
Wwe cannot jeopardize such disposition by reducing Panhandle’s ability to per- 
form whatever method of allocation of such gas as we may determine. Until 
we fix the interim allocation, it is necessary that we maintain the status quo. 
The effect of allowing the service agreements with Battle Creek, Central In- 
diana, Indiana Gas, Kokomo Gas, and Missouri Utilities to become effective retro- 
actively and without suspension could tend to decrease Panhandle’s ability to per- 
form the obligations to deliver gas to Michigan Consolidated Gas Com- 
pany (Mich-Con) which the Commission may order pursuant to the Court 
remand of the Commission’s order in Docket No. G—11061. See Michigan 
Consolidated Gas Company v. F.P.C., 283 F. 2d 204 (Docket Nos. 14975, 14976, 
decided April 29, 1960; Docket No. 15358, decided July 11, 1960; Docket Nos. 
14975 et al., decided July 11, 1960) [three opinions]. Should the Commission 
ultimately decide that Panhandle’s prior service of 127,000 Mcf per day to Mich- 
Con be resumed or should Mich-Con’s offer of settlement filed January 23, 1959, 
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be accepted by the Commission, Panhandle may be unable to deliver the required 
volumes of natural gas to Mich-Con if the above increased contract demands 
are made retroactively effective and not suspended. 

The proposed change in the contract demands set forth in Panhandle’s serv- 
ice agreements with Battle Creek, Central Indiana, Indiana Gas, Kokomo Gas, 
and Missouri Utilities have not been shown to be justified, and may be unjust, 
unreasonable, unduly discriminatory, or preferential, or otherwise unlawful. 

In respect to the retroactive decrease in contract demand for sales of natural 
gas to Southeastern Michigan, we can see no obligation to allowing its service 
agreement to become effective as requested. 


The Commission finds: 


(1) It is necessary and proper in the public interest, and to aid in the enforce- 
ment of the provisions of the Natural Gas Act, that the Commission enter upon 
a hearing concerning the lawfulness of Panhandle’s service agreements with 
Battle Creek, Central Indiana, Indiana Gas, Kokomo Gas, and Missouri Utilities, 
filed August 15, 1960, and that the above service agreements be suspended and 
the use thereof deferred as hereinafter ordered. 

(2) Good cause exists and it is in the public interest that Panhandle’s serv- 
ice agreement with Southeastern Michigan, filed August 15, 1960, be allowed 
to become effective on July 1, 1960. 


The Commission orders: 


(A) Pursuant to the authority of the Natural Gas Act, particularly Sections 
4 and 15 thereof, the Commission’s Rules of Practice and Procedure, and the 
Regulations under the Natural Gas Act [18 CFR, Chapter I], a public hearing 
will be held at a time and date to be fixed by notice from the Secretary of this 
Commission, concerning the lawfulness of Panhandle’s service agreements with 
Battle Creek, Central Indiana, Indiana Gas, Kokomo Gas, and Missouri Utilities, 
filed August 15, 1960. 

(B) Pending such hearing, and decision thereon, the above-designated service 
agreements be suspended and the use thereof deferred until February 15, 1961, 
and until such further time as they may be made effective in the manner pre- 
scribed by the Natural Gas Act. 

(C) Interested State Commissions may participate as provided by Sections 
1.8 and 1.37(f) of the Commission’s Rules of Practice and Procedure [18 CFR 
1.8 and 1.37(f)]. Persons seeking to intervene must file their petitions to inter- 
vene within 45 days from the issuance of this order and pursuant to Section 
1.8 of the Commission’s Rules of Practice and Procedure [18 CFR 1.8]. 

(D) Panhandle’s service agreement with Southeastern Michigan, filed August 
15, 1960, is hereby allowed to become effective on July 1, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


Cc. V. LYMAN, DOCKET NO. RI60-368 


ORDER ACCEPTING OFFER OF SETTLEMENT, AS CONDITIONED, AND TERMINATING 
PROCEEDING 


(Issued September 15, 1960) 


On May 2, 1960, C. V. Lyman (Lyman) tendered for filing Supplement No. 8 
to his FPC Gas Rate Schedule No. 2 proposing to increase his rate from 11.90337¢ 
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to 17.02416¢ per Mcf at 14.65 psia for his jurisdictional sale of natural gas to 
Tennessee Gas Transmission Company (Tennessee) from Capt. Lucey, North 
Alice, Mary and Bailey Fields in Jim Wells and Nueces Counties, Texas. By 
order issued herein on June 1, 1960, the Commission suspended the proposed 
increased rate until November 2, 1960. 

On August 16, 1960, Lyman filed an offer of settlement, pursuant to Section 
1.18(e) of the Commission’s Rules of Practice and Procedure, together with 
cost-of-service data for the year ended December 31, 1959. 

In his offer, Lyman proposes that, in consideration for terminating the sus- 
pension proceeding herein and allowing a rate of 14.6¢ per Mcf including all 
presently existing state taxes to become effective, without suspension, he will 
agree to eliminate from his contract with Tennessee the most-favored-nations 
and price redetermination clauses and substitute a revised schedule providing for 
a 1.0¢ per Mcf periodic escalation on November 1, 1964 and on November 1, 1969. 
Lyman states that upon acceptance by the Commission of his offer, he will submit 
a supplement to his rate schedule superseding the aforementioned Supplement 
No. 8 which will comply with the terms of his offer. 

In support of his offer, Lyman states, inter alia, that his offer to delete from 
his contract all flexible pricing clauses will give price stability desired not only 
by the purchaser of his gas, but also to the ultimate consumer; and, in citing 
other instances where the Commission has accepted settlement offers of 14.6¢ 
per Mef, including tax reimbursement, for gas produced in Texas Railroad 
Commission District No. 4, requests treatment consonant with its decision in 
Reef Field Gasoline Corporation, 19 FPC 351. In regard to his cost-of-service 
study, Lyman states that such study justifies the 17.02416¢ per Mcf rate in Sup- 
plement No. 8. 

As stated in his offer, the suspended rate of 17.02416¢ per Mcf in said Supple- 
ment No. 8 includes a deduction of 0.21931¢ per Mcf for dehydration of the gas 
by Tennessee in accordance with the terms of the contract. Accordingly, it is 
considered that, even though such dehydration charge was not mentioned in the 
offer in regard to the 14.6¢ per Mcf rate, the proposed settlement rate herein 
should be 14.38069¢ per Mef, at 14.65 psia including tax reimbursement, for 
natural gas not dehydrated by Lyman, in accordance with the aforementioned 
dehydration cost provisions contained in Lyman’s FPC Gas Rate Schedule No. 2. 
The deduction of the dehydration charge from Lyman’s proposed settlement rate 
of 14.6¢ per Mcf is also consistent with the requirement made by the Commission 
in our order issued June 27, 1960 in Champlin Oil & Refining Company, Docket 
Nos. G—9277, et al., 23 FPC 860. 

Tennessee has concurred in Lyman’s offer of settlement and has agreed, in the 
event the offer is accepted by the Commission, to make the contract changes or 
amendments provided for in the offer. With the exception of Public Service 
Electric and Gas Company’s petition for leave to intervene, filed on July 14, 1960 
herein, no petitions seeking leave to intervene or notices of intervention have 
been filed in Docket No. RI60-368. In its offer, Lyman states that Public Service 
has assured Lyman that it does not oppose the offer of settlement as proposed 
herein. No party has expressed on the record directly or indirectly any op- 
position to the offer. 

With the condition that the settlement rate shall be 14.38069¢ per Mcf at 14.65 
psia for natural gas not dehydrated by Lyman, it is considered that Lyman’s 
offer of settlement is desirable in the public interest and appropriate to carry 
out the provisions of the Natural Gas Act. Lyman is proposing to eliminate the 
favored-nation and price-redetermination clauses in his contract with Tennessee 
involved herein, to waive all his future rights and benefits thereunder, and to 
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substitute a periodic increase of 1.0¢ per Mcf on November 1, 1964 and on No- 
vember 1, 1969. The proposed Offer of Settlement, as conditioned, would be 
heneficial to the public and advantageous to all concerned, by relieving the 
Commission, the producers, and Tennessee, as well as customer companies, of the 
time and expense which might be necessary to the conduct of formal hearings in 
such rate cases as might otherwise arise under these clauses. The resulting 
stability in gas costs would be welcome to all segments of the natural-gas in- 
dustry. Furthermore, freeing the Commission from the need of considering such 
proposed increase would enable it to concentrate its efforts on other rate cases 
and other matters having possibly more serious consequences for the public and 
the consumer. 

However, it should be made clear that our acceptance of this offer, as modified 
herein, shall not be construed as an approval or acceptance of any of the methods 
or principles involved in Lyman’s cost-of-service study presented herein, nor 
shall it be construed as approval of any future increased rate proposed by Lyman 
under the periodic schedule of increases in rate submitted in accordance with 
this order or otherwise. 

The Commission finds: 

The offer of settlement submitted by Lyman on August 16, 1960 in Docket No. 
RI60-368 is, upon adoption of the terms and conditions hereinafter ordered, rea- 
sonable, proper and in the public interest in carrying out the provisions of the 
Natural Gas Act and such proposal, as modified herein, should be approved and 
made effective as hereinafter provided. 

The Commission orders: 

(A) The Offer of Settlement filed herein on August 16, 1960, as modified by 
this order, is hereby accepted in accordance with the provisions of this order. 

(B) Lyman shall execute with Tennessee, and shall file within 30 days from 
the date of issuance of this order, amendments to these parties’ gas purchase 
and sales agreement dated January 1, 1949, as amended, filed with the Com- 
mission as Lyman’s FPC Gas Rate Schedule No. 2, which filing shall conform to 
Lyman’s Offer of Settlement in all respects, except that the prices set forth 
therein shall include a deduction in price of 0.21931 cents per Mcf for natural 
gas not dehydrated by Lyman. 

(C) Lyman shall within 30 days from the date of issuance of this order, tender 
with the Commission as a supplement to his FPC Gas Rate Schedule No. 2, under 
Part 154 of the Commission’s Regulations under the Natural Gas Act, a notice 
of change in rate in conformity with the Offer of Settlement as modified herein. 

(D) Upon Lyman’s making a satisfactory tender in accordance with the pro- 
visions of paragraph (C) above, the rate of 14.38069¢ per Mcf at 14.65 psia for 
natural gas not dehydrated by Lyman contained in the proposed settlement, as 
modified, shall become effective as of the date of issuance of this order. 

(E) The acceptance of this Offer is without prejudice to any findings or de- 
terminations that may be made in any proceeding which may be heard, or in 
any other proceeding now pending or hereinafter instituted by or against Lyman. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN STATES POWER COMPANY (MINNESOTA), DOCKET NO. 
E-6934 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY 
NOTES 


(Issued September 15, 1960) 


Northern States Power Company (Minnesota), Applicant, filed an application 
on May 9, 1960, and an amendment thereto on May 16, 1960, for authority, pur- 
suant to Section 204 of the Federal Power Act, to issue short-term unsecured 
Promissory Notes in the aggregate principal amount of not in excess of $42,500,000 
outstanding at any one time. The application stated that approximately 
$10,000,000 of the proceeds from the Notes was to be used by Applicant for the 
acquisition of those properties of Northern States Power Company (Wisconsin) 
which are located in the State of Minnesota. On June 15, 1960 Applicant filed 
a second amendment, in which it requested that authorization for the issuance 
of $10,000,000 principal amount of the proposed Promissory Notes be deferred 
until such time as and if this Commission might authorize Applicant to acquire 
said properties. By order issued June 22, 1960, 23 FPC 839, the Commission 
authorized Applicant to issue unsecured, short-term Promissory Notes in a prin- 
cipal amount not in excess of $32,500,000 outstanding at any one time. 

On July 26, 1960, Applicant filed a third amendment, in which it requested 
that, when and if the Commission authorizes Applicant to acquire said properties, 
the aggregate principal amount of the Notes authorized be increased by $9,000,000, 
to be used toward payment for those properties. Applicant does not request by 
its amendment any other changes in the authorizations heretofore granted in 
this matter. 

On June 20, 1960 Applicant and Northern States Power Company (Wisconsin) 
filed a joint application (Docket No. E-6948) for an order, pursuant to Section 
203 of the Federal Power Act, authorizing Applicant to acquire and Northern 
States Power Company (Wisconsin) to sell all of the properties of the latter 
company which are located in Minnesota, for a base price of $9,469,323. By 
order issued concurrently herewith the Commission is authorizing the acquisition 
of these properties. 

As indicated in the previously mentioned order of the Commission, issued 
June 22, 1960, notice of this proceeding has been given to the Railroad and 
Warehouse Commission of Minnesota, the Public Service Commission of North 
Dakota, and the Public Utilities Commission of South Dakota and to the 
Governor of each of those States, and by publication in the Federal Register 
(25 F.R. 4435). No protest or petition or request to be heard in opposition 
to the granting of the application has been received. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the 
purposes of the Act, that Paragraph (A) of the Commission’s order issued 
June 22, 1960 be modified as hereinafter provided. 


The Commission orders: 
(A) Paragraph (A) of the Commission’s order issued June 22, 1960 in the 
above-entitled docket is amended to read, as follows: 


(A) The proposed issuance by Applicant of Promissory Notes, whether 
original or renewal Notes, in the aggregate principal amount of not 
in excess of $41,500,000 outstanding at any one time, including as a part 
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of that aggregate principal amount all Promissory Notes of Applicant 
outstanding on the date of issuance of this order, upon the terms and 
conditions and for the purposes set forth in the application, as amended, 
all as described above, is hereby authorized subject to the provisions of 
this order. 


(B) All other terms and conditions, as set forth in Paragraphs (B), (C), 
and (D) of the aforesaid Commission order issued June 22, 1960 shall remain 
in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chariman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN STATES POWER COMPANY (MINNESOTA) AND NORTHERN 
STATES POWER COMPANY (WISCONSIN), DOCKET NO. E-6948 


ORDER AUTHORIZING SALE AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued September 15, 1960) 


Northern States Power Company (Minnesota) (NSP-MINN) and Northern 
States Power Company (Wisconsin) (NSP-WIS) filed a joint application on 
June 20, 1960, as amended on July 26, 1960, for an order, pursuant to 
Section 208 of the Federal Power Act, authorizing NSP-WIS to sell and 
NSP-MINN to merge with its facilities all of the properties of NSP-WIS 
located in the State of Minnesota. NSP-WIS is a wholly owned subsidiary 
of NSP-MINN. NSP-MINN is a corporation organized under the laws of 
the State of Minnesota, having its principal business office at Minneapolis, 
Minnesota, and doing business in the States of Minnesota, North Dakota 
and South Dakota. NSP-WIS is a corporation organized under the laws of 
the State of Wisconsin, having its principal business office at Eau Claire, 
Wisconsin, and doing business in the States of Wisconsin and Minnesota. 

NSP-MINN owns ands operates utility properties and furnishes electric 
service at retail in 399 communities and adjacent rural territories and elec- 
tric energy at wholesale for resale in 25 additional communities and at wholesale 
to rural electric cooperative associations and other utility companies. Of the 
424 communities so served, 383 (including Minneapolis and St. Paul) are 
located in Minnesota, 18 in North Dakota, and 23 in South Dakota. NSP- 
MINN also furnishes natural gas at retail in St. Paul and 33 other com- 
munities in Minnesota, liquefied petroleum gas at retail in Winona and East 
Grand Forks, Minnesota and in Grand Forks, North Dakota; manufactured 
gas at retail in Moorhead, Minnesota and Fargo, North Dakota; steam 
heating service in the central business districts of one community in Min- 
nesota and three in North Dakota; telephone service in Minot, North Dakota, 
and vicinity; and water service in Tracy, Minnesota. NSP-WIS owns and 
operates utility properties and furnishes electric service at retail in 167 com- 
munities and adjacent rural territeries in Wisconsin and in 12 communities 
and adjacent rural territories in Minnesota, and electric energy at whole 
sale for resale to 11 additional communities in Wisconsin and one community 
in Minnesota and to two utility companies. It also furnishes natural gas 
in Red Wing, Minnesota and two communities in Wisconsin ; liquefied petroleum 
gas at retail in three communities in Wisconsin; water gas enriched with lique- 
fied petroleum gas in La Crosse, Wisconsin; and hot water or steam for heating 
purposes to a small number of customers in La Crosse and Hudson, Wisconsin. 

NSP-WIS’s Minnesota properties are described, as follows: Red Wing Steam 
Plant located in Red Wing, with a rated capacity of 23,000 kilowatts and a 
capability of 30,000 kilowatts; approximately 29.6 pole miles of 69 Kv transmis- 
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sion lines; one transmission substation with a transformer capacity of 30,000 
Kva; approximately 118 pole miles of urban and 370 pole miles of rural distri- 
bution lines; approximately 1.5 trench miles of underground distribution lines; 
four distribution substations with an aggregate transformer capacity of 22,460 
Kva; 2207 line transformers with an aggregate capacity of 33,272 Kva and 
11,252 electric watthour meters; approximately 46.7 miles of distribution gas 
mains; 3245 gas meters, and a peak gas shaving plant with two 30,000 gallon 
storage tanks; and, the Minnesota portion of the dam and flowage at St. Croix 
Falls, Wisconsin, and Taylors Falls, Minnesota. 

Applicants represent that upon consummation of the contemplated transaction, 
NSP-MINN will undertake all duties and legal obligations with respect to NSP- 
WIS’s Minnesota properties and their operation, and NSP-WIS’s operations will 
be confined to the State of Wisconsin. In order to facilitate the complete with- 
drawal of NSP-WIS from the State of Minnesota, the Agreement of Sale pro- 
vides that NSP-MINN will maintain and operate the Minnesota portion of the 
dam and flowage on the St. Croix River at St. Croix Falls, Wisconsin, and Tay- 
lors Falls, Minnesota. In consideration thereof, NSP-WIS will pay to NSP- 
MINN a monthly payment consisting of the aggregate of (1) all out-of-pocket 
expenses (except for capital expenditures) of NSP-MINN during such month in 
connection with said property, (2) provisions during said month for depreciation 
of said property, and (3) Ye of an amount equivalent to a rate of return of 6% 
per annum on NSP-—MINN’s net investment in said property at the end of the 
preceding calendar year, computed after giving effect to all taxes other than ad 
valorem and all other customary components. 

The application states that the proposed sale and merger or consolidation of 
facilities will be consistent with the public interest because it will result in a 
further simplificaion of the Northern States Power Company system. NSP- 
WIS’s withdrawal as a foreign corporation in Minnesota will, according to 
Applicants, reduce materially the number of reports which it will be required 
to prepare and file annually, and permit savings in accounting and operating 
procedures. 

The Agreement of Sale entered into on June 16, 1960, as amended by an agree- 
ment dated July 18, 1960, provides that the closing date will be September 30, 
1960, and that the Minnesota properties of NSP-WIS are to be transferred to 
NSP-MINN for a base purchase price of $9,469,323 as of April 30, 1960. 

This price, as set forth below, is equivalent to the original cost of utility plant, 


less applicable depreciation reserve, and less applicabe contributions in aid of 
construction. 


As of April 30, 1960 


Electric Gas Common 
Plant Plant Plant 


Utility plant in service (at original cost): 
Production plant $5, 927, 112 
Transmission plant 1, 054, 034 
Distribution plant 3, 373, 571 
General plant 52, 044 





10, 406, 761 1,311, 914 355, 395 | $12,074,070 
115, 860 8, 213 16, 399 140, 472 


Total utility plant 10, 522, 621 1, 320, 
Reserve for depreciation (2, 437, 263) (133, 023) (102, 007) (2, 672, 293) 


127 371, 794 12, 214, 542 


Net utility plant 8, 085, 358 1, 187, 104 269, 787 9, 542, 249 
Contributions in aid of construction 








Base purchase price 
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The base purchase price of $9,469,323 as of April 30, 1960, will be subject to 
adjustment between May 1, 1960 and the closing date of the transaction for 
additions and retirements to plant. 

NSP-MINN also proposes to acquire certain related assets and to assume 
certain related liabilities of NSP-—W1IS. NSP-MINN’s cash consideration as of 
April 30, 1960 would have been $115,258 for the difference between the following 
assets and the following liabilities. 


Assets Liabilities 

Special Deposits._........._. $369 Accounts Payable___..._._.. $80, 473 

| eee 380 Customers’ Deposits....__-- 7,615 

Accounts Receivable 31, 591 pi) a” Ros 283, 386 

Unbilled Revenue___-------- 187, 063 Customers’ Advances____.-~_- 2, 060 
, 432 Interest Accrued 849 

Prepapments 035 Reserve for Uncoll. Accts._._._. 2,709 

Preliminary Survey 583 

Other Deferred Debits 897 


Total 92, 350 Total 377, 092 


The transfer of the properties wil! not result in any gain or loss on the books 
of NSP-WISS and will not result in the creation of an acquisition adjustment on 
the books of NSP—MINN. 

On June 22, 1960 this Commission authorized the issuance by NSP-MINN of 
$32,500,000 principal amount of unsecured short-term Promissory Notes (Docket 
No. E-6934). By Amendment No. 3, filed July 26, 1960, to its application filed 
May 9, 1960 NSP-MINN requested a supplemental order authorizing the issuance 
of an additional $9,000,000 principal amount of unsecured short-term Promissory 
Notes, to provide the bulk of the funds for the transaction proposed herein. 
By order issued concurrently herewith the Commission is authorizing the is- 
suance of the additional Notes. NSP-WIS has stated that the funds obtained 
from the proposed transaction will be used to retire short-term indebtedness 
outstanding and to pay for construction of improvements and additions to its 
utility plant in the State of Wisconsin. 

Written notice of the application has been given to the Public Service Commis- 
sion of Wisconsin and to the Governor of that State. Notice of the application 
was also published in the Federal Register on July 2, 1960 (25 F.R. 6310), stat- 
ing that any person desiring to be heard or to make any protest with reference 
to the application should on or before July 19, 1960, file with the Federal Power 
Commission, Washington 25, D.C., petitions or protests. No petition or protest 
or request to be heard in opposition to the granting of the application has been 
received. 

The Public Service Commission of Wisconsin, by order dated July 14, 1960, 
authorized NSP-WIS to consummate the transaction hereinabove described. 


The Commission finds: 


(1) NSP-MINN, a corporation, is a public utility within the meaning of 
Section 201 of the Federal Power Act, subject to the jurisdiction of the Commis- 
sion as heretofore described and set forth in the Commission’s order issued 
September 1, 1955, Northern States Power Company, Docket No. E-6637 (14 
FPC 946). 

(2) NSP-WIS, a corporation, is a public utility within the meaning of Section 
201 of the Federal Power Act, subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued October 25, 
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1957, Northern States Power Company (Minnesota), et al., Docket No. E-6774 
(18 FPC 532). 

(3) By the proposed transaction, as described above, NSP—WIS will dispose 
of all of its properties located in the State of Minnesota, and NSP-MINN 
will acquire and merge or consolidate with other of its facilities subject to 
the jurisdiction of the Commission those facilities of NSP-WIS located in 
the State of Minnesota. 

(4) The proposed disposition of facilities by NSP-WIS and the proposed 
acquisition of those facilities by NSP-MINN, as described above, upon the 
terms and conditions specified in the application and subject to the provisions 
of this order, will be consistent with the public interest, as expressed in 
Section 203 of the Act, for the reasons set forth in the recital above. 

(5) Neither NSP-MINN nor NSP-WIS is subject to a requirement of the 
Public Utility Holding Company Act of 1935 or of a rule, regulation, or order 
thereunder, which would exempt them, pursuant to Section 318 of the Federal 
Power Act, from the requirements of Sections 203 or 204 thereof, as the case 
may be, with respect to any matter with which this order is concerned. 


The Commission orders: 


(A) The proposed disposition by NSP-WIS of all of its properties located 
in the State of Minnesota subject to the jurisdiction of the Commission and 
the proposed acquisition and merger or consolidation thereof by NSP-MINN, 
all as described above, are hereby authorized and approved upon the terms 
and conditions set forth in the application, subject to the provisions of this 
order. 

(B) NSP-MINN and NSP-WIS shall record the transaction herein author- 
ized and the facilities and properties described above as provided in the Com- 
mission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees. 

(C) This authorization shall expire unless the transaction herein author- 
ized is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any matter what- 


soever now pending or which may come before this Commission or any other 
regulatory body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMENDMENT OF FORMS AND REGULATIONS, POWER SYSTEM STATE- 
MENTS, DOCKET NO. R-189 


ORDER NO. 224 


AMENDING FPC FORMS NOS. 12, 12—A, AND 12—D AND THE REGULATIONS PRESCRIBING 
THOSE FORMS 


(Issued September 15, 1960) * 
This proceeding involves the amendment of Federal Power Commission 


Forms Nos. 12, 12-A, and 12-D and the Regulations prescribing those Forms. 
Forms Nos. 12, 12-A, and 12-D are prescribed by the following sections of 


*Published in Federal Register, September 21, 1960 (25 F.R. 9042). 
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the Commission’s Regulations under the Federal Power Act (with approved 
forms) which sections appear at Part 141—Statements and Reports (Sched- 
ules), Subchapter D—Approved Forms, Federal Power Act, Chapter I—Federal 
Power Commission, Title 18—Conservation of Power, Code of Federal Regu- 
lations: § 141.51, Form No. 12, Power system statements for Class I and II 
Systems and for Class IV and V Systems where requested; § 141.52, Form 
No. 12-A, Power system statements for Class III, IV, and V Systems; and 
§ 141.55, Form No. 12-D, Power system statement for Class III Systems 
having annual energy requirements of less than 5,000,000 kwh and Class IV 
and V Systems where requested. These sections also appear on pages 111 
through 113 of the Commission’s pamphlet publication of its Regulations 
under the Federal Power Act (with approved forms), as*amended to Novem- 
ber 1, 1959. These regulations and forms were last revised by the Commission’s 
Order No. 183, issued January 24, 1956, Docket No. R-149 (21 FR 869, Feb- 
ruary 8, 1956). 

Forms Nos. 12, 12—-A, and 12-D solicit information on electric generating 
and transmission facilities, electric loads, classified uses of electric energy, 
and power and energy transactions with other electric utility systems. The 
purpose of the amendments involved herein is to clarify these forms, elimi- 
nate certain of the existing reporting requirements, modify an existing require- 
ment for furnishing load data, and add a new requirement that manufac- 
turers of equipment be identified. 

General public notice of the hereinafter ordered amendments was given by 
publication of Notice of Proposed Rulemaking in the Federal Register on July 
1, 1960 (25 FR 6212) and by the mailing of copies of the Notice of Proposed Rule- 
making to interested parties including State and Federal regulatory agencies. 
In giving notice of the proposed changes, the Commission invited all interested 
parties to submit data, views, or comments not later than August 1, 1960. All 
changes as proposed and relating to the Forms and Regulations involved herein 
were included in the general public notice, notwithstanding that most of them are 
not of such nature as would require prior notice pursuant to Section 4 of the 
Administrative Procedure Act (60 Stat. 238, 5 U.S.C. 1008). This was done for 
convenience and uniformity. 

A total of eleven letters were received in response to the above-mentioned public 
notice, all in relation to F.P.C. Form No. 12. Three of these were objections to 
the proposed new requirement that manufacturers of boilers, prime movers, gen- 
erators, and transformers be included. The other eight letters consisted mainly 
of suggestions for clarifying certain reporting requirements and obtaining, in 
certain instances, more meaningful data. Two of these eight letters contained 
suggestions relating to schedules of Form No. 12 as to which no changes were 
proposed in the Notice initiating this proceeding. One response suggested that 
more information relative to nuclear plants be required and another suggested 
that estimates be permitted in reporting certain load data. The above comments 
and suggestions have been considered by the Commission, and to the extent 
deemed meritorious, are reflected in the hereinafter ordered amendments. 


The Commission finds: 


In view of the foregoing, and upon consideration of all relevant matters pre- 
sented, it is necessary and appropriate for the purposes of administration of the 
Federal Power Act that the Commission’s Forms Nos. 12, 12—A, and 12—D and 
the Commission’s Regulations under the Federal Power Act prescribing those 
Forms, as heretofore amended, be further amended in the manner as hereinafter 
provided. 
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The Commission, acting pursuant to authority granted by the Federal Power 
Act (41 Stat. 1063, as amended, 16 U.S.C. 791a-825r), and particularly Sections 
4 (a), 301 (a), 302 (b), 303, 304, 309, and 311 (41 Stat. 1065, as amended, 49 Stat. 
854, 855, 858, 859; 16 U.S.C. 797 (a), 825 (a), 825a (b), 825b, 825c, 825h, 825j), 
hereby orders that Forms Nos. 12, 12—A, and 12-D prescribed by Sections 141.51, 
141.52, and 141.55 of the Commission’s Regulations under the Federal Power 
Act (18 CFR 141.51, 18 CFR 141.52, and 18 CFR 141.55, respectively) and the 
Regulations prescribing those Forms be amended, effective October 1, 1960, as 
follows: . 

(A) Form No. 12 prescribed by § 141.51 of the Commission’s Regulations under 
the Federal Power Act (18 CFR 141.51) is amended as follows: 

General Instructions— 

Change the first five lines under “Basis of Classification,” Paragraph 5, to read: 

“Systems which generate all or part of system requirements and, whose net 
energy for system for the year covered by this statement was— 

“More than 100,000,000 kilowatt-hours— 

20,000,000 to 100,000,000 kilowatt-hours—” 

Schedule 1— 

Change paragraph 1 of the instructions by adding at the end thereof the fol- 
lowing sentence: “Nuclear plants should be included in the steam group, but it 
should be indicated in column 1 or in footnote that they are nuclear plants.” 

Renumber present paragraphs 8 through 16 of the instructions paragraphs 9 
through 17, respectively, and add a new instruction 8 reading as follows: “8. 
Figures in column 4 should be based upon the rating at maximum pressure 
shown on name-plate for units with hydrogen cooling.” 

Change the present columnar heading over columns (4) and (5) to read: 
“Installed generating capacity in kw at end of year—manufacturer’s maximum 
name-plate rating of generator.” 

Schedule 3— 

Change the instructions to read: “For 1960 and every fifth year thereafter 
(1960, 1965, 1970, etc.) this schedule should be completed for each hydroelectric 
plant under 5,000 kilowatts, each steam-electric plant under 10,000 kilowatts, 
and each internal-combustion engine and gas-turbine plant under 2,500 kilowatts, 
installed capacity. Do not refer to previously reported data in reporting for 
every such fifth year. 

“For each of the intermediate years (1961-2-3-4, 1966-—7-8-9, 1971-2-3-4, etc.) 
this schedule should be completed for each such plant as referred to in the 
preceding paragraph which was 

(a) Constructed, purchased, or leased and placed in operation by the respond- 
ent during the year; or 

(b) Altered during the year—i.e., generators or other equipment installed, 
remodeled, removed from service, or otherwise changed ; or 

(c) Not previously reported. 

“Enumerate those plants in which no changes occurred which affect any of the 
data last reported under this schedule and make the following notation for each: 
‘Data for this plant last reported in F.P.C. Form No. 12, 19__, is correct as of 
December 31 of the herein reported year.’ Make this reference to such last 
reported data only in reporting for the intermediate years. Use addendum sheets 
as necessary.” 

Change lines 2 and 17, page (9) and lines 2, 17, and 32, page (10) by adding at 
their respective beginnings “Maximum.” 

Change lines 3 and 18, page (9) and lines 3, 18, and 33, page (10), to read: 
“Maximum name-plate rating of generator in kilowatts.” 
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Schedule 4— 

Change the instructions to read: “For 1960 and every fifth year thereafter 
(1960, 1965, 1970, etc.) this entire schedule should be filled in completely for each 
hydroelectric plant of 5,000-kilowatt installed capacity or greater. Do not refer 
to previously reported data in reporting for every such fifth year. 

“For each of the intermediate years (1961-2-3-—4, 1966-—7-8-9, 1971-2-3-4, ete.) 
this schedule should be filled in for each such plant as referred to in the preceding 
paragraph 

(a) Which was constructed, purchased, or leased and placed in operation by 
the respondent during the year; or 

(b) Which was altered during the year—i.e., water wheels, generators, or other 
equipment installed, remodeled, removed from service, or otherwise changed; or 

(c) Whose capability was modified as a result of changes during the year 
in dams, spillways, or other structures of the project, or in available storage 
at or above the site; or 

(d) Which was not previously reported. 

“Enumerate those plants in which no changes occurred which affect any 
of the data last reported under this schedule and make the following notation 
for each: ‘Data for this plant last reported in F.P.C. Form No. 12,19, is correct 
as of December 31 of the herein reported year.’ Make this reference to such 
last reported data only in reporting for the intermediate years. Use addendum 
sheets as necessary.” 

Raise each of the footnote references on page (11) (‘1,” “2,” “3,” and ‘“4,’) 
by 1, and insert at the end of line 6, page (11), the footnote reference “1.” 

Insert as a sub-heading “Elevation” between lines 22 and 23 page (11), and 
change the numbers at the respective beginnings of lines 23 and 24 to “1” and 
“2,” respectively. 

Change footnote 2, page (11), by adding at the end thereof “and time of year,” 
and renumber footnotes “1,” “2,” “3,” and “4” “2,” “3” “4,” and “5,’ respectively. 

Insert a new footnote to read as follows: “2. Should agree with sum of 
Columns 4 and 5, Schedule 1.” 

Insert immediately below line 36, page (12), ‘“(g) Manufacturer.” 

Insert immediately below line 43, page (12), “(f) Manufacturer.” 

Change line 46, page (12),toread: “Type: If auto specify.” 

Schedule 5— 

Change the title to read: “STEAM-ELECTRIC INCLUDING NUCLEAR 
PLANT DATA.” 

Change the instructions to read: “For 1960 and every fifth year thereafter 
(1960, 1965, 1970, ete.) this entire schedule should be filled in completely for 
each steam-electric (including nuclear) plant of 10,000-kilowatt installed capac- 
ity or greater. Do not refer to previously reported data in reporting for every 
such fifth year. 

“For each of the intermediate years (1961-2-3-—4, 1966-7-8-9, 1971-2-3-4, etc.) 
this schedule should be filled in for each such plant as referred to in the preced- 
ing paragraph 

(a) Which was constructed, purchased, or leased and placed in operation 
by the respondent during the year; or 

(b) Which was altered during the year—i.e., generators, boiler units, or 
other equipment installed, remodeled, removed from service, or otherwise 
changed; or 

(c) Whose capability was modified as a result of plant changes during the 
year; or 

(d) Which was not previously reported. 
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“Enumerate those plants in which no changes occurred which affect any 
of the data last reported under this schedule and make the following notation 
for each: ‘Data for this plant last reported in F.P.C. Form No. 12,19, is correct 
as of December 31 of the herein reported year.’ Make this reference to such 
last reported data only in reporting for the intermediate years. Use addendum 
sheets as necessary.” 

Change each of the three footnote references on page (13) to “2.” 

Change line 5 to read as follows: “Total installed generator capacity— 
maximum name-plate ratings (including auxiliary units)—kw* * * *” 

Change line 16 to read: “Coal (Btu per pound).” 

Change line 17 to read: “Oil (Btu per gallon).” 

Change line 18 to read: “Gas (Btu per cubic foot).” 

Change the title of section C to read: “C. PLANT NET CAPABILITY 
UNDER SPECIFIED CONDITIONS.” 

Renumber footnote 1, page (13), as footnote 2 and insert a new footnote to 
read as follows: “1. Should agree with sum of Columns 4 and 5, Schedule 1.” 

Change section D, lines 25 through 45, including relevant sub-headings, to 
read: 

Generator Data: 

Manufacturers maximum name-plate rating in kilowatts 
Hydrogen pressure—psi gage 
Manufacturers minimum name-plate rating in kilowatts 
Hydrogen pressure—psi gage 
Manufacturers name-plate—power factor 
Generator coolant—Air (A), Hydrogen (H), Liquid (L) 
Generator voltage 
Generator phase and frequency 
Manufacturer 
Turbine Data: 
Turbine name-plate rating kw 
Single casing, tandem compound, cross compound, ete. 
Operating speed-revolutions per minute 
Throttle pressure—psi gage 
Throttle temperature—degrees F 
Reheat temperature, if applicable—degrees F 
Exhaust pressure-psi gage or inches of mercury 
Full load steam rate in pounds per kilowatt-hour 
Full load heat rate in Btu per kilowatt-hour 
Manufacturer 
Year installed? 
Turbine-Generator Data: 
Maximum gross capability in kilowatts 
Hydrogen pressure—psi gage 

Insert immediately below line 50, page (14), at the left margin of the tabula- 
tion as a addition thereto the word “Manufacturer.” 

Change line 53, page (14), to read: “Type: if auto specify.” 

Schedule 7— 

Change the instructions to read: “For 1960 and every fifth year thereafter 
(1960, 1965, 1970, etc.) this entire schedule should be filled in completely for 
each internal-combustion engine plant and each gas-turbine plant of 2,500-kilo- 
watt installed capacity or greater. Do not refer to previously reported data 
in reporting for every such fifth year. 
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“For each of the intermediate years (1961-2-3—4, 1966—7-8-9, 1971-2-—3-—4, etc.) 
this schedule should be filled in for each such plant as referred to in the preced- 
ing paragraph 

(a) Which was constructed, purchased, or leased and placed in operation 
by the respondent during the year; or 

(b) Which was altered during the year—i.e., engines, generators, or other 
equipment installed, remodeled, removed from service, or otherwise changed; or 

(c) Whose capability was modified as a result of plant changes made during 
the year; or 

(d) Which was not previously reported. 

“Enumerate those plants in which no changes occurred which affect any of the 
data last reported under this schedule and make the following notation for each: 
‘Data for this plant last reported in F.P.C. Form No. 12, 19__, is correct as of 
December 31 of the herein reported year.’ Make this reference to such last re- 
ported data only in reporting for the intermediate years. Use addendum sheets 
as necessary.” 

Raise the footnote reference “2” and “3” on page (15) by 1 and change line 
6 to read as follows: “Total installed generating capacity—maximum name-plate 
ratings—Kw’...” 

Insert immediately below line 21 at the left margin of the tabulation as an 
addition thereto “Manufacturer of generator.” 

Insert immediately below line 28 at the left margin of the tabulation as an 
addition thereto “Manufacturer of prime-mover.” 

Renumber footnotes “2” and “3” as “3” and “4”, respectively, and insert a 
new footnote to read as follows: “2. Should agree with sum of Columns 4 and 
5, Schedule 1.” 

Change line 31, page (16), to read: “Type: If auto specify.” 

Schedule 9— 

Change line 8 by inserting at the end thereof the following: “(Should agree 
with line 9, Schedule 10.)” 

Change line 9 to read as follows: “(line 7 minus line 8)*.” 

Following Footnote 1 add as Footnote 2, the following: “2. Exclude company 
and interdepartmental deliveries; such deliveries should be included in 
Schedule 10.” 

Schedule 10— 

Change the present columnar heading at the top of column (1) to read: 
“Classification of Energy Delivered to Ultimate Consumers *.” 

Change the present columnar heading at the top of column (2) to read: 
“Number of Customers at End of Year *.” 

Renumber Footnote No. “1” No. “2” and add as Footnote No. 1 the following: 
“1. Include company and interdepartmental deliveries in proper use 
classification.” 

Schedule 14— 

Change the present columnar heading at the top of columns (15), (16), and 
(17) to read: “Report Minimum Hourly Load Experienced during the Month.” 

Change present Footnote 1 to read: 


1. Percent load factor=Net energy for load (Col. 9) x 100 
Peak load (Col. 10) x hours in month (or year) 





Calculate the load factor to the nearest tenth of one percent. If hours used 
in calculating the load factor for a month differ from the calendar hours in that 
month, report the number of hours used in calculating the load factor. 
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Schedule 19— 

Change the title to read: “LOAD ESTIMATES.” 

Delete the line immediately below the title, which line now reads: “‘A. Esti- 
mates of Future Power Requirements.” 

Change the years listed under Column (1), as “1959,” “1960,” “1961,” and 
1962,” to read: “1961,” “1962,” “1963,” and “1964,” respectively. 

Omit entire subschedule B. 

(B) Section 141.51(c) of the Commission’s Regulations under the Federal 
Power Act (18 CFR § 141.51(c)) (Pamphlet copy, Page 111) is hereby amended 
as follows: 

Change “5. Steam electric plant data” to read: “5. Steam-electric including 
nuclear plant data.” 

Change “19. Load estimates and energy deliveries” to read: “19. Load 
estimates.” 

(C) Form No. 12A prescribed by § 141.52 of the Commission’s Regulations 
under the Federal Power Act (18 CFR § 141.52) is hereby amended as follows: 

General Instructions— 

Change the first four lines under “Basis of Classification,” Paragraph 5, to 
read: 

“Systems which generate all or part of system requirements and, whose net 
energy for system for the year covered by this statement was— 

“More than 100,000,000 kilowatt-hours— 

20,000,000 to 100,000,000 kilowatt-hours—” 

Change Schedule 4 by inserting at the end of the instructions thereof the addi- 
tional definition or clarification of use classifications shown below : 

“All Other.—Energy delivered for ultimate consumption that does not fall 
within any of the specific classifications listed in this schedule. Included in this 
group should be deliveries for municipal water pumping; oil and gas pipe line 
pumping; military camps and bases; and public buildings such as schools, police, 
stations, and post offices.” 

(D) Form No. 12-D prescribed by § 141.55 of the Commission’s Regulations 
under the Federal Power Act (18 CFR § 141.55) is hereby amended as follows: 

Schedule 1— 

Redesignate the present part A as Schedule 4. 

Redesignate the present part B as Schedule 3 and entitle the new Schedule 3 
as follows: “Contemplated alterations, additions, or retirements in system 
generating plants.” 

Schedule 2— 

Redesignate this Schedule as Schedule 5. 

Schedule 3— 

Redesignate this Schedule as Schedule 1. 

Change Footnote 1 to read as follows: “Should equal total shown in schedule 
5, column 4.” 

Change Footnote 2 to read as follows: “Should equal total shown in sched- 
ule 5, column 6.” 

Schedule 4— 

Redesignate this Schedule as Schedule 2. 

Change item 11 to read as follows: “11. Net energy for system (from sched- 
ule 1).” 

Schedule 5— 

Redesignate this Schedule as Schedule 6. 

(E) Section 141.55(c) of the Commission’s Regulations under the Federal 
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Power Act (18 C.F.R. § 141.55(¢c) ) (Pamphlet copy, Page 113), is hereby amended 
as follows: 
“(¢c) This form contains the following list of schedules: 


“SCHEDULES 


“1. Generation, energy received and delivered, and system peak for the year. 
“2. Energy delivered to ultimate consumers. 
“3. Contemplated alterations, additions, or retirements in system generating 
plants. 

“4, Electric generating equipment owned or operated as of December 31. 

“5. Electric power received from or delivered to other systems. 

“6. Maps of electric system.” 

(F) All suggestions and comments received in response to the aforementioned 
general public notice, to the extent not reflected in paragraphs (A) through (E) 
above, are hereby rejected. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED FUEL GAS COMPANY, DOCKET NOS. G-12195, G—16316, G—16815 
AND G-—18420 


ORDER APPROVING SETTLEMENT, PRESCRIBING REFUNDS AND TERMINATING PROCEEDINGS 
(Issued September 15, 1960) * 


United Fuel Gas Company (United Fuel), an affiliate in the Columbia Gas 
System, Inc., on July 7, 1960 filed an offer of settlement in the above dockets 
together with a motion requesting approval of that settlement upon all of the 
terms and conditions set forth therein. Supplements to that offer of settlement 
were filed by United Fuel on July 15, 1960 and August 3, 1960. The proposed 
settlement, as supplemented (attached hereto as “Exhibits** “A”, “B” and “C”), 
was entered into following a field investigation by the Commission Staff of the 
books and records of United Fuel and several conferences between United Fuel, 
its wholesale customers, interveners, and members of the Commission Staff. The 
Commission Staff concurs in the results reached and no wholesale customer of 
United Fuel or intervener in these proceedings has indicated any objection to the 
agreement, except to the extent hereinafter noted. 

Docket No. G-12195 relates to United Fuel’s rates in effect subject to refund 
from July 14, 1957 through April 6, 1959. A portion of that period, namely Sep- 
tember 23, 1958 through April 6, 1959, is also covered by Docket No. G—16316, in 
which United Fuel filed to recover the increase in the Louisiana Gas Gathering 
Tax. Docket No. G—16815 relates to the rates in effect subject to refund from 
April 7 through May 14, 1959; and Docket No. G—18420 relates to the rates in 
effect subject to refund during the period from May 15, 1959 through April 4, 1960.* 


*Rehearing denied by order issued November 10, 1960, infra p. 945. Petition for review 
dismissed, 295 F. 24 109 (CA 4-1961). 

**Omitted in printing. 

1 The proposed increased rates which were suspended in Docket No. G—20270 and became 
effective subject to refund on April 5, 1960, are not proposed to be settled by the subject 
agreement and motion. 
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The agreement provides that for the period July 14, 1957 through April 6, 
1959, during which the revenues collected were in excess of the cost of service,’ 
United Fuel will refund to its wholesale customers the amount of $3,000,000, 
plus interest at the rate of 6 percent per annum from the date payable under 
United Fuel’s tariff to the date of refund. United Fuel will also pay $500,000, 
without interest, to Atlantic Seaboard Corporation for distribution to the 
latter’s customers for the period July 14, 1957 through April 4, 1960. That 
payment was agreed to as a settlement of the claims by those customers that 
the Boldman Compressor Station, although owned by Atlantic Seaboard, was 
operated entirely for the benefit of United Fuel, not Atlantic Seaboard’s 
customers, and that the compressor station should have been owned by United 
Fuel and the costs associated therewith borne by United Fuel. Further, United 
Fuel and Atlantic Seaboard will file the necessary applications to effectuate the 
sale and transfer of that compressor station, and upon authorization, the costs 
related to that station may be included in United Fuel’s cost of service, effective 
April 5, 1960, for rate-making purposes. 

The agreement also provides that United Fuel will pass on to its wholesale 
customers the proportionate share of any refunds received by United Fuel 
applicable to the period July 14, 1957 through April 4, 1960. Such refunds, 
without payment of any additional interest thereon by United Fuel, will be 
passed on to its wholesale customers on the same basis as received by United 
Fuel, subject to the condition that United Fuel shall not be required to make 
any refunds to its customers unless and until the accumulated refunds received 
shall total $200,000 or more. 

The agreement also contains a reservation with respect to one issue, namely, 
the normalized tax treatment of liberalized depreciation taken under Section 
167 of the Internal Revenue Code. The proposed agreement filed July 7, 1960 
(Exhibit “A”, Section 12), provides that if on ultimate judicial determination 
in City of Lexington, et al. v. F.P.C., No. 8101, October Term, 1960, U.S.C.A. 
4th Circuit, the Commission’s order with respect to liberalized depreciation 
is held to be erroneous, further proceedings may be had in these dockets upon 
motion of any party. Such proceedings shall determine the ultimate disposition 
of the amounts included in United Fuel’s costs of service for effect of United 
Fuel’s deferred taxes or ultimate disposition of the Reserve for Deferred Taxes 
created from such sums and set up on United Fuel’s books applicable to the 
periods July 14, 1957 through April 6, 1959, and April 7, 1959 through April 4, 
1960, subject to offsetting of the indicated deficiency in revenues for the period 
April 7, 1959 through April 4, 1960 against any refund or other disposition of 
the Reserve for Deferred Taxes, and to charging of the net amount of refunds 
to United Fuel’s Reserve for Deferred Federal Income Taxes. 

Answers relating only to the aforementioned reserved issue in the proposed 
settlement, i.e., the treatment of liberalized depreciation, were filed by the 
Pennsylvania Public Utility Commission, the City of Cincinnati, Ohio, and 
jointly by the Kentucky Cities* and by the cities of Pittsburgh, Pennsylvania, 
and Columbus, Ohio. An answer to the proposed settlement was also filed by 
Lynchburg Gas Company, and will be referred to below. 


2?The Commission Staff field investigation indicated that for the period April 7, 1959 
through April 4, 1960 (Docket Nos. G—16815 and G—18420) the cost of service exceeded 
the revenues at the rates proposed in those dockets. 

% This group of interveners is comprised of The Cities of Lexington, Georgetown Win- 
chester, Cynthiana, Paris, Irvine, Covington, Newport, Fort Thomas, Dayton, Bellevue, 
Catlettsburg, Ravenna, Mount Sterling, Fort Mitchell, and Ashland, all of the State of 
Kentucky. 
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The answers of the interveners, the Pennsylvania Commission and the afore- 
mentioned Cities, indicate that while they agree to the terms of the proposed 
settlement filed July 6, 1960 (Exhibit “A” hereto), it is their contention that 
paragraph B-12 dealing with the liberalized depreciation issue is not sufficiently 
broad. It is the position of these interveners that paragraph B-12 should 
further provide that if the Commission’s treatment of liberalized depreciation 
is ultimately held by the Courts to be erroneous, the parties hereto shall have 
the right to contest or support “in these dockets” the inclusion in United Fuel’s 
cost of service “of certain amounts relating to charges made by Columbia Gulf 
Transmission Corporation for deferred federal income taxes under section 167”. 

On August 3, 1960, United Fuel filed a second supplement to the proposed 
settlement (Exhibit “C” hereto). In addition to a statement of its position, 
United Fuel therein agrees to inclusion in paragraph B-12 of the following: 


The settlement in these dockets shall not restrict the disposition of refunds 
which United Fuel may receive for the applicable periods from Columbia 
Gulf Transmission Company, if such refunds are ultimately ordered in an 
appropriate proceeding involving Columbia Gulf. 


The Pennsylvania Commission and the Cities are interested that the customers 
of United Fuel have opportunity to obtain the appropriate refunds, if the ultimate 
Court decision determines the Commission’s treatment of liberalized deprecia- 
tion to be erroneous. By the above referenced second supplement filed August 
3, 1960, United Fuel has receded from its position that these interveners waive 
their rights in these dockets to any reservation which applies to Columbia Gulf 
as a consideration for the settlement offer United Fuel has made. United Fuel 
now proposes that the settlement include a statement that under certain 
circumstances it may receive refunds from Columbia Gulf applicable to the 
periods covered by these dockets and it agrees to pass such refunds on to its 
customers. 

The answers filed by the interveners on September 7, 8 and 9, 1960 claim that 
this supplement adds nothing new to the proposed settlement. They also object 
to that part of the second supplement which provides that the determination of 
refunds by Columbia Gulf is to be made in an appropriate proceeding involving 
Columbia Gulf. 

The answers first filed by these interveners refute their present claim that the 
second supplement does not present a further concession by United Fuel. It is 
also our view that under the settlement as supplemented, the rights and interests 
of all parties, including these interveners, United Fuel and Columbia Gulf, will 
be fully protected when the customers of United Fuel have opportunity to obtain 
the appropriate refunds from Columbia Gulf in a proceeding relating to Columbia 
Gulf, if the Courts decide that the Commission’s position on liberalized deprecia- 
tion is erroneous. We conclude that the interveners’ insistence that a determina- 
tion of what refunds Columbia Gulf is to make to United Fuel, if any, must 
be made “in these dockets,” is without merit. 

Lynchburg Gas Company, another intervener herein, objects to the offer of 
settlement as “an overly practical technique for defeating the principal provisions 
of the Natural Gas Act.” In purported explanation, Lynchburg goes on to state 
that the issues of rate of return and depreciation charges cannot be settled by 
agreement but must be decided by the Commission on a record; that the settle- 
ment proposes to establish the validity of the rates proposed by United Fuel in 
Docket No. G—18420 and thus circumvents the regulatory process of determining 
the justness and reasonableness of those rates as provided by Section 4(a) of 
the Natural Gas Act; United Fuel should be required to refund all amounts re 
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ceived from its suppliers rather than be allowed to retain up to $200,000 before 
making refunds; the method of refunding agreed to by United Fuel’s customers 
is not related to the manner in which those customers were billed; and, finally, 
certain unexplained “functional relationships’ between United Fuel and its 
affiliates have not been “thoroughly explained and therefore not properly de- 
termined to be in conformity with the Acé.” 

At no point does Lynchburg allege that the rate of return and depreciation 
eharges included in this settlement are improper, or contrary to any Com- 
mission decision relating to other companies in the Columbia Gas System. With 
respect to the rates proposed in Docket No. G—18420, Lynchburg fails to note 
that the Staff’s field investigation showed that United Fuel was not recovering 
the cost of service applicable to the period covered by that docket. Insofar as 
retention of refunds from suppliers and method of refund by United Fuel are 
concerned, it should be pointed out that the customers of United Fuel proposed 
and agreed to the method of refund, and that refunds of suppliers will be 
retained only until the amount accumulates to $200,000 or more, whereupon the 
total amount will be refunded to United Fuel’s customers. 

In essence Lynchburg appears to be objecting to settlements per se (at least 
in this instance) and not to the terms of the settlement. Such basis of objec- 
tion does not warrant disapproval of this proposed settlement, which is also 
buttressed by cost analyses which satisfactorily support the results we here 
approve. 


The Commission finds: 


(1) The increased rates and charges contained in United Fuel’s proposed 
revised tariff and tariff sheets tendered for filing on February 13, 1957 and 
August 22, 1958 in Docket Nos. G-12195 and G-16316, respectively, have not 
been shown to be just and reasonable or otherwise lawful under the terms and 
provisions of the Natural Gas Act and should be disallowed as hereinafter pro- 
vided and ordered. 

(2) The proposed settlement of these proceedings on the basis described herein, 
as more fully set forth in the Offer of Settlement, and supplements thereto, 
submitted for our consideration by United Fuel on July 7 and 15, and August 8, 
1960, respectively, is in the public interest and appropriate to carry out the 
provisions of the Natural Gas Act, and such settlement should be approved 
and be made effective as hereinafter provided. 


The Commission orders: 


(A) The increased rates and charges proposed in United Fuel’s filings re- 
ferred to in paragraph (1) above, hereby are disallowed. 

(B) The rates and charges proposed by United Fuel in Docket No. G—18420 
shall be effective, without obligation to refund, as of May 15, 1959, until such 
time as new rates may be made effective consistent with the provisions of the 
Natural Gas Act, except as otherwise provided in paragraph B-12 of the settle 
ment, as supplemented. 

(C) The Offer of Settlement filed by United Fuel on July 7, 1960, and the 
supplements thereto filed July 15 and August 3, 1960, and the refunds therein 
set forth, hereby are approved and made effective subject to the terms and 
conditions of this order. 

(D) United Fuel shall refund to its jurisdictional customers within 60 days 
from the date of this order, the amounts, plus interest, computed in accordance 
with the settlement agreement applicable to the period from July 14, 1957 
through August 6, 1959, and in addition shall pay to Atlantic Seaboard Corpo- 
ration the amount of $500,000 without interest. 
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(E) Within 15 days after making of any refund or payment as provided by 
paragraph (D) above, United Fuel shall report to the Commission, in writing 
and under oath, the amount of the refund and payment made to each of its 
customers, showing separately the amount of principal and interest so paid, and 
shall serve a copy of such report upon each of the customers receiving a refund. 
Concurrently therewith, United Fuel shall file with the Commission releases 
from its jurisdictional customers showing receipt of the principal and interest 
in conformity to the plans of settlement approved hereby. 

(F) In the event United Fuel receives any refunds from Tennessee Gas Trans- 
mission Company, independent producers, or from others, applicable to the period 
from July 14, 1957 through April 4, 1960, including interest thereon, such amounts 
shall in turn be refunded by United Fuel to its customers pursuant to para- 
graphs B-10 and B-11 of the settlement agreement. 

(G) Upon full compliance by United Fuel with all the terms and conditions 
of this order, these proceedings shall be considered terminated, subject only 
to the reservation contained in paragraph B-12 of the settlement agreement 
and as supplemented by the second supplement thereto. 

(H) In issuing this order, the Commission’s action is not to be construed 
as a concurrence wtih the cost of service determinations, allocation methods 
and rate design principles used in arriving at rates and charges for future sales, 
or in computing the amount of refunds agreed upon in the settlement agreement, 
and neither the Commission, its Staff, or other parties to the proceedings are 
to be prejudiced or bound thereby in future proceedings. 

(I) This order is without prejudice to any findings or orders which have been 
or may hereafter be made by the Commission and is without prejudice to any 
claims or contentions which may be made by the Commission, United Fuel, the 
Commission Staff, or any other party affected by this order, in any proceeding 
now pending or hereafter instituted by or against United Fuel or any other 
companies, persons or parties affected by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA POWER COMPANY, PROJECT NO. 618 
ORDER MODIFYING ORDER ON REHEARING 
(Issued September 16, 1960) 


On August 26, 1960 Alabama Power Company filed application for rehearing 
on the Commission’s order issued August 4, 1960 in Project No. 618, 24 FPC 119, 
authorizing certain proposed changes in the existing Jordan No. 1 development. 

The existing Jordan No. 1 development with normal pool elevation raised to 
252 feet would develop a gross head of 97 feet, and the proposed Jordan No. 2 
development would develop a gross head of 127 feet. The license in Project No. 
2146 contemplates that all water available in Jordan No. 1 Lake would be used 
through Jordan No. 2 development up to its hydraulic capacity except water 
sufficient to comply with the minimum flow below Jordan No. 1 dam required 
under Article 34 of the license in Project No. 618, and except that water would be 
utilized through the existing powerhouse of Jordan No. 1 in amounts sufficient 
for full output therein for periods not to exceed four hours per week-day during 
the four maximum peak months of each year. Of course, any water which would 
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be wasted over the spillway if the above plan of operation were followed, would, 
in lieu of such waste, be utilized through the lesser head at Project No. 618. 

In its application for rehearing filed in Project No. 2146 applicant states that 
the economic feasibility of the proposed Jordan No. 2 development requires 
assurance that Jordan No. 2 will continue to obtain the water necessary for its 
operation to the best advantage. Accordingly we will further condition the 
license in Project No. 618 as hereinafter provided in Article 39. 


The Commission Finds: 


(1) It is appropriate and consistent with the public interest that the order 
issued August 4, 1960 in Project No. 618 be amended as hereinafter provided. 

(2) The application for rehearing filed by applicant sets forth no new facts 
or principles of law which were not fully considered by the Commission when it 
adopted its order of August 4, 1960, or which having now been considered warrant 
any change or modification in said order except as hereinafter provided. 


The Commission orders: 


(A) Paragraph II of the order issued August 4, 1960 in Project No. 618 is 
amended to include therein the following additional special condition: 

Article 89. The Jordan No. 1 development described herein shall be operated 
so as to permit Jordan No. 2 development under license in Project No. 2146 to be 
operated in accordance with Article 49 of the license in Project No. 2146. 

(B) In all other respects the aforesaid application for rehearsing in Project 
No. 618 is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ALABAMA POWER COMPANY, PROJECT NO. 2146 
ORDER MODIFYING ORDER ON REHEARING 
(Issued September 16, 1960) 


On August 26, 1960 Alabama Power Company filed application for rehear- 
ing on the Commission’s order issued August 4, 1960 in Project No. 2146, 
24 FPC 123, which included in the license the proposed Jordan No. 2 develop- 
ment, eliminated from the license the unconstructed Wetumpka development, 
and denied a request that the existing Mitchell and Jordan No. 1 develop- 
ments with proposed changes be included in the license in Project No. 2146. 

The proposed changes in the existing Mitchell and Jordan No. 1 develop- 
ments were authorized by orders issued August 4, 1960 in Project Nos. 82 
and 618, respectively. In its application for rehearing applicant states that 
the only thing sought by the applicant which is not allowed in such orders is 
the inclusion of Mitchell and Jordan No. 1 redevelopments in the license in 
Project No. 2146. 

The Jordan No. 2 development as authorized by Commission order issued 
August 4, 1960 in Project No. 2146 would develop the gross head of 127 feet 
between the Jordan No. 1 normal power pool level of 252 feet as provided 
by order issued August 4, 1960 in Project No. 618 and the normal pool eleva- 
tion of 125 feet of the proposed Federal Jones Bluff Project. The Jordan No. 
1 development (Project No. 618) would develop the gross head of 97 feet 
between Jordan No. 1 normal power pool level of 252 feet and tailwater 
level of 155 feet at Jordan No. 1 powerhouse. 
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The license in Project No. 2146 as amended contemplates that Jordan No. 
2 and other units of Project No. 2146 shall be operated so as to obtain optimum 
utilization of the water resources involved. To accomplish this objective, 
all water available in Jordan No. 1 Lake of Project No. 618 would be used 
through Jordan No. 2 development up to its hydraulic capacity except water 
sufficient to comply with the minimum flow below Jordan No. 1 dam required 
under Article 34 of the license in Project No. 618, and except that water 
would be utilized through the existing powerhouse of Jordan No. 1 in amounts 
sufficient for full output therein for periods not to exceed four hours per 
week-day during the four maximum peak months of each year. Of course, 
any water which would be wasted over the spillway if the above plan of opera- 
tion were followed, would, in lieu of such waste, be utilized through the lesser 
head at Project No. 618. 

In its application for rehearing, applicant states that the economic feasi- 
bility of the proposed Jordan No. 2 development requires assurance that 
Jordan No. 2 will continue to obtain the water necessary for its operation 
to the best advantage. Accordingly we will further condition the license in 
Project No. 2146 as hereinafter provided in Article 49. 


The Commission finds: 


(1) It is appropriate and consistent with the public interest that the order 
issued August 4, 1960 in Project No. 2146 be amended as hereinafter provided. 

(2) The application for rehearing filed by applicant sets forth no new 
facts or principles of law which were not fully considered by the Commis- 
sion when it adopted its order of August 4, 1960, or which having now been 
considered warrant any change or modification in said order except as here- 
inafter provided. 


The Commission orders: 


(A) Sub-paragraph (2)(b)(v) of paragraph I of the order issued August 
4, 1960 in Project No. 2146 is amended to read as follows: 

(v) The Proposed Jordan No. 2 Development. An intake canal beginning 
at a point about one mile upstream from the existing Jordan No. 1 dam and 
extending westerly from the existing Jordan No. 1 Lake which is to be main- 
tained and operated with a normal power pool elevation of 252 feet to a 
forebay lake; a forebay formed by earth embankments with a normal power 
pool elevation of 252 feet; a powerhouse located at the outlet of the forebay 
lake with two 108,600 horsepower turbines each connected to a 75,000-kilo- 
watt generator installed therein and provisions for a third similar unit; a 
navigation and tailrace canal to Coosa River below Wetumpka, Alabama; 
a step-up substation; and appurtenant electrical and mechanical facilities; 

(B) Paragraph III of the order issued August 4, 1960 in Project No. 2146 
is amended to include therein the following additional special condition: 

Article 49. All water available in Jordan No. 1 Lake under license in Project 
No. 618 shall be used through Jordan No. 2 development of Project No. 2146 
up to its hydraulic capacity except water sufficient to provide the minimum 
flow below Jordan No. 1 dam required under Article 34 of the license in Proj- 
ect No. 618 and except that water may be utilized through the existing 
Jordan No. 1 development in amounts sufficient for full output therein not 
to exceed four hours per week-day during the four maximum peak months 
of each year, provided however, that the limitations herein on the operations 
of Jordan No. 1 development shall not prohibit the utilization of water through 
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Jordan No. 1 development at any time such operation is required to prevent the 
wastage of water over the Jordan No. 1 spillway. 

(C) In all other respects the aforesaid application for rehearing in Project 
No. 2146 is denied. 


ATLANTIC SEABOARD CORPORATION, DOCKET NO. G—20091 
ORDER ADOPTING EXAMINER'S DECISION 
(Issued September 16, 1960) * 
Syllabus 


1. Instant certificate proceeding is not a proper one in which to determine what 
effect, ratewise, if any, should be given to differences in cost and 
character of service on applicant’s system, or te determine whether the 
transmission lines are operated as an integrated system, and any rezoning 
of the system for rate-making purposes should only be ordered in a rate 
proceeding. P. 477. 

2. Commission issues certificate of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicant. P. 478. 


J. M. Hill and C. E. Goodwin for Atlantic Seaboard Corporation. 

Phebe Epes Gordon for Lynchburg Gas Company. 

William L. Brunner for the Staff of the Federal Power Commission. 

Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 

On August 25, 1960, the Presiding Examiner issued an initial decision in 
the above-entitled proceeding issuing a certificate of public convenience and 
necessity pursuant to Section 7 (e) of the Natural Gas to Atlantic Seaboard 
Corporation authorizing the construction and operation of pipeline facilities 
subject to the jurisdiction of the Commission. Subsequently on September 6, 
1960, exceptions were filed by Lynchburg Gas Company, an intervenor herein. 

Atlantic Seaboard Corporation on June 9, 1960 filed an appeal under Section 
1.28 of the Rules of Practice and Procedure of the Commission from certain 
rulings of the Presiding Examiner made in the course of the hearing. 

Thereafter, on June 20, 1960, Lynchburg Gas Company filed an answer and 
motion to dismiss the aforementioned appeal. 


The Commission finds: 


(1) Upon consideration of the entire record in this proceeding, including 
oral and documentary evidence, the briefs filed before the Presiding Examiner, 
the initial decision of the Presiding Examiner and the exceptions filed to said 
decision issued on August 25, 1960, the Examiner’s decision should be adopted 
as the decision of the Commission. 

(2) The exceptions to the Presiding Examiner’s decision filed by Lynchburg 
Gas Company should be denied. 

(3) In view of our action as hereinafter set forth, the appeal from the 
ruling of the Presiding Examiner by Atlantic Seaboard Corporation is moot. 


The Commission orders: 


(A) The decision of the Presiding Examiner issued on August 25, 1960, is 
hereby adopted as the decision of the Commission as of the date of issuance 
of this order. 


*Initial decision appears on p. 475. 





Rehearing denied by order issued November 4, 1960 





FEDERAL POWER COMMISSION 475 


(B) The exceptions to the Presiding Examiner’s decision filed herein by 
Lynchburg Gas Company are hereby denied. 


DECISION 
UPON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued August 25, 1960) 


PURDUE, Presiding Examiner: Applicant, Atlantic Seabord Corp., seeks a 
certificate of public convenience and necessity under Section 7(c) of the Natural 
Gas Act authorizing it to construct and operate two segments of loop pipeline, 
hereinafter particularly described. 

The proceeding came on for hearing before the Examiner on May 24, June 
2, and June 15, 1960. Evidence both oral and documentary was introduced 
by applicant and by Lynchburg Gas Co., intervenor in the proceeding. Cross- 
examination of witnesses was conducted by Lynchburg and the Staff of the 
Commission. Applicant and Lynchburg filed briefs after the conclusion of the 
hearing; and the proceeding was submitted for consideration and decision. 
The Staff did not file a brief. 

Applicant owns and operates a continuous 421 mile 20’’ gas transmission 
pipeline, extending from Boldman, Kentucky, to the Maryland-Pennsylvania 
state line; a continuous 262 mile 26’’ gas transmission pipeline, extending from 
Clendenin, West Virginia, to a point near Rockville, Maryland, which lines 
are partially looped; and a 49.4 mile 24’’ gas transmission pipeline, extending 
from its Lost River Compressor Station, Hardy County, West Virginia, to its 
Bickers Compressor Station, Greene County, Virginia, connecting its two main 
transmission pipelines. 

The facilities for the construction and operation of which authorization is 
sought are described as follows: 

1. Approximately 13.4 miles of 26’’ gas transmission pipeline in the Common- 
wealth of Virginia completing the looped section of applicant’s existing trans- 
mission system between its Files Creek Compressor Station and Dranesville, 
Virginia ; and 

2. Approximately 6.4 miles of 20’’ gas transmission pipeline in the State of 
Maryland extending applicant’s looped system in a northeasterly direction from 
its Rockville Measuring and Regulating Station. 

Lynchburg opposes the granting of the application unless the order issuing 
the certificate of convenience and necessity be so conditioned as to require the 
filing of rate schedules which will eliminate what Lynchburg claims are 
inequities on applicant’s system. According to said intervenor, these inequities 
operate to its prejudice; and, under applicant’s present rate schedules, will be 
augmented as a result of the construction proposed. 

The undisputed evidence shows, and the Examiner finds, as follows: 

Applicant’s existing customers have increased natural-gas requirements; and 
there is available to applicant sufficient volumes of natural gas with which to 
meet such increased requirements. Applicant’s existing transmission facilities 
are deficient in capacity, by approximately 59,600 Mcf, to transport and deliver 
the increased requirements of existing customers on the estimated peak day of 
the 1960-61 winter period. The completion of the proposed construction will 
provide applicant with sufficient transmission capacity to transport and deliver 
the full natural-gas requirements of its existing customers on the estimated 
peak day of such winter period; and also will provide an excess capacity of 
four miles of 26’’ pipeline, which will be needed in the ensuing winter season, 
and which should in the interests of economy be installed at the same time as 
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the other facilities for which authorization is here sought. The project is 
economically feasible. Applicant can and will obtain from its parent corpora- 
tion, The Columbia Gas System, Inc., sufficient funds to finance the construc- 
tion of the proposed facilities. 

Plainly, the construction and operation of the facilities should be authorized. 
The single question is whether the authorization should be qualified by the 
condition argued for by Lynchburg. 

Applicant has a CDS-1 rate schedule applicable to service in Maryland and 
Virginia, and a CDS-2 rate schedule applicable to service in Kentucky and 
West Virginia. The following rates are in effect, subject to refund in the event 
the Commission so orders in pending rate proceedings: under Rate Schedule 
CDS-1, a monthly demand charge of $3.25 per Mcf of billing demand and a 
commodity charge of 32.18¢ per Mcf; under Rate Schedule CDS-2, a monthly 
demand charge of $3.00 per Mcf of billing demand and a commodity charge of 
29.91¢ per Mcf. 

Lynchburg is supplied with gas from applicant’s 20’’ line, under the CDS-1 
schedule, at a point in Virginia some distance west of the 24’’ cross-over line. 

The evidence shows that there has been no substantial construction along 
the 20’’ line to provide increased capacity or improved service since 1948, nor 
is such construction contemplated. On the other hand, in recent years, the 
26’’ line has been in large part looped; and the construction proposed herein 
will complete the looping thereof in West Virginia, and will extend the looping 
of such line in Maryland. The evidence shows that none of the gas which 
is to flow through the proposed facilities will be delivered to Lynchburg. The 
evidence further shows that the pressures on the 26’’ line go as high as 750 
pounds, whereas the maximum pressure on the 20’’ line is 425 pounds. The 
Btu content of the gas in the 26’’ line is relatively constant ; whereas Lynchburg 
claims that in the 20’’ line the Btu content of the gas varies considerably, with 
the result that said intervenor receives lower Btu gas in periods of peak demand 
and higher Btu gas during off-peak periods, to its financial detriment. 

Lynchburg complains that it is called upon to bear part of the costs of provid- 
ing constantly increased capacity and improved service for the customers served 
from the 26’’ line. Said intervenor argues that an inequity is thereby imposed 
upon it; that the inequity should not be permitted to continue; and that the 
Commission should, by the attaching of a condition to the certificate, provide for 
the filing of rate schedules which will make allowance for the difference in 
cost and value of service attributable to the two transmission lines. Lynchburg 
suggests that an appropriate condition would be a requirement that the customers 
served from the 26’’ line purchase their supply under the CDS-1 rate schedule, 
and that the customers served from the 20’’ line purchase their supply under 
the CDS-2 rate schedule. In further support of its contention that applicant’s 
system should be rezoned for rate-making purposes, Lynchburg claims that the 
26’’ line (and loop facilities) and the 20’’ line are operated as separate units. 

Applicant, on the other hand, claims that the 26’’ line (and loop facilities) 
and the 20’’ line are operated as an integrated system. Also, evidence 
adduced by applicant shows that, by means of the 24’’ cross-over line, gas 
from the 26’’ line and loop is back-fed into the 20’’ line toward the Lynch- 
burg market area. There is no basis in the record for determining whether 
Lynchburg’s proposal that customers served from the 26’’ line be supplied 
under the CDS-1 schedule and that those served from the 20’’ line be sup 
plied under the CDS-2 schedule is fair to the customers, or whether such 
an arrangement would recover applicant’s cost of service. Further, there 
is no basis in the record for determining what other rezoning arrangement, 
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if any, would be fair and just. Applicant contends that any revamping of 
its rate structure can only properly be accomplished in a proceeding under 
Section (4) or (5) of the Act. 

The Examiner is of the opinion that the instant proceeding is not a 
proper one in which to determine what effect ratewise, if any, should be 
given to differences in cost and character of service on applicant's system, 
or to determine whether the transmission lines are operated as an integrated 
system; that any rezoning of the system for rate-making purposes should only 
be ordered in a rate proceeding; and therefore that the certificate should 
issue without the condition for which Lynchburg contends. 

The questions of what constitutes an equitable sharing among the juris- 
dictional customers of the cost of service, and the manner of effecting a 
proper apportionment of the cost, as by the creation of rate zones, are essen- 
tially rate questions. To undertake to decide these questions in a certificate 
proceeding would unduly protract such proceeding. In Commonwealth Natural 
Gas Corp., 9 F.P.C. 70, 80, where a pipeline company sought a certificate of con- 
venience and necessity authorizing it to transport and sell natural gas to 
certain new customers, and the result would be a decline in the Btu con- 
tent of gas to be delivered to an existing customer, the Commission refused 
to require the applicant to make an adjustment of charges to the existing 
customer for the decline in Btu content. The Commission said: 

This question of adjustment in charges is one that more properly can 
be considered under the rate provisions-of the Natural Gas Act than 
in the instant certificate proceeding. 

Lynchburg cities general statements from two of the Commission’s annual 
reports to the effect that certificate applications are analyzed from a rate 
viewpoint, and that the conditioning of a certificate may avoid the need for 
formal rate proceedings. It does not appear, however, that these general 
statements are applicable to the facts here presented. Lynchburg also cites 
Southern Natural Gas Co., 12 FPC 516, 554-55, where the Commission con- 
ditioned a certificate so as to require the filing of specified rates for certain 
new resale customers. That case is manifestly not applicable here. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the evidence adduced and the briefs of counsel, it 
is further found and concluded that: 

(1) Atlantic Seaboard Corp., a Delaware corporation having its principal 
place of business in Charleston, West Virginia, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are to be used in the transportation and sale 
of natural gas in interstate commerce subject to the jurisdiction of the 
Commission, as integral parts of applicant’s existing pipeline system, and the 
construction and operation thereof by applicant are subject to the require 
ments of Sub-sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Public convenience and necessity require that the General Terms and 
Conditions as set forth in Paragraphs (a), (b), (¢)(1), (c)(3), (ce) (4) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act should attach to the issuance of the certificate hereinafter issued 
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to applicant and to the exercise of the rights granted thereunder and that 
the time within which the construction of the facilities authorized by this 
order should be completed and placed in actual operation should be fixed 
at six (6) months from the date on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission on 
appeal, or review by the Commission on its own motion, as provided in its 
Rules of Practice and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Atlantic Seaboard Corp. to construct and operate 
the natural-gas facilities hereinbefore described, all as more fully described 
in the application and exhibits, as supplemented, in this proceeding upon 
the terms and conditions of this order. 

(B) The General Terms and Conditions set forth in Paragraphs (a), (b), 
(ce) (1), (ce) (8), (ce) (4) and (e) of Section 157.20 of the Commission’s Regu- 
lations under the Natural Gas Act shall attach to the issuance of the certificate 
granted in Paragraph (A) above, and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by Paragraph (b) of 
said Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at six (6) months from the date on which this order 
issues. 

Howell Purdue 
Presiding Examiner 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G—2217 and G—2505 
ORDER GRANTING MOTION TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued September 16, 1960) 


On May 5, 1960, Northern Natural Gas Company (Northern) filed with the 
Commission a motion to discharge it from certain of its remaining refund obli- 
gations under three rate settlement orders heretofore issued by the Commission 
in the above-listed dockets. The orders were issued January 28, 1954 in Docket 
No. G-2217 (13 FPC 773), and July 26, 1956 and May 31, 1957 in Docket No. 
G-2505 (16 FPC 803 and 17 FPC 770, respectively). The three orders in question 
were predicated, in part, on certain gas purchase costs of Northern, calculated 
in part on the basis of producer minimum prices fixed by the State Corporation 
Commission of Kansas and the Corporation Commission of Oklahoma. In ap- 
proving these earlier settlements, however, our orders provided in effect that 
in the event subsequent action by this Commission or the courts resulted in 
refunds to Northern of any portion of the money paid by Northern to its suppliers 
under existing contracts, or because of orders of the State Corporation Commis- 
sion of Kansas and the Corporation Commission of Oklahoma, such refunds 
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accruing to Northern should be distributed among Northern’s utility customers 
without additional cost to Northern. 

Early in 1959, the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question,’ and Northern has 
attempted to procure from Champlin Oil & Refining Company (Champlin), one 
of its producer suppliers, payments for gas made by Northern in reliance on the 
state minimum price orders. Northern states in its motion that from January 1, 
1954 to February 1, 1958, Northern’s cost of gas purchased from Champlin, 
based on the Kansas and Oklahoma minimum price orders, exceeded the cost 
of such gas as calculated under the prices set out in Northern’s contracts with 
Champlin by $129,530.47. Of this figure, Northern states that $113,388.13 relates 
to payments made for gas purchased from Champlin during the period of 
time from January 1, 1954, through August 27, 1957, covering the intervals during 
which the three settlement orders referred to above were operative. Northern 
states that it has made demand on Champlin for the sum of $129,530.47, but 
that Champlin denies it is indebted to Northern in any amount. Northern 
further states that it has instituted litigation against Champlin for the recovery 
of such sum in the Superior Court of New Castle, Delaware. 

Northern also states that Champlin, in order to dispose of such litigation and 
in compromise and settlement of such litigation, has offered to pay Northern, in 
settlement, the sum of $95,514.03, or 73.73 percent of the total amount demanded 
by Northern. Of the sum offered by Champlin in settlement, Northern states 
that $79,371.69, or 70 percent of the amount of Northern’s demand for the period 
January 1, 1954 to August 27, 1957, is attributable to the periods of time covered 
by the dockets in this proceeding.’ 

In its motion, Northern requests that on distribution by it of the sum of 
$79,371.69 to its utility customers in the proportions and to the parties as hereto- 
fore provided by the Commission in its orders in these dockets, the company be 
discharged from its remaining obligations under the settlement orders referred 
to hereinabove, insofar as those obligations are predicated on an adjustment in 
Northern’s gas purchase costs from Champlin during the period January 1, 1954 
to August 27, 1957. 

In support of its motion, Northern takes the position that Champlin’s offer of 
settlement is a reasonable basis on which to dispose of Northern’s litigation 
against Champlin; that it is in the public interest and in the interest of the 
parties involved in the settlement, namely, Champlin, Northern, and Northern’s 
utility customers, that the controversy between Northern and Champlin be dis- 
posed of without the time and expense required by extensive litigation of the 
issues involved ; and that such proposed settlement is satisfactory to all parties 
affected thereby. 

Although the Commission’s prior settlement orders referred to above con- 
templated that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded by 
Northern to its utility customers, those orders did not require Northern to insti- 
tute suit for recovery of such amounts or submit for our approval any settlement 
negotiated with respect to such claims. However, it is appropriate and proper 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 391; 
Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 355 U.S. 
425. 

2 Northern states that the balance of $16,142.34 is 100 percent of the difference between 
the payments actually made during August 27, 1957 to February 1, 1958, a period of time 
which is included in Docket No. G—12153, presently pending before the Commission and 
not involved in Northern’s motion herein. 
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that in passing on Northern’s motion to discharge it from the refund obligations 
of those orders, we consider the terms of the proposed settlement between 
Northern and Champlin, which would determine how much money is to be 
refunded. 

In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motion herein to be discharged from its refund obligations is reason- 
able, proper, and in the public interest. The settlement between Northern and 
Champlin would eliminate the expense involved in Northern’s litigating this 
matter. In addition, we have considered the state of the law applicable in deter- 
mining the issues raised by such litigation, and are aware that there is an element 
of uncertainty in the outcome of this as in any lawsuit. The terms of the settle 
ment are favorable to Northern and its utility customers and the amounts 
involved are relatively small. There is substantial unanimity in favor of the 
settlement by the parties affected thereby, including Northern’s utility customers. 
However, Northern’s discharge from its refund obligations should not be effective 
until the settlement is concluded and the money distributed in accordance with 
our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the orders 
issued by the Commission on January 28, 1954 in Docket No. G-2217 (13 F.P.C. 
773), and on July 26, 1956 and May 31, 1957 in Docket No. G—2505 (16 F.P.C. 803 
and 17 FPC 770, respectively), insofar as those obligations are predicated on 
an adjustment in Northern’s gas purchase costs from Champlin during the period 
January 1, 1954 to August 27, 1957, such discharge to be effective upon the distri- 
pution by Northern of the sum of $79,371.69, in the proportions and to the parties 
as heretofore provided in Commission orders in these dockets and satisfactory 
to the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HUNT OIL COMPANY AND H. L. HUNT, DOCKET NO. G-—18092 
ORDER DENYING MOTIONS FOR RECONSIDERATION 
(Issued September 20, 1960) 


On August 15, 1960, Hunt Oil Company and H. L. Hunt filed individual ap- 
plications for rehearing and reconsideration of a Commission order issued 
July 13, 1960. Said order redesignated the suspension proceeding in Docket 
No. G-—18092 from H. L. Hunt to Hunt Oil Company and H. L. Hunt, required 
the filing of a joint agreement and undertaking by Hunt Oil Company and 
H. L. Hunt and consolidated the proceeding in Docket No. G—18092 with twenty- 
six other Hunt Oil Company Section 4(e) proceedings’ and a Section 5 pro- 
ceeding,’ all of which previously had been consolidated. Since the afore-men- 
tioned petitions are addressed to a procedural and not a final order, they are 
considered herein as a motion for reconsideration. 

On February 20, 1959, H. L. Hunt tendered a notice of change which proposed 
to increase the level of rate in his FPC Gas Rate Schedule No. 1. By order 
issued March 20, 1959, said tender was designated as Supplement No. 11 to the 
afore-mentioned rate schedule and was suspended “until August 23, 1959, and 


1 Lead Docket No. G—-9065. 
? Docket No. G—10414. 
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until such further time as made effective in the 
manner prescribed in the Natural Gas Act.” As a result of a motion filed on 
August 21, 1959, the Commission by order issued September 9, 1959, in this pro- 
ceeding, permitted said supplement to become effective as of August 23, 1959, 
subject to possible refunds as such may be determined in Docket No. G—18092. 

On January 4, 1960, Hunt Oil Company filed a “Notice of Succession and 
Adoption of H. L. Hunt’s FPC Gas Rate Schedule No. 1,” stating therein that 
Hunt Oil had acquired the interest of H. L. Hunt, effective as of December 1, 
1959. H. L. Hunt’s FPC Gas Rate Schedule No. 1 was redesignated as Hunt Oil 
Company’s FPC Gas Rate Schedule No. 52 and Hunt was so informed by letter 
dated March 25, 1960. The Commission at the same time granted Hunt Oil 
Company temporary authority to continue the sale previously made by H. L. Hunt. 

In its motion of August 15, 1960, H. L. Hunt asserts that such redesignation 
and consolidation results “in a denial of due process and confiscation of property”, 
that such “violates the authority granted by the Natural Gas Act,” that the 
“issue to be determined in the proceeding in Docket No. G—18092 is the just and 
reasonableness of H. L. Hunt’s rates collected prior to December 1, 1959,” and, 
further, that “justice and equity compel the Commission to rescind its action.” 

Hunt Oil avers that “the Commission erred in the issuance of its order of 
July 13, 1960 insofar as said order makes Applicant a party to the proceeding in 
Docket No. G—18092 and requires Applicant to file a joint agreement and under- 
taking agreeing to refund whatever portion of the rates found therein to be 
unjust and unreasonable” and that “such action is an attempt to suspend an 
initial rate.” Hunt Oil further contends that “the acquisition of the gas prop- 
erties by said assignment dated November 12, 1959 merely puts Applicant in the 
position of initiating a new sale”, that the “only difference between this ar- 
rangement and a brand new sale was that the Gas Purchased Contract had al- 
ready been made”, that “the effective initial rate schedule under such new sale 
to be made by Applicant is the rate set forth in the latest supplement to Ap- 
plicant’s Rate Schedule No. 52 (i.e. Supplement No. 11)” and that the basic 
issue herein is what is the status of the rate schedule filing which is made by an 
Assignee of a gas producing property which is subject to the jurisdiction of the 
Commission. Applicant would urge that such filing is parallel to an initial rate 
filing, and as such, is not subject to the Commission’s powers of suspension.” 
Hunt Oil also states “it is not attempting to put itself in a better position than 
its assignor. It is merely contending that if it is to be denied the ‘rights’ (i.e. 
Certificate of Public Convenience and Necessity) incident to the sale of the gas 
produced from the property it acquired, then the ‘liabilities’ (i.e. rate suspension) 
incident to such sale should not attach” and further it “objects to its joinder in 
the proceedings in Docket No. G—18092 since no portion of its FPC Gas Rate 
Schedule No. 52 is subject to suspension.” 

The question of the status of the assignee’s rate schedule being affected by the 
prior suspension in the assignor’s rate schedule has been before this Commission 
prior to this instance.’ In each instance the assignee was considered as continu- 
ing the sale made by the assignor. In the certificate proceedings, the question of 
a “new” sale is not present. However, the question of whether the assignee is a 
proper party to carry on the sale already begun by the assignor is always present. 


Hunt’s reference to “rights” and “liabilities” under these circumstances is, 
therefore, without merit. 


3 See James G. Brown & Associates, G—-18048 ; James D. Madole, et al., G-20196; Hol- 
lingsworth Oil Company, G—11552; Producing Properties, Inc., G—-15052; and B. B. Orr, 
G-15049, G-9417 and G-13431. 
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Also, on January 4, 1960, when Hunt Oil filed its notice of adoption of H. L. 
Hunt’s FPC Gas Rate Schedule No. 1, it is assumed that Hunt Oil was aware of 
the rate proceeding outstanding as to that rate schedule and that it was willing 
to adopt the rate schedule as it existed at that time. Since the increased rate 
proposed had not been shown to be reasonable by assignor H. L. Hunt at the time 
of the transfer of the property such “legal burden” fell upon assignee Hunt Oil 
Company. The order of July 13, 1960, of which Hunt complains, merely provides 
the procedural pattern whereby Hunt Oil will be provided that opportunity. 


The Commission finds: 


The aforesaid motions filed on August 15, 1960, have not set forth good grounds 
for reconsideration of the order issued July 13, 1960, in the proceeding in Docket 
No. G—18092. 


The Commission orders: 


The aforesaid motions filed on August 15, 1960, by H. L. Hunt and Hunt Oil 
Company, in this proceeding are hereby denied. 
Commissioner Sweeney not participating. 


VILLAGE OF STONINGTON, ILLINOIS, DOCKET NO. G—16578 
ORDER ADOPTING EXAMINER'S DECISION 


(Issued September 20, 1960) * 


Syllabus 


1. Denial of recent applications under Section 7(a) of the Natural Gas Act, for 
Panhandle’s lack of unallocated capacity does not affect this case, since Pan- 
handle has recently increased its capacity. P. 486. 

2. Commission directs Panhandle, under Section 7(a) of the Natural Gas Act, to 
establish and maintain physical connection of its transportation facilities 
with facilities of Applicant and to deliver and sell natural gas to Applicant. 
P. 492. 

Stuart J. Traynor for the Village of Stonington, Illinois. 
Richard P. Taylor and Steptoe & Johnson for Panhandle Eastern Pipe Line 

Company. 

Agnes Mae Wilson, for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


On July 27, 1960, the Presiding Examiner issued an initial decision herein, 
subject to review by the Commission, directing Panhandle Eastern Pipe Line 
Company (Panhandle) to establish and maintain physical connection of its trans- 
portation facilities with the facilities proposed to be constructed by the Applicant, 
as described in its application, and to deliver and sell to Applicant through such 
connection natural gas for its proposed project, in volumes not to exceed its 
maximum daily requirements of 572 Mcf. On August 16, 1960, upon the request 
of Panhandle, an extension of time within which to file exceptions to said initial 
decision was granted to and including September 12, 1960. Thereafter, and on 
September 12, 1960, exceptions to the Presiding Examiner’s decision were filed 
by Panhandle. 


*Initial decision appears on p. 483. 





FEDERAL POWER COMMISSION 483 


The Commission finds: 


Upon consideration of the entire record in this proceeding, said Examiner’s 
decision should be adopted by the Commission as its decision in this case. 


The Commission orders: 


The initial decision of the Presiding Examiner issued herein on July 27, 1960, 
is hereby adopted and such decision shall become effective as the decision of the 
Commission as of the date of issuance of this order. 


DECISION 


UPON APPLICATION FOR ORDER UPON PANHANDLE EASTERN PIPE LINE COMPANY 
PURSUANT TO SECTION 7(&) OF THE NATURAL GAS ACT 


(Issued July 27, 1960) 


KeEtiy, Presiding Examiner: On October 13, 1958, the Village of Stonington, 
Illinois, (Stonington), a municipal corporation, filed application for a Commis- 
sion order requiring Panhandle Eastern Pipe Line Company (Panhandle), a 
natural gas company operating an interstate pipeline, to establish physical 
connection of its transportation facilities with the facilities of, and to sell 
natural gas to, Stonington for resale to the public, pursuant to the provisions 
of Section 7(a) of the Natural Gas Act, (Act). Stonington is authorized by the 
laws of Illinois to engage in the local distribution of natural gas to the public. 

On December 12, 1958, Panhandle filed an “Answer and Objection” which 
generally denied knowledge of most of the averments of Stonington’s application 
and demanded strict proof of all of them. The answer made no reply to the 
averment that Stonington had endeavored to obtain an agreement from Pan- 


handle to supply its natural gas requirements for the operation of its proposed 
municipally owned distribution system. There was a specific denial of the 
averment of the application that Panhandle had the ability to supply Stonington’s 
natural gas needs, as follows: 


With respect to paragraph 13, wherein Stonington alleges that Panhandle 
“has the ability to serve applicant .. . without impairing its ability to 
render adequate service to its present customers,’ Panhandle denies such 
allegation and insists that Stonington be held to strict proof of such 
allegation. 


On May 19, 1959, Panhandle filed a supplement to its answer making only a 
single change in its original answer as follows: 


Stonington’s application requests natural gas service from Panhandle 
totaling 572 Mcf as a peak day requirement for the third year of service. 
By this supplement, Panhandle agrees not to contest Stonington’s application 
for service in the aforesaid quantity, on grounds of lack of capacity, without 
prejudice to Panhandle’s position in any pending or future proceeding. 


The hearing was commenced on September 1, 1959, pursuant to legal notice 
properly issued and published by the Secretary of the Commission on July 15, 
1959. At the outset of this hearing, the Presiding Examiner stated upon the 
record that his understanding of the effect of the averments of Panhandle’s 
original and supplemental answers was that Panhandle made no issue as to its 
ability to supply Stonington with the natural gas service sought, “totaling 572 
Mef as a peak day requirement for the third year of service,” but demanded strict 
proof of all other averments of the application including particularly those aver- 
ments concerning the economic feasibility of Stonington’s proposed project. 
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This understanding of the averments of Panhandle’s answers, so stated upon the 
record, was not challenged by counsel for Panhandle. Therefore, as between 
Stonington, the Applicant, and Panhandle, the Respondent, there was no denial 
of Panhandle’s ability to render such natural gas service sought by Stonington, 
and the presentation by Stonington of evidence of such ability was unnecessary 
to sustain its burden of proof. Panhandle’s brief does not even discuss the 
question of its ability to meet Stonington’s requirements. 

However, staff counsel stated upon the record at the outset of the hearing that 
in relatively recent former cases before the Commission, in which other appli- 
eants sought orders directing Panhandle to sell natural gas to them from its 
pipeline facilities, pursuant to Section 7(a) of the Act, Panhandle had taken 
positions inconsistent with its position here, concerning its ability to furnish 
additional quantities of natural gas either to its existing customers or to new 
customers along its pipeline. Staff counsel pointed out that in these former 
eases Panhandle had denied that it had the pipeline capacity to supply the ap- 
plicants there with their requirements, and that the Commission had actually 
denied certain of such applications upon the ground that the entire pipeline 
eapacity of Panhandle and its subsidiary, Trunkline Gas Company (Trunkline), 
had been theretofore allocated to meet the requirements of its existing custom- 
ers. Considering the public interest and the proper regulation of a natural 
gas company by the Commission under the Act, such situation, shown to exist 
by former decisions of the Commission, certainly must not be ignored, even 
though Panhandle, in its supplemental answer, “agrees not to contest Stoning- 
ton’s application for service” in the amount of “572 Mcf as a peak day require 
ment for the third year of service’, “on grounds of lack of capacity.” 

The hearing was begun September 1, and was concluded on September 2, 1959. 
Evidence was presented by the Applicant, but no evidence was offered by Pan- 
handle or the staff except three items in the files of the Commission made a part 
of the record by reference to them. The Applicant filed an original and a reply 
brief, the latter being received November 16, 1959. Briefs were also received 
from Panhandle and the Commission staff. 

The averment of the application that Panhandle has the ability to render 
the natural gas service sought by Stonington, totaling 572 Mcf as a peak 
day requirement for the third year of service, stands uncontested and undenied 
by Panhandle in this proceeding. The Applicant, relying upon the virtual 
admission in Panhandle’s supplemental answer that it has such ability, saw no 
necessity of presenting evidence to prove the averment. However, staff coun- 
sel, at the outset of the hearing, pointed to recent findings of the Commission, 
of which official notice has been taken, that the entire pipeline capacity of Pan- 
handle had theretofore been allocated. These findings were made by the Com- 
mission in relation to the integrated pipeline operation by Panhandle and 
Trunkline, its subsidiary. 

It could not be found here that the issuance of the order sought by Ston- 
ington in this proceeding under Section 7(a) of the Act, is necessary or desir- 
able in the public interest if there were a serious question of whether Panhan- 
dle has the pipeline capacity to meet the Applicant’s natural gas requirements. 
It was the right and duty of staff counsel, in a proceeding such as this, to 
raise this issue of whether such pipeline capacity actually existed in view of the 
aforesaid findings of the Commission. 

In its order, issued January 22, 1958, In the Matters of Town Gas Company 
of Illinois, et al., Docket Nos. G-9749, et al., 19 FPC 1438, the Commission 
referred to the Examiner’s decision of March 6, 1956 and its Opinion No. 
292 of June 30, 1956, In the Matters of Panhandle Eastern Pipeline Company, 
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et al., in Docket Nos. G—1705, et al., 15 FPC 46, which proceedings it was 
noted, “involve our most recent large-scale review and consideration of the 
capacity of the Panhandle-Trunkline system.” It was then pointed out that 
it was found that there was “a maximum day capacity for the Panhandle 
Trunkline system of 1,269,148 Mcf.” The order of January 22, 1958, in Docket 
No. G—9749 found that with the allocations therein ordered, there would re- 
main 895 Mcf of pipeline capacity in the Panhandle-Trunkline system. By 
order of May 16, 1958, the Commission adopted the Examiner’s decision issued 
April 7, 1958, In the Matter of Illinois Power Company, Docket No. G—12298, 
19 FPC 699, in which an allocation of 640 Mcf was made which left 255 Mcf 
of unallocated pipeline capacity. By its order of October 29, 1959 in United 
Cities Gas Company, et al., Docket No. G—17208, et al., 22 FPC 767, the Com- 
mission adopted, with certain modifications here irrelevant, the Examiner’s 
decision of September 25, 1959, in that proceeding, in which an allocation 
of only 255 Mcf of pipeline capacity was made to United Cities Gas Company, 
although its application had sought a considerably larger allocation. The 
same adopted decision denied entirely three other applications for gas from 
Panhandle, made pursuant to Section 7(a) of the Act. In the hearing exam- 
iner’s decision it was specifically found that the remaining unallocated pipe- 
line capacity of the Panhandle-Trunkline system was only 255 Mcf per day, 
and the adopting order of the Commission did not modify this specific finding. 

In the Commission’s aforesaid order of January 22, 1958 (G—9749), there 
appears the following: 


In arriving at the foregoing figures, staff takes the position that under 
an examiner’s decision issued March 6, 1956, in docket No. G—1705, et al., 
and under our opinion No. 292 and accompanying order issued June 30, 
1956, in connection therewith, it was determined that Panhandle and 
Trunkline’s capacity aggregate some 1,269,148 Mcf per day, a finding which 
is supported by substantial evidence, which has not heretofore been suc- 
cessfully challenged by the company or any other party or the staff in 
that or any subsequent proceeding, which the Commission has employed 
as the basis for its subsequent decisions in recent cases involving Pan- 
handle and Trunkline in which capacity has been in issue, and which 
therefore is of controlling force here. The proceedings in docket No. G—1705, 
et al., it may be noted, involve our most recent large-scale review and 
consideration of the capacity of the Panhandle-Trunkline system. 


There is no evidence here that any “large-scale review and consideration of 
the capacity of the Panhandle-Trunkline system” has been made since that 
referred to in the quotation above. According to the examiner's decision of 
March 6, 1956, referred to in the above quotation, the hearing before him 
in Docket No. G—1705 was concluded on October 10, 1955, and it may be assumed 
that the evidence there introduced concerning pipeline capacity was obtained well 
in advance of the concluding date of the hearing. Therefore, it would appear 
that there has been no calculation of Panhandle’s pipeline capacity since that 
made about five years ago, which showed it to be 1,269,148 Mcf per day. As 
shown above, the unallocated portion of said capacity has since been whittled 
down by successive orders of the Commission in Section 7(a) proceedings, 
until the entire aforesaid capacity was theoretically entirely allocated by order 
of the Commission of October 29, 1959 (Docket No. G—17208, et al.) 

If the full pipeline capacity of the Panhandle-Trunkline system was accurately 
ascertained from the evidence adduced more than five years ago in the hearing 
in Docket No. G—1705, and if this capacity remains the same at the present time, 


486 FEDERAL POWER COMMISSION 


then, of course, simple arithmetic will show that the then unallocated portion 
of said capacity has since been entirely allocated by the Commission. However, 
this capacity is not the same at the present time. Panhandle’s annual report 
to the Commission for 1958, which is a part of the record by reference, shows 
that the largest deliveries made by it on one day during the peak season 
aggregated 1,332,323 Mcf. Stonington’s peak day requirement of 572 Mcf 
is infinitesimal when considered beside the peak day deliveries actually made 
by Panhandle, as shown by its aforesaid annual report. In effect, Panhandle 
has said in its supplemental answer that it can supply from its pipeline capacity 
this very small quantity of natural gas, and it should not be found here, in the 
face of the information obtained from Panhandle’s annual report, that its pipe- 
line capacity is limited to a computation thereof made more than five years 
ago. In view of Panhandle’s apparent willingness to supply the requirements 
of Stonington, if its project is found to be economically feasible, then the 
application here should not be denied upon the ground that Panhandle does not 
have the capacity to meet this very small requirement of Stonington in addition 
to its other contractual obligations. 

The staff brief asserts that “assuming Panhandle could render this service, 
it would be discriminatory to grant this application upon the heels of denying” 
three other Section 7(a) applications in full and a fourth in part as was done 
by its order issued October 29, 1959, in the consolidated proceeding of United 
Cities Gas Company, et al., Docket No. G-17208, et al. The record before the 
Commission in that proceeding simply did not give it the satisfactory informa- 
tion concerning the ability of Panhandle to meet the requirements of the 
applicants that is contained in this record. The applications there were dis- 
missed without prejudice and if the applicants there were to file new applica- 
tions, there are procedures available to them whereby they might meet and 
overcome by available competent evidence a denial by Panhandle that it could 
supply their requirements for natural gas service. 

Furthermore, while Panhandle has denied by formal answer in other former 
and relatively recent Section 7(a) proceedings against it, that it had sufficient 
eapacity to supply the requirements of the applicants, that is no reason for 
denying the application here. Panhandle’s situation in regard to its pipeline 
eapacity may well have changed since Panhandle’s last denial by formal answer 
of the presence of pipeline capacity. Panhandle should not be permitted to select 
its customers by the nature of its response to their 7(a) applications, but it 
must be remembered that there are legal means by which any such applicant may 
overcome a plea by Panhandle of no capacity, if the true facts be to the contrary. 

It is well known that Panhandle has increased its pipeline capacity, through 
greater compression, by at least 30,000 Mcf per day. It is also well known that 
the allocation of this specific amount of increase in capacity and another 127,000 
Mef of pipeline capacity have been the subject of recent litigation. While this 
knowledge and the aforesaid Commission orders granting allocations of natural 
gas from the Panhandle pipeline in Section 7(a) proceedings, cause one to pause 
and consider carefully the question of Panhandle’s ability to meet Stonington’s 
requirements, they raise no real doubt of such ability in the face of all the facts, 
and particularly in the face of the agreement contained in Panhandle’s supple- 
mental answer. It is quite obvious that the calculation of the capacity of the 
Panhandle-Trunkline integrated pipeline, made about five years ago, is not a 
proper measure of Panhandle’s present total capacity to make deliveries of 
natural gas to its customers, when Panhandle’s annual report to the Commission 
shows recent total deliveries of gas on a peak day to exceed that five-year-old 
calculation of pipeline capacity by more than 63,000 Mcf. In view of this fact, 
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it cannot be found that Panhandle’s pipeline capacity is no more than it was 
calculated to be five years ago. 

It is hereinafter found that, upon all the evidence, Stonington’s proposed project 
is economically feasible, and that it is necessary and desirable in the public 
interest that the application here by granted to the extent shown. There is no 
evidence that any undue burden will be placed upon Panhandle by the issuance of 
the order sought by the Applicant, or that such order would impair Panhandle’s 
ability to render adequate service to its existing customers, and the order is 
accordingly hereinafter made. 


Feasibility of Project 


Stonington is an Illinois municipal corporation located in Christian County. 
It has a population estimated at about 1140; and it is largely residential having 
very little industry. It is in the center of a prosperous farming area, and a good 
number of active and retired farmers are among its residents. It is within com- 
muting distance of Decatur, Springfield and Taylorville, Illinois; and many of 
its residents are employed by industries located in these three cities. Panhandle’s 
pipeline being only about four miles from Stonington, is the most feasible source 
of natural gas supply for the Applicant. 

Stonington at present owns and operates its water and electric systems, serving 
all within its boundaries and some few immediately beyond them. It has out- 
standing only revenue bonds, in the principal amounts of $77,000 for its water 
department, and $130,000 for its electric department; and there are no bonds 
outstanding for any general obligations of the municipality. The bonded indebt- 
edness of the electrical department was recently incurred in the purchase of 
new equipment for the generation of additional electrical energy. The original 
indebtedness incurred for the electric system had been paid in full from earnings. 
Both the water and electric departments have been successfully managed and 
operated by the municipal government over a considerable period of years. 
Stonington has never defaulted in the payment of principal or interest when due 
upon any of its obligations. It proposes to issue $240,000 of revenue bonds, to 
mature in 25 years, to finance its proposed project. 

Stonington proposes to construct and operate a “municipally owned gas supply 
and distribution system, for the sale of natural gas to its inhabitants, and to 
consumers in the urban area immediately adjacent to the corporate limits of said 
Village.” In July 1957, the Village Board of Stonington, its governing body, 
employed an engineer to prepare a preliminary report concerning the construction 
and operation of such system and the financing thereof. Other steps were taken 
in compliance with Illinois laws and on April 6, 1959, the Village Board adopted 
an ordinance entitled: 


An Ordinance Authorizing and Providing for the Acquisition, Construction, 
Ownership and Operation of a Municipal Gas Public Utility for the Village 
of Stonington, Christian County, Illinois, and for the Issuance of Two Hun- 
dred Forty Thousand Dollars ($240,000) Mortgage Certificates Designated 
Gas Public Utility Certificates of said Village, Payable Solely from the 
Income and Revenues of said Gas Public Utility and Secured by Mortgage 
by way of Trust Deed on the Tangible Public Utility Property Acquired and 
Constructed, for the Purpose of Defraying the Cost of Acquiring and Con- 
structing said Public Utility, Prescribing all Details of said Certificates, and 
Providing for the Collection, Segregation and Distribution of the Revenue 
of said Gas Public Utility by said Village, for the Purpose of Paying the 
Cost of Operation and Maintenance Thereof, Provided a Depreciation Fund’ 
and Paying the Principal of and Interest on said Public Utility Certificates. 
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On May 14, 1959, there was published in an area newspaper, pursuant to the 
applicable laws of Illinois, a “notice of an election for the adoption or rejection 
of said Ordinance by the majority of qualified voters of said Village voting upon 
said Ordinance”. Pursuant to said notice, such election was held in Stonington 
on June 6, 1959, in which referendum the Ordinance, of which the title is given 
above, was duly adopted by the electorate. The vote which authorized the bond 
issued described in the title of the Ordinance was 233 to 19; and the municipal 
ownership and operation of the gas system was approved by a vote of 217 to 20. 
There is testimony in the record by the President and a member of the Village 
Board, that the Board and the people of Stonington enthusiastically supported 
the proposed project for the municipally owned natural gas system and the 
election returns clearly so indicate. All other steps have been taken by Stonington 
to give it the legal authority to acquire, own and operate the natural gas 
distribution system proposed. 

In order that an estimate might be made of the prospective customers of the 
proposed natural gas system, the residents of Stonington were interviewed in June 
1959 by the President of the Village Board and another representative of the 
municipality, and they were requested to indicate upon a prepared form submitted 
to them whether they would become purchasers of natural gas upon the comple- 
tion of the project. In addition to questions seeking to elicit information relating 
to the prospective customer’s then use of other fuels, the form contained the 
following agreement: 

VILLAGE OF STONINGTON, ILLINOIS: 

In consideration of the continued efforts of the Village of Stonington to 
obtain natural gas service in the Village, I agree to take gas service at the 
foregoing premises for the use or uses above specified, when and as natural 
gas is available, and to pay for the same for a period of three years from 
such date and for such further time as I receive gas at said premises, upon 


rates, and under such rules and regulations, as may be prescribed by Village 
Ordinance. 


APPROVED: 


(Signature Of Landlord, If Customer Is A Tenant) 


The records of the electric department of the Village show that electric 
service is rendered to about 390 residences and to some few commercial estab- 
lishments and industries. Approximately 400 of the forms, quoted from above, 
were distributed to prospective customers for natural gas and 336 of them 
signed the agreement set forth above. The President of the Village Board 
testified that there would have been even more signers of the forms but for a 
misunderstanding thereof by certain persons. Among the 336 were those re- 
questing natural gas service for residential, commercial, industrial and public 
buildings. According to undisputed testimony in the record, the people of 
Stonington knew at the time this survey was made approximately what rates 
they would have to pay for natural gas service and some of them had knowl- 
edge of the contents of the engineer’s report made to the Village Board con- 
cerning rates and other matters proposed for the project. One may be sure 
that in a village of the size of Stonington, the information about this project, 
of importance to all of its residents, would be easily and thoroughly dissem- 
inated by word of mouth. 

According to the records of Stonington’s water and electric departments 
these two utilities are supplying service to about 400 structures, of which 
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about 390 are residences. There are some commercial businesses operated in 
Stonington, and the only industry there is a grain elevator, operated coopera- 
tively, for the benefit of the farmers of the surrounding area in connection with 
which there is operated a grain dryer. Propane gas is now used as a fuel in 
the dryer, and the management of the grain elevator has agreed to convert 
to natural gas, which it will use very largely in the off-peak season. The 
generating equipment of the municipal electric plant uses either oil or gas, and 
gas will be used to the greatest extent possible, being interrupted only when 
necessary in the peak season. This fuel for the electric plant will, of course, 
be purchased with funds of the electric department. There are two public 
schools which will use the natural gas. 

It is clearly established that a very large majority of the people of Ston- 
ington desire to have their municipality own and operate a system for the 
distribution of natural gas to them. They are willing that their Village em- 
bark upon this business enterprise with an investment of $240,000. In a 
referendum to them they supported the venture by a vote of more than ten 
to one. A large number of residents have agreed in writing that they would 
become customers of the publicly owned gas distribution system. ‘The wishes 
of these American people that their community have natural gas service 
should be granted if their village, the Applicant here, has shown its pro- 
posed project to be economically feasible. 

It is specifically found that, upon the basis of the evidence, Stonington’s 
proposed project is feasible. No evidence was offered by Panhandle or the 
Commission staff except certain documents in the files of the Commission, 
made a part of the record by reference to them; and they are in no way per- 
suasive that Stonington’s project lacks feasibility. A competent engineer testified 
on behalf of Stonington and presented an extensive report, which is a part of 
the record, giving estimates of the costs of the construction, operation and main- 
tenance of the proposed gas distribution system, and estimates of the anticipated 
sales from which will be derived the necessary revenues to operate the system 
profitably, meeting all requirements of debt service. 

In addition to the testimony of the engineer, there was received the testimony 
of the President and one of the members of the Village Board. The testimony 
of these public officials, together with exhibits presented by them, showed that 
all necessary action had been taken by the governing body of the Village to 
authorize properly the undertaking by it of the proposed project. They testified 
also concerning the desire of the citizenry of Stonington to have natural gas 
service and their general approval of the project as presented. Their testi- 
mony is also the basis for other findings and conclusions of fact expressed 
herein. 

The engineer who prepared the report which is in evidence, is an employee 
of an engineering firm located in nearby Decatur, Illinois, which does a great 
deal of work for municipalities in a broad area around Stonington. He has 
had extensive experience in designing, and estimating the cost of, natural gas 
transmission and distribution facilities, and has appeared as a witness in one 
other proceeding before the Commission, brought under Section 7(a) of the 
Act. He has designed natural gas systems for three municipalities in the 
general area of Stonington, which are comparable to it in size. He made all 
of the estimates given in the report introduced by him. So far as is shown 
by anything in this record, there is no reason to question the soundness of 
his opinion, expressed in his testimony and report, that the Applicant’s proposed 
project is in all respects feasible. 

The estimated total cost of the project is $240,000. The actual construction 
eost of the gas distribution system is estimated at $196,000. The balance of 
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this total consists of estimated costs for engineering service, before and during 
construction, of $20,000, for interest during construction of $16,000, for land 
expense $2,000, and for legal, overhead, administrative and other lawful costs, 
$6,000. The estimated construction cost of $196,000 is shown to consist of 
$47,630 for the transmission line from Panhandle’s pipeline to the Stonington 
distribution system, $16,500 for the regulation and control station, $113,940 for 
the distribution system and $17,930 for construction contingencies. The reason- 
ableness of these cost estimates is not questioned by Panhandle or the staff, 
and they are found to be reasonable upon the basis of the evidence. 
The index to the engineer’s report lists the following matters contained 
therein : 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 
No. 


Letter of Transmittal 
. Financial Resume 
Engineer’s Certification 
Report on Proposed Municipal Gas Utility 
Engineer’s Estimate of Project Cost 
. Proposed Rate Structure 
. Estimated Customers 1960-1984 
. Estimated Maximum Day 1960-1965 
. Estimated Gas Customers and Sales 1960-1964 
Estimated Gas Purchase Maximum Demand and Cost 1960-1984 
. Estimated Revenue 1960-1984 
No. 12. Estimated Operating Cost 1960-1984 
No. 13. Amortization Table 1960-1984 
No. 14. Statement Regarding Depreciation Requirements 

It is deemed unnecessary to discuss all of the items of the report. The 
competent engineer witness gives the facts and figures therein as the basis 
of his opinion, expressed therein, that the proposed project “‘will be finan- 
cially sound and self-liquidating.” The entire report has been examined 
together with all other relevant evidence and it is found specifically, on the 
basis of the record, that all estimates therein of future revenues and ex- 
penses are reasonable, and that these estimates establish that the project is 
economically feasible. However, there will follow herein a discussion of the 
questions raised by Panhandle and the staff concerning the feasibility of the 
project. 

There also appeared as a witness for the Applicant, the manager of the 
Chicago office of a firm engaged almost exclusively in buying, selling, and han- 
dling “municipal bond obligations.” He has held this position for 10 years. He 
gave his expert opinion that the bonds of Stonington in the principal amount 
of $240,000 were salable without discount, with an interest rate of less than 
the six percent used in the computations in the engineer’s report, and maturing 
in 25 years, subject to earlier call. The financial expert reached this conclusion 
after the consideration of many factors, including particularly his study of 
the engineer’s report, the formal authorization of the project by the Village, 
the fact of the successful operation over the years of the water and elec- 
tric departments of the Village, and the record of the Village for prompt 
payment of its obligations. He found the figures and computations of the 
engineer’s report to be in line with the experience of his firm in relation to 
issues of municipal obligations theretofore handled in situations similar to 
the one here presented by the facts in evidence. 

The staff recommended the denial of the application here, first, on the ground 
that the evidence does not show that Panhandle has the unallocated pipeline 
eapacity to supply Stonington’s requirements. It is then contended that “the 
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showing as to economic feasibility is weak, based upon a twenty year bond issue.” 
Panhandle urges that the application be denied for the similar reason that the 
Applicant “could only show a debt service coverage ratio for 20 years, using third 
year volumes as is customary, of 1.41.” The engineering report shows such cov- 
erage to be 2.36 on the basis of the proposed bond maturity of 25 years. Neither 
the staff nor Panhandle points to any established policy of the Commission which 
requires that the economic feasibility of the project of a Section 7(a) applicant 
be determined on the basis of a period of 20 years, rather than upon a proposed 
bond maturity of 25 years or some other period longer than 20 years. Panhandle 
argues that on the 20-year basis the “Commission has consistently held that a 
ratio of at least 1.5 under such circumstances is required to support a showing 
of economic and financial feasibility in Section 7(a) cases.” 

The financial expert testified that, based upon his experience in the area of 
Stonington with municipal bonds issued to finance the construction of natural 
gas distributing systems, he was of the opinion that the Stonington bonds might 
well be called and retired within 15 or 20 years, they being callable in certain 
circumstances. In expressing this opinion he was, of course, taking into con- 
sideration all facts and circumstances shown by the evidence in this record. He 
calculated for Panhandle counsel that the debt service coverage ratio on a “basis 
of twenty-year maturity schedule”, and taking “the net income in the third year 
projected throughout, without any increase past the third year”, would be 1.41. 
After stating that he regarded this ratio of 1.41 as adequate, he added, “however, 
we are looking at the issues on a twenty-five year basis which shows better than 
two times coverage, which I consider much more adequate. If I never have a 
bond issue that falls below a 1.41 coverage after I bought the bonds, I would be 
very happy.” The estimates of net profit shown in the engineering report are 
considerably higher for the years after the third year. The financial expert 
testified that, as of the date of his testimony, his firm would offer to purchase 
Stonington’s bonds, if they were then available, without discount of principal 
amount and at an interest rate of less than the 6 percent used in the engineer’s 
report. It is specifically found, on the basis of the evidence, that the debt service 
ratio is quite adequate to show the economic and financial feasibility of the pro- 
posed project. 

The Panhandle brief asserts that the “high rates proposed” for the gas to be 
sold by Stonington show it to be “of little benefit to its citizens.” There is no 
proof that Stonington rates are “high.” The only testimony upon the subject is 
that they are in line with the rates of at least one other municipality within the 
area surrounding Stonington. There is no general comparison made in this record 
of Stonington’s proposed rates with those of adjacent communities, or of any 
other communities. 

The Panhandle brief states conclusions, based on the facts, figures, estimates 
and computations of the engineer’s testimony and report, that various groups 
using respectively various other fuels will not convert their heating facilities to 
enable them to use natural gas, and that the estimates of future volumes of gas 
to be sold are “grossly overstated.” The estimates made by the engineer of 
volumes of gas anticipated to be sold and the revenues to be derived from such 
sales were arrived at in the exercise of his expert judgment in relation to the same 
evidence from which the Panhandle brief draws conclusions contrary to his esti- 
mates. In making these estimates, he gave consideration to the necessity of 
conversions of heating equipment at the expense of the owners. There is nothing 
in the evidence which makes the expert’s estimates obviously erroneous, and his 
uncontradicted expert opinion testimony must therefore be accepted. 
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In support of its position that little public benefit will result from Stonington’s 
project, Panhandle’s brief describes this Village as “a small community with a 
static population of about 1100 people”, and points to the fact that Stonington’s 
“population has actually decreased over the past 40 years.” The evidence shows 
that the Federal census figures for Stonington were 1466 in 1920, 1057 in 1980, 
1103 in 1940, and 1120 in 1950. The population is now estimated to be about 1140. 
The President of the Village Board explained that a coal mine had been operated 
near Stonington during the early 1920’s which caused fluctuations in its popula- 
tion, but that after the discontinuance of its operation, the population had not 
fluctuated to any considerable extent. For 30 years at least there has been a 
slow but continuous growth according to the census figures. The evidence shows 
that Stonington has a stable economy and cost-of-living advantages, and the 
economic feasibility of its project is in no way lessened because Stonington has 
not joined the nation in the population explosion of recent decades. 

Panhandle’s brief points to an increase in its rates to be effective under bond 
March 26, 1960, and argues that the project would not be feasible if these higher 
rates are to be paid. What part of such increase will be allowed by the Com- 
mission has not been decided and Panhandle’s argument is based considerably on 
conjecture. Stonington’s engineer testified that the project would still be feasible 
even if Panhandle’s increased rate, effective as above, had to be paid in full. 


CONCLUSION 


The undisputed evidence presented by the Applicant proves clearly that its 
project is feasible. Stonington’s public officials have testified to the eagerness of 
its citizens to have natural gas service, and to their willingness to pay for it at 
the proposed rates. A high percentage of the property owners of the Village 
have agreed to use such service. The opinions of Stonington’s two expert wit- 
nesses that the project is feasible are met by no expert testimony to the contrary. 
The Village has for some years successfully operated its water and electric utili- 
ties and there is no real reason to doubt that it will have the same experience 
with the ownership and operation of its natural gas distribution system. Pan- 
handle does not dispute that it can supply the Applicant’s requirements, and it 
should be ordered to do so. It is specifically found that the issuance of such 
an order upon Panhandle is necessary and desirable in the public interest. 


ORDER 


WHEREFORE, IT IS ORDERED, subject to review by the Commission on 
appeal, or upon its own motion as provided by the Commission’s Rules of Prac- 
tice and Procedure, that: 

(A) Panhandle is hereby directed to establish and maintain physical connec- 
tion of its transportation facilities with the facilities proposed to be constructed 
by the Applicant, as described in its application, and to deliver and sell to Appli- 
cant through such connection natural gas for its proposed project, in volumes 
not to exceed its maximum daily requirements of 572 Mcf. 

(B) Panhandle shall report to the Commission in writing, under oath, the 
date of commencement of the operations and service to the Applicant herein 
ordered. 

(C) Applicant shall complete the construction of its proposed supply and dis- 
tribution system and begin the acceptance of delivery of natural gas from Pan- 
handle on or before August 1, 1961; and shall enter into an appropriate service 
agreement with Panhandle to purchase gas under its appropriate legal tariff, 
within 60 days from the date of this order. 
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(D) If Applicant shall fail to perform the acts required of it in (C) above, 
paragraphs (A) and (B) above shall have no force or effect. 
DANIEL J. KELLY, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMERICAN LOUISIANA PIPE LINE COMPANY, DOCKET NO. G—10396; 
PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. G-11061 


ORDER GRANTING INTERIM RELIEF AND REQUIRING A DIVISION OF GAS THROUGH AND 
INCLUDING OCTOBER 31, 1960 


(Issued September 21, 1960) 


On December 19, 1958, 20 FPC 851, an order was issued by the Commission 
authorizing the abandonment by Panhandle Eastern Pipe Line Company (Pan- 
handle) of its deliveries of 127,000 Mcf per day to Michigan Consolidated Gas 
Company (Michigan Consolidated). Upon review by the Circuit Court of Ap- 
peals for the District of Columbia Circuit, this order was vacated and the matter 
remanded to us for further consideration not inconsistent with the opinion of the 
Court. Michigan Consolidated Gas Company v. F.P.C., et al., 283 F. 2d 204. 

The Court, on July 11, 1960, issued a supplemental opinion in No. 14975, supra, 
and orders denying all petitions for rehearing or modification of its opinion.’ 
On the same date, the Court issued an opinion and judgment in a companion case 
vacating and remanding thereby the order of the Commission of July 16, 1959, 
22 F.P.C. 82, which adopted the initial decision of the examiner allocating the 
abandonment gas among Panhandle’s other customers.2 Michigan Consolidated 
Gas Company v. F.P.C. et al., 282 F. 2d 854 (No. 15358). 

In its opinion of July 11, 1960, the Court stated, inter alia, (No. 15358, Slip 
opinion, p. 4) : 


Ordinarily, Michigan Consolidated would be entitled to retain the gas 
until it is abandoned by a valid order of the Commission. In allowing 
the abandonment to take effect, we cautioned the parties that they “acted 
at their own risk.” There is no reason apparent to us why the gas should 
not be returned to Michigan Consolidated pending final approval of an 
abandonment. But, as a court we are not equipped to allocate gas between 
competing parties. We are not aware, for instance, of all the physical, 
financial and equitable considerations which may affect the interest of 
those the Act was intended to protect—the ultimate gas consuming public. 
Hence we cannot assess where the balance of hardship would lie if the 
gas is, or is not, returned to Michigan Consolidated pending final Com- 
mission determination of the abandonment. (Footnotes omitted.) 


1The requests of Panhandle and certain other interveners for rehearing en banc were 
denied by unanimous orders entered by the entire Court. 

2The Court affirmed the order of the Commission excluding Michigan Consolidated 
from proceedings involving Panhandle’s additional deliveries of 30,000 Mcf per day 
(Docket No. G—18144), and found it unnecessary to decide other questions raised by the 
petition for review. 
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And the Court stated further: 


To afford the Commission an opportunity to make such a determination, 
we will vacate the Commission’s order of distribution and remand the case 
for this purpose. We think that the Commission will be free, upon such a 
determination, to take action which includes, but need not be limited to, 
the following: (1) maintaining the status quo; (2) returning all of the 
gas to Michigan Consolidated; or (3) ordering some division of the gas 
between Michigan Consolidated and Panhandle, such as the one suggested 
by Michigan Consolidated’s settlement proposal. Michigan Consolidated’s 
legitimate interest in having the Commission reach such determination 


“with all deliberate speed” is adequately protected by its right to seek man- 
damus. (Footnote omitted.) 


Thereafter, on July 22, 1960, Michigan Consolidated filed with the Commission 
a Motion for Interim Order in Accordance with Mandate of Court of Appeals 
and expressly requested that Panhandle resume immediate interim delivery 
of 127,000 Mcf per day with October 31, 1960 as “an appropriate cut-off date 
if a final order has not been issued by that time” (Motion, pp. 3, 7). Michigan 
Consolidated also expressly stated that it was not requesting resumption of 
deliveries from Panhandle on a “year-round basis pending final determination 
by the Commission on remand” or a hearing on its motion (Motion, pp. 2, 16). 
In addition to referring to various administrative and judicial proceedings, 
Michigan Consolidated attached two exhibits to its motion. 

On August 1, 1960, Panhandle filed an answer in opposition to the motion 
of Michigan Consolidated. Without attaching exhibits, Panhandle indicated 
its position on the issues, the assessment of the “Balance of Hardship”, and 
the “Physical, Financial and Equitable Considerations” involved, made ref- 
erence to various administrative and judicial proceedings. Panhandle requested 
a hearing on the motion and, on August 3, 1960, submitted an addendum to 
its answer. 

Michigan Consolidated filed, on August 11, 1960, a Motion for Leave to File 
Reply to Answer of Panhandle Eastern Pipe Line Company, attaching thereto 
its proffered Reply. Opposition to the granting of the motion for leave to 
file was indicated by telegrams received by the Commission from the City of 
Indianapolis on August 12, 1960, Panhandle on August 12, 1960, and Illinois 
Power Company on August 15, 1960. On August 23, 1960, we entered an 
order granting leave to file the Reply. A statement favoring the grant of the 
motion for interim relief was indicated by a telegram received by the Commis- 
sion from Wayne County, Michigan on August 18, 1960 and a statement in 
opposition to interim relief was submitted in a letter to the Commission, dated 
August 12, 1960, from the Northern Indiana Public Service Company. 

By letter of August 11, 1960, staff requested supplementary data from Pan- 
handle. These data were not transmitted on August 25, 1960, as requested; 
rather an extension of time was sought and compliance was not had until 
August 30, 1960. 

A study of the pertinent files and records of the Commission, including those 
referred to by the parties herein, and a study of the pleadings filed in con- 
nection with the instant motion, together with the data and exhibits filed 
therewith, will reveal that there is a sufficient unused capacity on the Pan- 
handle system to permit restitution of services to Michigan Consolidated on an 
interim and temporary basis prior to and including October 31, 1960. 
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For example, a comparison of system capacity and sales by months for 
Panhandle reveals the following : 


Claimed 
Average Day Average Excess 
Sales! MMef|Day?System| Capacity 
Capacity MMef 
M Mef 


January , 266 , 255 | 
rE aa , 260 | 
3 , 257 


November 
December 


ITIL. aisha ck iiss isi ihiatiepbdalohiniidaianaienaealpincinstiomstpiiaiiptiietatditeex aman 
February 








September ---- 


November 
December 





January 
Feb 





1 Source: FPC Form 11 
2 Source: Statement J, Schedule 4, Docket No. G-19780. 


This tabulation was compiled from the monthly sales record of Panhandle as 
contained in FPC Form No. 11 for the period from January, 1958 through June, 
1960.2 System capacity figures are those claimed by Panhandle in a recent rate 
filing (Docket No. G—19780).* These latter figures may possibly be understated 
since: (1) in some months, i.e., February, 1960, claimed capacity is as much as 
21,000 Mcf less than actual sales; (2) in some months, June through September, 
claimed capacity is from 6,000 to 10,000 Mcf per day less than that claimed in a 
prior rate filing (Docket No. G—14755); and (3) it is not known whether the 
claimed capacity reflects the additional 30,000 Mcf per day, facilities for which 
were authorized in Docket No. G—18144 on July 16, 1959, but which were in 
service prior to authorization. 

Nevertheless, without allowance for such additional excess capacity which may 
exist due to any one or all of the above reasons, the tabulation indicates that 
unused capacity existed on the Panhandie system of from 33,000 to 85,000 Mcf 
per day during the seven off-peak months in 1959 and that sales for the first six 


® See Regulations Under Natural Gas Act, 1958, as amended, § 260.3. 
Panhandle made specific reference to Docket No. G—19780 in its Answer (pp. 13, 14). 
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months of 1960 have declined an average of 51,000 Mcf per day from those of 
the prior year. An interpretation of the historical data of Panhandle, together 
with a projection of sales through September and October of 1960, indicates that 
Panhandle would have no difiiculty in reinstating deliveries to Michigan Con- 
solidated at the present time in the amount of 100,000 Mcf per day. 

Since the unused capacity is generated by a terminated export to Union Gas 
Company of Canada, Ltd. (Docket No. G—2475), and since Panhandle cannot 
replace the Michigan Consolidated service with other firm sales, it is apparent 
that Panhandle would have no difficulty in physically transporting the interim 
volumes to the Michigan Consolidated delivery connection. Review of the most 
recent Panhandle flow diagrams, including that furnished by Panhandle at the 
request of staff in connection with the instant motion, corroborates this conclusion. 

A similar study reveals that Michigan Consolidated can take gas in off-peak 
months to store and make available such gas to domestic and commercial cus- 
tomers during the winter heating season even though Midwestern Gas Trans- 
mission Company and Texas Gas Transmission Corporation have been granted 
authority to render storage and interruptible service to American Louisiana Pipe 
Line Company (Docket Nos. G—18137, CP60-35), and that the American Natural 
Gas Company can use additional storage gas. 

It appears, therefore, that Michigan Consolidated can use this interim gas on 
a temporary basis and that Panhandle can supply it. It also appears that the 
interests of the gas consuming public warrant an interim division of the gas. 


The Commission finds: 


(1) Michigan Consolidated and Panhandle are competing parties insofar as 
the 127,000 Mcf per day of abandonment gas is concerned and no final order 
concerning the abandonment application has been entered by the Commission to 
date. 

(2) The motion for interim relief filed by Michigan Consolidated lies within 
the jurisdiction of the Commission and, further, the Commission may make a 
determination on such motion, without a hearing, upon the basis of its particular 
knowledge of the controversy, its own files, dockets and experience, and upon the 
pleadings and data furnished by the parties under oath. 

(3) The motion for interim relief and the action of the Commission thereon, 
will have no effect upon the application by Panhandle to abandon delivery of 
127,000 Mcf per day to Michigan Consolidated, or upon the hearing and ultimate 
decision upon the application to abandon such service. 

(4) The interests of the gas consuming public, after review of the physical, 
financial and equitable considerations involved and after balancing the claimed 
hardships between the parties do not permit the maintenance of the status quo 
or the return of all of the gas to Michigan Consolidated but do permit a division 
of such gas to consist of delivery of 100,000 Mcf per day to Michigan Consolidated 
by Panhandle at the Michigan Consolidated delivery connection on a temporary 
and interim basis between and including September 23, 1960 and October 31, 1960, 
in accordance with the Rate Schedule attached hereto as Appendix A. 

(5) The interests of the gas consuming public requires that any further re- 
quest for interim relief be made by subsequent motion. 


The Commission orders: 


(A) The motion for interim relief filed by Michigan Consolidated is granted 
in part and the request by Panhandle for a hearing on the motion is denied. 

(B) Panhandle shall deliver 100,000 Mcf of gas to Michigan Consolidated at 
the delivery connection of the latter commencing on September 23, 1960 and on 
each day thereafter to and including October 31, 1960. 
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(C) Panhandle shall deliver such 100,000 Mcf per day in accordance with Rate 
Schedule X-1 which is attached hereto as Appendix A, which Rate Schedule shall 
be incorporated into Panhandle Eastern Pipe Line Company’s FPC Gas Tariff, 
Original Volume No. 1, and shall be effective only until October 31, 1960 and 
which rate shall be subject to refund, if any, as may be determined in Docket 
No. RP60-8. 

(D) Panhandle shall notify the Commission immediately of the commence- 
ment and termination of delivery of the interim gas. 


APPENDIX A 


PANHANDLE EASTERN Prre LINE CompANy, FPO Gas Tarirr, ORIGINAL VOLUME 
No. 1 


RATE SCHEDULE X-1 


Short Term Firm Service 

(1) Availability 

This rate schedule is available to Michigan Consolidated Gas Company (herein- 
after called Buyer) for the purchase of natural gas service from Panhandle 
Eastern Pipe Line Company (hereinafter called Seller) at a delivery point on the 
Seller’s system in Melvindale, Michigan. This rate schedule shall be available 
from September 23, 1960 to October 31, 1960. No service agreement will be 
required for service under this rate schedule. 


(2) Applicability and Character of Service 

This rate schedule shall apply to the sale and delivery by Seller to Buyer of 
100,000 Mcf of natural gas per day. The delivery pressure is 100 psig. 

Gas sold hereunder shall be delivered on a firm basis subject to interruption 
only as provided in the General Terms and Conditions as prescribed in this 
Tariff. 

(3) Rate 

33.9¢ per Mcf of gas delivered during the month. 
(4) Minimum Monthly Bill 

A sum equal to 33.9¢ times 75% of the volume obtained by multiplying 100,000 
Mcf by the number of days in which deliveries were made during the month. 

(5) Adjustment for Heating Value 

In the event the arithmetic average total heating value of the gas delivered by 
Seller to Buyer in the delivery month is less than 975 or more than 1,025 Btu per 
cubic foot, the total charge for such month shall be decreased in proportion to the 
decrease below 975 or increased in proportion to the increase above 1,025 Btu per 
cubic foot. 

(6) Measurement Base 
Refer to Section 3 of the General Terms and Conditions. 


(7) General Terms and Conditions 


The General Terms and Conditions are applicable to this rate schedule and are 
hereby made a part hereof. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CONSOLIDATED GAS UTILITIES CORPORATION (NOW ARKANSAS 
LOUISIANA GAS COMPANY),’ DOCKET NO. CP61-3 


FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT 
(Issued September 21, 1960) 


On July 5, 1960, as supplemented on July 13, 1960, Consolidated Gas Utilities 
Corporation (now Arkansas Louisiana Gas Company) (Applicant) filed in Docket 
No. CP61-3 an application pursuant to Section 7(b) of the Natural Gas Act for 
permission and approval to abandon two portable 225 horsepower compressor 
units and appurtanences, one located at Applicant’s Pitsch Compressor Station 
and one located at Applicant’s Twitty Compressor Station, both of which stations 
are in the Panhandle area of Wheeler County, Texas, all as more fully set forth 
in the application and supplement. 

It appears that recent declines and anticipated further rapid declines in 
deliveries of natural gas from the Texas Panhandle Field make the two com- 
pressor units at these stations unnecessary. The horsepower capacity at Pitsch 
would be reduced from 2,175 to 1,950, and said capacity at Twitty would be 
reduced from 2,050 to 1,825. 

It further appears that the subject compressor units are urgently needed on 
Applicant’s intrastate system in Caddo County, Oklahoma, because of declining 
field pressures in that area, and it is proposed to move them to that location. 

Removal of these two compressor facilities from their present locations will 
not deprive any customer of service, nor will there be any change in the Sales or 
service presently being rendered to Applicant’s customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 6, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Consolidated Gas Utilities Corporation, has, by authority of 
the Commission’s order in Docket No. CP60—79, issued July 27, 1960, been suc- 
ceeded as owner and operator of the facilities herein sought to be abandoned, 
by Arkansas Louisiana Gas Company. 

(2) Arkansas Louisiana Gas Company, a Delaware corporation having its 
principal place of business in Shreveport, Louisiana, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Commis- 
sion in its order of January 26, 1943, in Docket No. G-252 (3 FPC 910). 

(3) The facilities to be abandoned, as hereinbefore described and as more 
fully described in the application, as supplemented, in this proceeding, are 
subject to the jurisdiction of the Commission and abandonment of such facilities 
by Applicant’s successor is subject to the requirements of Subsection (b) of 
Section 7 of the Natural Gas Act. 


1 Arkansas Louisiana Gas Company was authorized to acquire and operate all of the 
facilities of Consolidated Gas Utilities Corporation by Commission order issued July 27, 
1960, 24 FPC 91. 
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(4) Such abandonment, as hereinbefore described, is permitted by the public 
convenience and necessity and an order authorizing and approving same should 
be issued as hereinafter ordered. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


Permission for and approval of the abandonment by Consolidated Gas Utilities 
Corporation, now Arkansas Louisiana Gas Company, of the facilities herein- 
before described, as more fully described in the application, as supplemented, 
in this proceding, be and the same is hereby granted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MOUNTAIN GAS COMPANY, DOCKET NO. G-11718 


ORDER AMENDING ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES 
AND SALE AND DELIVERY OF NATURAL GAS 


(Issued September 21,. 1960) 


Mountain Gas Company (Applicant), filed on July 15, 1960, an application for 
an amendment of the order of the Examiner issued herein on February 26, 1958, 
which became effective as the final decision and order of the Commission on 
March 28, 1958, 19 FPC 400, by removing the limitation of 500 Mcf per day 
applicable to the volumes of natural gas which The Manufacturers Light and 
Heat Company (Manufacturers) is obligated to sell and deliver to Applicant. 

Applicant shows that by virtue of the steady increase in Applicant’s sales of 
gas, its requirements from Manufacturers already exceed the 500 Mcf per day 
maximum. Estimated future requirements which Applicant will need from 
Manufacturers to supply Applicant’s consumers on a peak day and annual basis 
for the next five years are as follows: 


Annual | Peak day (Feb. 1) 


187, 989 
219, 000 


Applicant states that it believes that Manufacturers has adequate capacity and 
a sufficient supply of natural gas available to deliver such additional volumes to 
Applicant and that it has been assured by Manufacturers that it is able and 
willing to make such deliveries. 

Applicant further states that it believes that with certain minor exceptions 
there are no specific limitations upon the volumes of natural gas which Manu- 
facturers or any of the other Columbia Gas System subsidiary companies may 
deliver to their wholesale customers. 

On August 5, 1960, Manufacturers filed herein an answer and response to Ap- 
plicant’s request for amendment of said order, stating that it has both a sufficient 





500 FEDERAL POWER COMMISSION 


gas supply and sufficient facilities in the area in which deliveries are made to 
Applicant to enable it to deliver the additional amounts which Applicant desires 
to have delivered in the immediate future. Manufacturers also states that 
it is not only able but entirely willing to make such deliveries and render serv- 
ice to Applicant on a basis similar to other wholesale customers of Manufacturers. 


The Commission finds: 


It is necessary aNd appropriate in carrying out the provisions of the Natural 
Gas Act and it is necessary and desirable in the public interest that the order 
of the Commission issued herein on March 28, 1958, be amended so as to remove 
the limitation upon the deliveries which The Manufacturers Light and Heat 
Company is required to deliver to Applicant as hereinafter ordered. 


The Commission orders: 


The order of the Commission issued herein on March 28, 1958, be and the same 
is hereby amended by deleting from the seventh line of paragraph (B) of said 
order the words “up to 500 Mcf of” and from the eighth line of said paragraph 
(B) the words, “per day’”’. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
and Arthur Kline. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6954 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued September 21, 1960) 


By order issued September 8, 1960, in the above-entitled matter, the Com- 
mission authorized Pacific Power & Light Company (Applicant) to issue and 
sell at competitive bidding $20,000,000, principal amount of First Mortgage 
Bonds, Series due 1990, subject, among others, to the provisions set forth in 
Paragraph (B) of that order, as follows: 

(B) the proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k)(3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegram as contemplated by Section 34.9 of the 
Regulations. 

(ii) The Commission shall have approved the price to be received by Appli- 
eant for the Bonds and the interest rate thereof, by a further order. 

Applicant, on September 21, 1960, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, setting forth, among other 
things, that it proposes to accept, as providing the lowest annual cost of money 
to it, the joint bid of Blyth & Co., Inc. and White, Weld & Co. to purchase 
the proposed issuance of $20,000,000, principal amount of Bonds, for the price 
of 99.72% of principal amount, with an interest rate of 514% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued September 8, 1960, in the above- 
entitled matter; and under the bid it proposes to accept for the Bonds, the 


price to be received by Applicant therefor and the interest rate thereof are 
reasonable. 
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(2) The proposed issuance and sale of Bonds, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, are authorized, subject only 
to the provisions of Paragraphs (A), (C), (D), and (E) of the Commission’s 
order issued September 8, 1960, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE DAYTON POWER AND LIGHT COMPANY, DOCKET NO. CP60-121 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE OF 
NATURAL GAS 


(Issued September 22, 1960) 


The Dayton Power and Light Company (Dayton), filed on June 13, 1960 an 
upplication, pursuant to Section 7(a) of the Natural Gas Act for an order of 
the Commission directing The Ohio Fuel Gas Company (Ohio Fuel) to establish 
connection of its facilities with those which Dayton proposes to construct and to 
sell and deliver to Dayton volumes of natural gas for retail distribution in the 
unincorporated community of Hardin, Shelby County, Ohio. The community 
presently has no gas service. 

Dayton presently distributes natural gas on a retail basis in 13 counties, includ- 
ing Shelby in the southwestern portion of Ohio. 

Dayton proposes to construct and operate approximately 868 feet of 2-inch 
pipeline extending from a connection with Ohio Fuel’s 10-inch line at the south- 
ern edge of Hardin. Estimated cost of the supply line is $1,604. Dayton also 
proposes to construct and operate a distribution system within the town at an 
estimated cost of $11,464. It proposes to finance the total investment of $13,068 
from construction funds on hand. 

The evidence shows that the community of Hardin has a total of 32 potential 
residential and commercial customers. The largest customer will be a school 
which will purchase nearly 50 percent of Dayton’s annual sendout beginning in 


the second year of operation. The estimated peak day and annual requirements 
are: 


Total requirements (Mcf) | Requirements of the school 
(Mcf) 


Year of service 


Peak day Annual 
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On June 27, 1960, Ohio Fuel filed its answer to the application stating that its 
existing transmission facilities possess sufficient capacity to deliver the volumes 
of natural gas requested by Dayton and that it has no objection to establishing 
a connection on its main line with the facilities proposed by Dayton. Ohio Fuel 
further states that no additional transmission facilities other than the physical 
connection and tap need be constructed by Ohio Fuel to effect such deliveries and 
that the sale and delivery by Ohio Fuel to Dayton of the volumes requested 
would not adversely effect either Ohio Fuel’s gas supply or its ability to render 
adequate service to its existing customers. 

No petition to intervene or protest to granting the application has been 
received. 


The Commission finds: 


(1) The Ohio Fuel Gas Company, an Ohio corporation having its principal 
place of business at Columbus, Ohio, is a “natural-gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission in 
Docket No. G-371 (4 FPC 1023). 

(2) The Dayton Power and Light Company, an Ohio corporation, is presently 
engaged in the business of supplying natural gas to consumers in 13 counties 
including Shelby in the southwestern portion of the State of Ohio, and as such, 
is subject to the jurisdiction and control of The Public Utilities Commission 
of Ohio. 

(3) It is necessary and desirable in the public interest to direct Ohio Fuel 
to establish physical connection of its transmission facilities with those pro- 
posed to be constructed and operated by Dayton and to sell and deliver to Dayton 
up to 40 Mcf of natural gas per day, approximately its estimated third year peak 
day requirement, for distribution and resale in Hardin, Ohio. 

(4) The requirement that Ohio Fuel serve Dayton as hereinafter ordered, will 
not place an undue burden upon Ohio Fuel nor require it to enlarge its main 
transportation facilities except as hereinbefore noted, nor impair its ability to 
render adequate service to its customers. 


The Commission orders: 


(A) The Ohio Fuel Gas Company be and it is hereby directed to establish 
physical connection with the facilities proposed to be constructed and operated 
by The Dayton Power and Light Company herein described, together with 
such metering, regulating and appurtenant facilities as may be required and to 
sell and deliver up to 40 Mcf of natural gas daily to Dayton for distribution 
and sale as hereinbefore described. 

(B) Ohio Fuel shall report to the Commission in writing and under oath, the 
date of commencement of service to Dayton, within 15 days after such service 
begins. 

(C) Dayton shall be prepared to receive service as directed herein within one 
year from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


EQUITABLE GAS COMPANY, DOCKET NO. CP60-111 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 22, 1960) 


Equitable Gas Company (Applicant), a Pennsylvania corporation having its 
principal office in Pittsburgh, Pennsylvania, filed on June 2, 1960, an application, 
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pursuant to Section 7 of the Natural Gas Act, for a certificate of public con- 
venience and necessity authorizing the installation and operation of an ad- 
ditional 300 horsepower compressor unit and associated facilities at its Comet 
Compressor Station in Taylor County, West Virginia, and to abandon one 300 
horsepower compressor unit at its Glenville Compressor Station, in Gilmer 
County, West Virginia. 

Applicant shows that the storage withdrawal season of Comet Storage Pool 
is limited by the fact that the existing horsepower capacity must be utilized 
to repressure both Comet and Maple Lake Storage Pools to capacity in time 
for the ensuing storage withdrawal season. Applicant states that with the 
proposed additional compressor unit in operation the storage withdrawal season 
can be extended. 

Applicant estimates that if the additional compressor unit proposed to be 
installed at Comet Compressor Station had been in use during the 1960 injection 
season, it would have been possible to withdraw from Comet Pool an additional 
300,000 Mcf during the latter part of the 1959-1960 winter heating season, and 
Applicant would still have had sufficient pumping capacity to repressure this 
pool to capacity in time for the 1960-1961 storage withdrawal season. Appli- 
eant also states that in addition to the increased volumes of gas, which would 
have been available from Comet Storage Pool by delaying the start of the 
injection period until April, the gas which was injected into storage in March 
would have been available for market uses. 

Applicant also shows that the installation of the proposed facilities will 
permit Applicant to conserve the deliverability of its Pennsylvania storage pools 
located more advantageously to its principal service area in southwestern Penn- 
sylvania for any late winter season demands of its customers, thus minimizing 
the possibility of curtailment of service to these customers. 

The compressor unit which is proposed to be installed at Comet Compressor 
Station is now installed at Applicant’s Glenville Compressor Station in Gilmer 
County, West Virginia. This unit, which is one of five 300 horsepower units at 
this location, is no longer needed because of the depletion of gas production 
in the area. In 1948, the gas volume pumped by the Glenville Station was ap- 
proximately 1,800,000 Mcf. In 1959, the volume had fallen to approximately 
1,400,000 Mcf. 

The compressor unit, which is proposed to be removed from Glenville Com- 
pressor Station and installed at Comet Compressor Station, will be altered by 
replacing the present low pressure cylinders with high pressure cylinders capa- 
ble of 1,000 pounds discharge pressure. The compressor building at Comet 
Station will be extended and the necessary high pressure gas coolers and yard 
piping will be installed. 

The cost of the alterations to and the installation of the proposed facilities 
is estimated at $95,000. The estimated cost of removal of faciliites to be retired 
is $1,500. No special financing will be required. Such costs will be paid from 
general funds. 

No additional gas supply or gas reserves are involved herein, and no increase 
is contemplated in Applicant’s market other than normal growth. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
September 15, 1960 respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff Counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(¢c)(1) of the Commission’s Rules of 
Practice and Procedure. 
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The Commission finds: 


(1) Equitable Gas Company, a Pennsylvania corporation having its principal 
place of business in Pittsburgh, Pennsylvania, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order issued May 9, 1944 in Docket No. G—275. 

(2) The facilities proposed to be constructed and operated, as hereinbefore 
described, are proposed to be used in the transportation and sale of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, as an 
integral part of Applicant’s existing pipeline system, and the construction and 
operation thereof by Applicant are subject to the requirements of subsections 
(ec) and (e) of Section 7 of the Natural Gas Act. 

(3) The proposed construction and operation of the facilities hereinbefore 
described are required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(4) The facilities to be abandoned, as heretofore described, are subject to the 
jurisdiction of the Commission, and abandonment of such facilities is subject 
to the requirements of Subsection (b) of Section 7 of the Natural Gas Act. 

(5) Such abandonment by Applicant, as heretofore described, is permitted by 
the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules, and regulatious of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (1), (¢) (3), (e) (4), and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant and 
to the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 6 months from the date on which 
this order issues. 

(8) Staff counsel having requested the omission of the intermediate decision 
procedure, and all the requirements of the provisions of Section 1.30(c)(1) (18 
CFR 1.30(c)(1)) of the Commission’s Rules of Practice and Procedure having 
been satisfied, sufficient cause exists for the Commission forthwith to render 
its final decision in the instant proceeding. 


The Commission orders: 


(A) A certificate of public convenience and necessity to be and the same 
hereby is issued authorizing Equitable Gas Company to construct and operate 
the facilities hereinbefore described, all as more fully described in the applica- 
tion for the transportation and sale of natural gas as therein set forth, subject to 
the jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), and (c) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 





FEDERAL POWER COMMISSION 505 


(D) Permission for and approval of the abandonment by Applicant of the 
facilities hereinbefore described, all as more fully described in the application in 
this proceeding, be and the same is hereby granted. 

(BE) Applicant shall advise the Commission of the date of the abandonment 
within 10 days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


LONE STAR GAS COMPANY, DOCKET NO. CP60-104 
FINDINGS AND ORDER ISSUING A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 22, 1960) 


Lone Star Gas Company (Applicant), a Texas corporation with its principal 
place of business in Dallas, Texas, filed an application on May 17, 1960, pur- 
suant to Section 7 of the Natural Gas Act authorizing the acquisition and 
operation of a 10-inch gas transmission pipeline, 95.04 miles in length extending 
from a point near Petrolia, Clay County, Texas, in a southeasterly direction to 
its southern terminal north of Ft. Worth, in Terrant County, Texas, all as more 
fully set forth in the application. The pipeline referred to is presently owned 
by the United States of America but has been operated by Applicant as part 
ot its certificated interstate system under terms of a lease agreement with the 
United States Government. 

In January 1960, the Government, acting by and through the General Services 
Administration, advertised the subject facilities for sale and Applicant submitted 
a bid of $315,544. The Government advised Applicant by letter dated March 
14, 1960 that its bid had been accepted, subject to antitrust clearance by the 
Department of Justice as provided in Section 207 of the Federal Property and 
Administrative Services Act of 1949, as amended. 

It appears from the evidence of record that the original cost of the facilities 
proposed for acquisition is not now available and therefore Applicant estimates 
such cost at $1,118,580.51 based on its experience and records in constructing 
similar pipelines during 1918. In operating this line since 1929, Applicant 
has added and retired facilities at costs of $114,028.33 and $76,465.53, respec- 
tively. Applicant has further estimated the net depreciated present value 
of the subject line to be $315,544 and its bid for that amount was accepted 
conditionally, as noted above. 

Applicant proposes to finance the entire cost of acquisition of the facilities 
out of funds currently on hand. 

Applicant proposes to use the line for the same service it now renders from 
the line. No abandonment of facilities or service will result from the proposed 
acquisition. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 15, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of 
the Commission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, Lone Star Gas Company, a Texas corporation, having its 
principal place of business in Dallas, Texas, is a “natural-gas company” within 
the meaning of the Natural Gas Act as heretofore found by the Commission 
in Docket No. G-442 (4 FPC 565). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the acquistion and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed acquistion and operation of the facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which the 
facilities authorized by this order shall be acquired and in actual operation 
should be fixed at six months from the date on which this order becomes 
effective. 

(6) Our order herein authorizing the acquisition of the facilities herein- 
before described shall become effective upon Applicant receiving antitrust 
clearance by the Department of Justice, as provided in Section 207 of the Fed- 
eral Property and Administrative Services Act of 1949 as amended, and our 
order shall so provide. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is here- 
by issued authorizing Lone Star Gas Company to acquire and operate the 
facilities hereinbefore described, all as more fully described in the application 
in this proceeding, for the transportation of natural gas as therein set forth, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be acquired 
and in actual operation, as provided by paragraph (b) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act is hereby fixed at 6 months 
from the date on which this order becomes effective. 

(D) This order shall become effective upon Applicant having received anti- 
trust clearance of its proposed acquisition by the Department of Justice as pro- 
vided in Section 207 of the Federal Property and Administrative Services Act of 
1949, as amended. Further, Applicant shall advise the Commission upon receipt 
of such clearance and the date thereof. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


LOUISIANA NEVADA TRANSIT COMPANY; ARKANSAS LOUISIANA GAS 
COMPANY, DOCKET NO. CP60-125 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 22, 1960) 


Louisiana Nevada Transit Company (Louisiana Nevada), a Nevada corpora- 
tion with its principal place of business in Ada, Oklahoma, and Arkansas Louisi- 
ana Gas Company (Arkansas Louisiana), a Delaware corporation with its 
principal place of business in Shreveport, Louisiana, filed a joint application 
on June 20, 1960, with a supplement thereto on June 29, 1960, for a certificate 
of public convenience and necessity authorizing an exchange of gas between 
the applicants at three proposed points of interconnection between their respec- 
tive main transportation systems in Hempstead, Lafayette and Howard counties, 
all in Arkansas. In addition, applicants seek authority to construct and operate 
metering and interconnecting facilities at the proposed points of interconnection. 

The exchange arrangement between Louisiana Nevada and Arkansas Louisiana 
provides for Louisiana Nevada to take deliveries of gas on a temporary basis 
while it is effecting repairs and replacements on its pipeline system. It is an- 
ticipated that this exchange will involve delivery to Louisiana Nevada of ap 
proximately 340,500 Mcf of natural gas at a pressure base of 15.2 pounds and 
will cover a period of from 30 to 90 days. The arrangement further provides that 
Louisiana Nevada will return equivalent volumes of natural gas to Arkansas 
Louisiana as soon as practical and upon completion of such redeliveries the 
facilities will be disconnected. The exchanges of gas will be made only when 
gas is available at the points of delivery consistent with the other requirements 
of the Arkansas Louisiana system. 

The estimated cost of the temporary interconnection will be approximately 
$3,500 which will be paid by Louisiana Nevada. 

Applicants were granted temporary authorization by letter dated July 14, 1960 
to exchange gas as proposed and to construct and operate the facilities required 
to effectuate such exchange of gas. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 14, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Louisiana Nevada Transit Company, a Nevada corporation with its prin- 
cipal place of business in Ada, Oklahoma, is a “natural-gas company” within the 
meaning of the Natural Gas Act as heretofore found by the Commission in Docket 
No. G—246 (3 FPC 837). 

(2) Arkansas Louisiana Gas Company, a Delaware corporation, with its prin- 
cipal place of business in Shreveport, Louisiana, is a “natural-gas company” as 
heretofore found by the Commission in Docket No. G—252 (3 FPC 910). 

(3) The project, as hereinbefore described, as more fully described in the 
joint application, as supplemented, in this proceeding will be used in the trans- 
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portation and exchange of natural gas in interstate commerce subject to the 
jurisdiction of the Commission as an integral part of applicants’ existing pipe- 
line system and the construction and operation thereof by applicants are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(4) The construction and operation of the project as proposed by applicants 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that applicants shall report 
within ten days after each date, namely, the date the exchange commenced and 
the date the exchange is completed, the total quantity of gas exchanged. 

(6) Applicants are able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission, is granted, pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Louisiana Nevada Transit Company and Arkansas Louisiana 
Gas Company to construct and operate the facilities as hereinbefore described, 
all as more fully described in the joint application and supplement thereto for 
the exchange of natural gas as proposed. 

(B) The delivery and exchange of natural gas as proposed shall be made only 
at such times when such delivery and exchange will not impair the ability of the 
applicants to maintain adequate service to their respective customers. 

(C) Applicants shall report within ten days after each date, namely, the date 
the exchange commenced and the date the exchange is completed, the total 
quantity of gas exchanged. 

(D) Upon completion of the redeliveries of natural gas by Louisiana Nevada 
under the proposed exchange arrangement, the facilities herein authorized shall 
be disconnected. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NATURAL GAS STORAGE COMPANY OF ILLINOIS, DOCKET NO. CP60-28 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 22, 1960) 


On February 8, 1960, Natural Gas Storage Company of Illinois (Applicant) 
filed an application, as supplemented on February 26, 1960, in Docket No. CP60- 
28, pursuant to Section 7(c) of the Natural Gas Act, for a certificate of public 
convenience and necessity seeking authorization to construct and operate certain 
storage field facilities at the Herscher and Cooks Mills Storage Fields in Kanka- 
kee, Coles and Douglas Counties, Illinois, and a new 36-inch crossing of the 
Illinois River in Grundy County, Illinois. 

The additional facilities required for the proposed operation are: 

1. Two injection-withdrawal wells in the Galesville reservoir, including meter 
stations. 
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2. Three-tenths mile of 10-inch gathering lines to tie in the two proposed 
Galesville reservoir wells. 

3. One additional dehydration absorber. 

4. A 36-inch crossing of the Illinois River at the terminus of Applicant’s 36- 
inch pipeline in Grundy County, Illinois. 

5. Additional cushion gas in the Mt. Simon reservoir in the amount 
4,346,875 Mcf. 

The total cost of Applicant’s proposed facilities is estimated at $2,049,330. 
Applicant states that this total cost is to be financed primarily through tem- 
porary borrowings from Natural Gas Pipeline Company of America (Natural) 
owner of 50% of Applicant’s outstanding common capital stock. However, 
Applicant reserves the right to raise all or some portion of the funds required 
through the issuance and sale of its common stock. 

The 36-inch crossing of the Illinois River is proposed in order to give addi- 
tional protection to market areas served by Applicant. Presently, the 36-inch 
storage discharge line terminates on the south bank of the Illinois River where 
it ties into the facilities of Peoples Gulf Coast Natural Gas Pipeline Company 
(Peoples Gulf). The application shows that the remaining facilities will be 
used to increase the maximum daily withdrawal from storage by 75,000 Mcf 
of natural gas to a total of 650,000 Mcf of natural gas by using all three res- 
ervoirs; namely, the Galesville and Mt. Simon at Herscher Field and the Cooks 
Mills Field. Such gas will be stored for the accounts of existing customers of 
Natural and Peoples Gulf. 

Applicant was granted temporary authorization by letter dated May 13, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 13, 1960, respecting the matters involved in and the issues presented 
by the application as supplemented. A petition to intervene in support of the 
application was filed by Iowa Power and Light Company on March 23, 1960; 
however, such petition was withdrawn by notice of withdrawal filed September 
12, 1960, by Iowa Power and Light Company. No other petition to intervene 
or protest to the granting of the application has been received. Staff counsel 
moved orally at the hearing that the intermediate decision procedure be omitted 
and the Commission render a decision pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Storage Company of Illinois, an Illinois Corpora- 
tion having its principal place of business in Chicago, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its opinion and order issued September 11, 1952, in Docket 
No. G-1757 (11 FPC 366). 

(2) The facilities hereinbefore described and the requested increase in au- 
thorized maximum reservoir withdrawals, as more fully described in the ap- 
plication and supplement in this proceeding, are to be used in the transportation 
of natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the construction and operation proposed by Applicant are subject to 
the requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities and the increase 
in authorized maximum reservoir withdrawals proposed by Applicant are re- 
quired by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 
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(5) The total combined reservoir withdrawals of natural gas from the t] 
Herscher and Cooks Mills Fields should be limited to a maximum of 650,000 a 
Mcf per day. a 

(6) The submission of reports required by Applicant by applicable orders of 
the Commission in dockets involving the Herscher Galesville, Herscher Mt. Simon 
and Cooks Mills gas storage projects should be continued. J 

(7) Public convenience and necessity require that the general terms and a 
conditions set forth in paragraphs (b), (c)(3), (¢c)(4) and (e) of Section G 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR a 
157.20) should attach to the certificate hereinafter issued to Applicant and to » 
the exercise of the rights granted thereunder, and that the construction of the 
facilities authorized by this order shall be completed and placed in actual op- 
eration within 6 months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for omission of the , 
intermediate decision procedure herein was unopposed by any party of record, , 
and not having been denied by the Commission is granted pursuant to Section 
1.30 (c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Storage Company of Illinois to construct 
and operate the proposed facilities and to increase the authorized maximum 
reservoir withdrawals, as hereinbefore described, all as more fully described in 
the application and supplement in this proceeding, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in 
actual operation as provided by paragraph (b) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act within 6 months from the date 
on which this order issues. 

(D) The submission of reports required of Applicant by applicable orders of 
the Commission in dockets involving the Herscher Galesville, Herscher Mt. 
Simon and Cooks Mills gas storage projects shall be continued. 

(E) The total combined reservoir withdrawals of natural gas from the 
Herscher and Cooks Mills Fields shall be limited to a maximum of 650,000 
Mcf per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 


and Arthur Kline. 


B. B. ORR, DOCKET NOS. G-—11245, G-13512, G-16656, G—19764 


ORDER ACCEPTING OFFER OF SETTLEMENT AND TERMINATING PROCEEDINGS 






(Issued September 22, 1960) 








On August 24, 1960, B. B. Orr (Orr) tendered for filing an Offer of Settle- 
ment, pursuant to Section 1.18 (e) of the Commission’s Rules of Practice and 
Procedure, involving jurisdictional sales of natural gas to Texas Eastern Trans- 
mission Corporation (Texas Eastern) from the Willow Springs Field, Gregg 
County, Texas, under Orr’s FPC Gas Rate Schedule No. 1, and supplements 
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thereto. Orr’s rate filings which are the subject of the Offer of Settlement 
are as follows: 


| Proposed Suspended | Suspended 
Docket No. Supp. No. rate (cents | byorder | until— 
| per Mef) | issued 


G-11245 5 113.3 | Oct. 18,1956 | Apr. 1, 1957 
G-13512 x | 7 | 14.4 | Oct. 25,1957 | Apr. 1, 1958 
G-16656 8 | 14.6 | Oct. 30,1958 | Apr. 1, 1959 
G-19764 | 14.8 | Oct. 23,1959 | Apr. 1, 1960 


1 Base rate exclusive of applicable tax reimbursement. 


In his Offer of Settlement, Orr proposes that the above captioned rate suspen- 
sion proceedings be terminated and that the increased rate of 14.6¢ per Mcf. 
now suspended in Docket No. G—16656, be allowed to become effective without 
refund obligation. Under the terms of Orr’s offer, the favored-nation and 
price redetermination clauses would be eliminated from the contract involved 
and a revised schedule of three 1.0¢ per Mcf increases occurring at five-year 
intervals beginning in November 1963 would be substituted for the present 
schedule of yearly 0.2¢ per Mcf increases. Orr also agrees to withdraw his 
notice of change in rate to 14.8¢ per Mcf suspended in Docket No. G—19764. 

In support of his Offer of Settlement, Orr states that the favored-nation 
provision and the price redetermination provision contained in the contract 
were important elements of consideration required by him under the contract 
for the long term commitment of his gas reserves to the performance of the 
contract; that these two elements of consideration provided Orr with a means 
of protecting himself against inflation and increased valuation of gas during 
the more than twenty-year term of the contract; that they were included in 
the contract after arm’s-length negotiation; and that in the interest of settling 
these proceedings, he is now willing to give up for the remainder of the term 
of the contract the important advantage of the favored-nation and price rede- 
termination provisions and is willing to accept the periodic increase of 1.0¢ per 
Mcf occurring at 5-year intervals for the remainder of the term of the contract. 
Orr further states that the price of 14.6¢ per Mcf, currently under suspension 
in Docket No. G—16656 and which is the base price offered as the basis of this 
settlement, is a reasonable and fair current price for the gas being produced 
and delivered under the rate schedule involved in these proceedings and that 
such price is far below the level of prices in contracts recently negotiated for 
gas being produced in the same area. 

Texas Eastern has concurred in the Offer of Settlement and has agreed, in 
the event the offer is accepted by the Commission, to make the necessary contract 
changes or amendments provided for in the Offer of Settlement. None of Texas 
Eastern’s customers has intervened in these proceedings or expressed on the 
record any opposition to the Offer of Settlement. 

In our judgment, settlement of these proceedings in accordance with the Offer 
of Settlemert is desirable in the public interest and appropriate to carry out 
the provisions of the Natural Gas Act. Orr is proposing to withdraw his notice 
of change in rate to 14.8¢ per Mcf (designated as Supplement No. 9 to Orr’s 
FPC Gas Rate Schedule No. 1 and suspended by the Commission’s order issued 
October 23, 1959, in Docket No. G—19764, until April 1, 1960); to eliminate 
the favored-nation and price redetermination provisions in his contract with 
Texas Eastern involved herein, to waive all his future rights and benefits there- 
under, and to revise the escalations to periodic increases of 1.0¢ per Mef occur- 
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ring at 5-year intervals for the remainder of the term of the contract (November 
1963, November 1968 and November 1973), thereby reducing the number of fixed 
escalations yet to occur under said contract. 

The proposed Offer of Settlement would be beneficial to the public and ad- 
vantageous to all concerned, by relieving the Commission, the producer and 
buyer, as well as customer companies of the time and expense which might be 
necessary to the conduct of formal hearings in such rate cases as might otherwise 
arise under the favored-nation and price redetermination provisions of the con- 
tract. The resulting stability in gas costs would be welcome to all segments of 
the natural gas industry. Furthermore, freeing the Commission from the need 
of considering such proposed increases would enable us to concentrate our ef- 
forts on other rate cases and other matters having possibly more serious conse- 
quence for the public and the consumer. 

However, we desire to make it clear that acceptance of this Offer of Settle- 
ment shall not be construed as approval of any future increased rates proposed 
by Orr under the fixed escalation provisions or otherwise. 











































The Commission finds: 





(1) The proposed settlement of the rate proceedings on the basis described 
herein, as more fully set forth in the Offer of Settlement filed by Orr with the 
Commission on August 24, 1960, and in the Appendix* to this order, is in the public 
interest and appropriate to carry out the provisions of the Natural Gas Act and 
should be approved by the Commission and made effective as hereinafter ordered. 

(2) Good cause exists for terminating the rate suspension proceeding in 
Docket No. G—16656, and for permitting the 14.6¢ per Mcf rate contained in Sup- 
plement No. 8 to Orr’s FPC Gas Rate Schedule No. 1 and suspended by the Com- 
mission’s order issued October 30, 1958, in said docket, to become effective as of 
the date of the issuance of this order without obligation to refund, and for 
terminating the proceedings in the remaining three dockets (G—11245, G-13512 
and G-19764) ; subject, however, to the terms and conditions of the Offer of 
Settlement as hereinafter ordered. 


The Commission orders: 


(A) The Offer of Settlement filed by Orr on August 24, 1960, is hereby accepted 
in accordance with the provisions of this order. 

(B) Orr shall execute with Texas Eastern an amendment to these parties’ Gas 
Purchase Contract dated April 9, 1953, as amended, filed with the Commission 
as Orr’s FPC Gas Rate Schedule No. 1, in accordance with the Appendix attached 
hereto. 

(C) Orr shall, within 30 days from the date of issuance of this order, file with 
the Commission as a supplement to the aforesaid FPC Gas Rate Schedule No. 1, 
under Part 154 of the Commission’s Regulations under the Natural Gas Act, the 
executed agreement with Texas Eastern required by paragraph (B) above. 

(D) In accordance with the terms of the Offer of Settlement, Orr is hereby 
permitted to withdraw his proposed increased rate of 14.8¢ per Mcf contained in 
Supplement No. 9 to Orr’s FPC Gas Rate Schedule No. 1 and suspended by the 
Commission’s order issued October 23, 1959, in Docket No. G-19764. 

(E) Orr’s proposed increased rate of 14.6¢ per Mcf contained in Supplement 
No. 8 to his FPC Gas Rate Schedule No. 1 and suspended by the Commission’s 
order issued October 30, 1958, in Docket No. G—-16656, is hereby permitted to 
become effective as of the date of the issuance of this order without obligation to 
refund: Provided, however, that Orr makes a satisfactory filing in accordance 
with paragraph (C) above. 





* Omitted in printing. 
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(F) The acceptance of this offer is without prejudice to any findings or deter- 
minations that may be made in any proceeding now pending or hereinafter 
instituted by or against Orr. 

(G) The proceedings in Docket Nos. G-11245, G-13512, G—16656 and G—19764 
are hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NO. G-18696 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued September 22, 1960) 


On June 3, 1959, Texas Eastern Transmission Corporation (Applicant) filed 
an application, as supplemented on August 3 and August 24, 1959, for a certificate 
of public convenience and necessity pursuant to Section 7(c) of the Natural Gas 
Act, authorizing Applicant to install and operate a compressor station of ap- 
proximately 7,500 horsepower on its 24-inch pipeline at the existing station site 
of Applicant’s Compressor Station No. 1, near Longview, Texas, all as more fully 
set forth in the application, as supplemented. 

Applicant asserts that this new compressor station is necessary because United 
Gas Pipe Line Company (United), from which company Applicant receives gas, 
intends to reduce the delivery pressure of its gas, and the volumes of gas being 
delivered to Applicant by United cannot be handled through the existing station 
at the reduced pressures. 

The cost of the proposed compressor station is estimated at $2,504,000 which 
Applicant proposes to finance out of funds on hand. 

Temporary authorization to construct and operate the proposed facilities was 
issued by the Commission by letter dated September 21, 1959. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 13, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Eastern Transmission Corporation, a Delaware corpora- 
tion having its principal place of business in Shreveport, Louisiana, is a “nat- 
ural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 10, 1947 in Docket No. G—880 
(6 FPC 148). 

(2) The natural gas faciilties proposed to be constructed and operated by 
Texas Eastern, hereinbefore described, are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce, subject to the jurisdic- 
tion of the Commission, as an integral part of Applicant’s existing pipeline 
system and the construction and operation thereof by Applicant are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 
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(4) The construction and operation of the facilities as hereinbefore described 
are required by the public convenience and necessity and a certificate therefor 
should be issued. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Regulations under the Natural Gas Act should attach to the certificate 
hereinafter issued to Applicant and to the exercise of the rights granted there- 
under and that the time within which construction of the facilities auhorized 
by his order shall be completed and in actual operation should be fixed at six 
months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


— 


— a = oF 


at a 2 se iat 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Texas Eastern Transmission Corporation authorizing the construction and oper- 
ation of the facilities as hereinbefore described and as more fully described in 
the application in Docket No. G—18696, as supplemented, and exhibits in this 
proceeding. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c)(4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the certificate issued in paragraph (A) hereof 
and to the exercise of the rights and privileges granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided in paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is fixed at six 
months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


















IDAHO POWER COMPANY, PROJECT NO. 18 
ORDER FURTHER AMENDING LICENSE (MAJOR) 


(Issued September 23, 1960) 





Application was filed June 21, 1960 by Idaho Power Company, licensee for 
major Project No. 18, for amendment of Articles 24 and 25 of the license— 
provisions setting forth the annual charges and amortization reserves, respec- 
tively, and to delete from the license the reference to amortization reserve 
Regulation 17 appearing in the paragraph of the license beginning “NOW, 
THEREFORE.” 

The purpose of the amendment is to make the license respecting these matters 
subject to the current regulations of the Commission. 

The project works occupy 135.03 acres and the project transmission line 
occupies an equivalent 1.216 miles of 100-foot wide right-of-way—all lands 
of the United States. 





The Commission finds: 


(1) The license, further amended as hereinafter provided, is in the public 
interest. 
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(2) The installed horsepower capacity of the project for the purpose of com- 
puting the capacity component of the annual charge is 11,200 horsepower, and 
the annual charge for reimbursing the United States for the costs of administra- 
tion of Part I of the Federal Power Act, based on such capacity, and for re- 
compensing the United States for the use, occupancy, and enjoyment of its 
lands is reasonable as hereinafter fixed and specified. 


The Commission orders: 


(A) The license for Project No. 18 is further amended, as follows: 

PARAGRAPH I. The paragraph of the license beginning “NOW, THERE- 
FORE” is amended, effective as of June 11, 1934, the effective date of the license, 
by inserting after the phrase “being subject to all the terms and conditions of 
the Act and of the rules and regulations of the Commission pursuant thereto as 
amended and made effective on the 23rd day of June 1930,” the words “except 
Regulation 17”. 

PARAGRAPH II. Article 25 of the license is amended, effective as June 11, 
1934, as follows: 

Article 25. After the first twenty (20) years of operation of the project 
under the license, namely, after December 2, 1955 six (6) percent per annum 
shall be the specified rate of return on the net investment in the project for 
determining surplus earnings of the project for the establishment and mainte- 
nance of amortization reserves, pursuant to Section 10(d) of the Act; one-half 
of the project surplus earnings, if any, accumulated after the first twenty years 
of operation under the license, in excess of six (6) percent per annum on the 
net investment, shall be set aside in a project amortization reserve account as 
of the end of each fiscal year, provided that, if and to the extent that there is 
a deficiency of project earnings below six (6) percent per annum for any fiscal 
year or years after the first twenty years of operation under the license, the 
amount of such deficiency shall be deducted from the amount of any surplus 
earnings accumulated thereafter until absorbed, and one-half of the remaining 
surplus earnings, if any, thus cumulatively computed, shall be set aside in the 
project amortization reserve account; and the amounts thus established in the 
project amortization reserve account shall be maintained therein until further 
order of the Commission. 

PARAGRAPH III. Article 24 of the license is amended, effective as of Jan- 
uary 1, 1960, as follows: 

Article 24. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the cost of adminis- 
tration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (11,200 horsepower), plus two and one-half (2%) cents per 
1,000 kilowatt-hours of gross energy generated during the calendar year for 
which the charge is made: 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands, exclusive of those used for transmission line pur- 
poses, $270.06; and 

(iii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands used exclusively for transmission line purposes, $9.73. 

(B) This amendment in the manner set out above shall not operate to alter or 
amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
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Federal Power Act and failure to file such an application shall constitute ac- 
ceptance of this amendment of license. In acknowledgment of the acceptance 
of this amendment of license, it shall be signed for the licensee and returned to 
the Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, PROJECT NO. 503 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued September 23, 1960) 


Application was filed June 21, 1960, by Idaho Power Company, licensee for 
major Project No. 508, for amendment of Articles 18 and 19 of the license—pro- 
visions setting forth the annual charges and amortization reserves, respectively, 
and to delete from the license the reference to amortization reserve Regulation 
17 appearing in the paragraph of the license beginning “NOW, THEREFORE”. 

The purpose of the amendment is to make the license respecting these matters 
subject to the current regulations of the Commission. 


The Commission finds: 


(1) The license, further amended as hereinafter provided, is in the public 
interest. 

(2) The installed horsepower capacity of the project for the purpose of com- 
puting the capacity component of the annual charge is 12,100 horsepower, and 
the annual charge for reimbursing the United States for the costs of administra- 
tion of Part I of the Federal Power Act, based on such capacity, as hereinafter 
provided, is reasonable. 


The Commission orders: 


(A) The license for Project No. 503 is further amended, as follows: 

PARAGRAPH I. The paragraph of the license beginning “NOW, THERE- 
FORE” is amended, effective as of January 1, 1928, the effective date of the license, 
by inserting after the phrase “being subject to all terms and conditions of the 
Act and of the rules and regulations of the Commission pursuant thereto as 
amended and made effective on the first day of April 1924,” the words “except 
Regulation 17.” 

PARAGRAPH II. Article 19 of the license is amended, effective as of January 
1, 1928, as follows: 

Article 19. After the first 20 years of operation of the project under the license, 
namely, after December 31, 1947, six (6) percent per annum shall be the specified 
rate of return on the net investment in the project for determining surplus earn- 
ings of the project for the establishment and maintenance of amortization 
reserves, pursuant to Section 10(d) of the Act; one-half of the project surplus 
earnings, if any, accumulated after the first twenty years of operation under the 
license, in excess of six (6) percent per annum on the net investment, shall be set 
aside in a project amortization reserve account as of the end of each fiscal year, 
provided that, if and to the extent that there is a deficiency of project earnings 
below six (6) percent per annum for any fiscal year or years after the first twenty 
years of operation under the license, the amount of such deficiency shall be de- 
ducted from the amount of any surplus earnings accumulated thereafter until 
absorbed, and one-half of the remaining surplus earnings, if any, thus cumu- 
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latively computed, shall be set aside in the project amortization reserve account ; 
and the amounts thus established in the project amortization reserve account 
shall be maintained therein until further order of the Commission. 

PARAGRAPH III. Article 18 of the license is amended, effective as of January 
1, 1960, as follows: 


Article 18. The Licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of the ad- 
ministration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity (12,100 horsepower), plus two and one-half (214) cents per 
1,000 kilowatt-hours of gross energy generated during the calendar year for which 
the charge is made; and 

(ii) For the purpose of recompensing the United States for the use, occupancy 
and enjoyment of its lands, exclusive of those used for transmission line purposes, 
$665.60. 

(B) This amendment in the manner set out above shall not operate to alter 
or amend the license in any other respect, and shall not in any way constitute 
a waiver of any other part, provision or condition of the license as heretofore 
amended. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act and failure to file such an application shall constitute accept- 
ance of this amendment of license. In acknowledgment of the acceptance of this 
amendment of license, it shall be signed for the licensee and returned to the 
Commission within 60 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, PROJECT NO. 1971 
ORDER MODIFYING ORDER PRESCRIBING FISH FACILITIES 
(Issued September 23, 1960) 


Request was filed August 19, 1960 by Idaho Power Company, licensee for 
major Project No. 1971, for authority to terminate the operation and main- 
tenance and remove fish facilities located on the Wildhorse River as set forth 
in paragraph (A) (iii) of our order issued February 12, 1958, 19 FPC 237, 
prescribing fish facilities in connection with Project No. 1971. 

In letter dated June 1, 1960, the licensee was advised by the Idaho Depart- 
ment of Fish and Game that it was terminating the operation of the Wildhorse 
River facilities and would transfer elsewhere its equipment and personnel 
used in that operation about July 1, 1960. 

An Assistant Secretary of the Interior, by letter dated August 2, 1960, has 
advised us that the Department of the Interior concurs in the views of the 
Idaho Department of Fish and Game and recommended that the operation 
of the Wildhorse facilities prescribed by our order be terminated at the earliest 
practicable date. 


The Commission finds: 


It is consistent with the public interest to rescind the requirement of Wild- 
horse River fish facilities prescribed by our afore-mentioned February 12, 1958 
order. 
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The Commission orders: 


Our afore-mentioned February 12, 1958 order is modified by eliminating 
therefrom sub-paragraph (iii) of paragraph (A), effective as of September 1, 
1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN 
POWER ADMINISTRATION, DOCKET NO. E-69438 


ORDER CONFIRMING AND APPROVING RATES AND CHARGES 
(Issued September 23, 1960) 


The Secretary of the Interior, acting upon behalf of the Southwestern Power 
Administration (SWPA), on June 2, 1960, filed with the Federal Power Com- 
mission for confirmation and approval, pursuant to the provisions of the Flood 
Control Act of 1944 (58 Stat. 887), proposed rates and charges for the sale 
of the total output of the Narrows Dam Project to the Tex-La Electric Coopera- 
tive, Inc. (Tex-La) for the period from October 1, 1960 through June 30, 1965. 

The Narrows Dam Project, located on the Little Missouri River in South- 
western Arkansas in the service area of Southwestern Electric Power Company 
(Southwestern), is isolated from SWPA’s main integrated system, and South- 
western has constructed the only transmission line connecting the project. 
At present two 8,500 kw generating units are in operation at the project, and 
provision has been made for a third unit expected to commence operation 
during the fiscal year 1965. The project now provides 14,000 kw of dependable 
eapacity, 18,400,000 kwh of primary energy and 10,000,000 kwh of secondary 
and dump energy. Installation of the third generating unit will increase the 
project’s dependable capacity to 21,000 kw, and the secondary and dump energy 
to 11,000,000 kwh. 

Under the present arrangements, the entire output of the Narrows Dam 
Project is now being delivered to Southwestern for an annual charge of 
$207,000.* Southwestern agrees to redeliver from the project site or its own 
system up to 5,000 kw of electric energy for resale by SWPA to its preference 
customers, and receives a credit for such redelivered power and energy at 
the rate of $0.60 per kw per month and 4 mills per kwh for energy delivered 
from the project site. In addition, Southwestern receives a credit of one mill 
per kwh for energy (up to 1,000,000 kwh per month) delivered from its 
system. SWPA bills its preference customers for such redelivered project 
power under its Rate Schedule F-1 for wholesale firm power service. These 
charges, which until now have represented the maximum that could be obtained 
by SWPA, have failed to recover all interest charges and to amortize project 
costs. 

Under the proposed arrangement, SWPA will sell the entire output of 
the project to Tex-La, pursuant to the terms of a contract dated May 11, 
1960, between the two parties, for an annual consideration of $300,000. After 
the addition of the afore-mentioned third generating unit, which is anti- 


*By order issued February 14, 1951, in Docket No. E-6340 (10 FPC 735), the Commis- 
sion initially approved the rates and charges to Southwestern for a two-year period, and 
by subsequent orders, extended such approval from time to time. The Commission’s last 
extension of such approval was by order issued July 28, 1960, 24 FPC 105, which extended 
approval of such rates and charges to October 1, 1960. 
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cipated in 1965, Tex-La will pay $367,992 per year. The contemplated ar- 
rangement is part of an agreement between Tex-La and Southwestern involving 
the resale of the output of Narrows Dam Project to Southwestern and the 
supply of firm service by Southwestern to certain distribution members of 
the Tex-La cooperative. 

In comparison with the payout charges accumulating under the present 
arrangement, it is estimated that the proposed annual revenues of $367,992 
following the installation of the third generating unit at the project will 
provide funds for the amortization of the project. 

According to the Secretary of the Interior, the annual revenues to be 
received under the proposed arrangement represent the top market price for 
such power in the project area. 

Notice of the request for approval of the proposed rates and charges 
was sent to state officials and other interested parties and published in 
the Federal Register on June 18, 1960 (25 FR 5553), stating that any person 
desiring to make comments or suggestions for the Commission’s consideration 
should submit same on or before July 5, 1960. No comments or suggestions 
were received. 











The Commission finds: 





The proposed rates and charges for the sale of the total output of the 
Narrows Dam Project by SWPA to Tex-La, all as set forth above, for the 
period from October 1, 1960 through June 30,. 1965, will not be inconsistent 
with the provisions of the Flood Control Act of 1944. 
The Commission orders: 

The proposed rates and charges for the sale of the total output of the 
Narrows Dam Project by SWPA to Tex-La, all as filed with the Commission 
on June 2, 1960 and referred to above, hereby are confirmed and approved 
for the period beginning October 1, 1960 and ending June 30, 1965. 












Before Commissioners : 
and Arthur Kline. 


Jerome K. Kuykendall, Chairman; Frederick Stueck 
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FINDINGS AND ORDER ISSUING CERTIFICATE 





OF PUBLIC CONVENIENCE AND NECESSITY 








AND AMENDING PRIOR CERTIFICATE ORDERS 


(Issued September 26, 1960) 








On March 25, 1960, as supplemented on April 27, and June 13, 1960, 
Hope Natural Gas Company (Applicant) filed in Docket No. CP60-67 an 
application pursuant to Section 7(c) of the Natural Gas Act for a certifi- 
cate of public convenience and necessity to construct and operate certain 
natural gas facilities replacing portions of Applicant’s pipelines extending 
from its Kennedy storage area in Lewis County to the City of Parkersburg, 
Wood County, all in the State of West Virginia, as more fully set forth 
in the application, as supplemented. Hope distributes gas in the Parkersburg 
area. 












The facilities for which authorization is sought hereunder consist of about 
11 miles of 20-inch pipeline to replace the existing 11 miles of 52-year old 
12-inch pipeline between Ellenboro Junction and Schultz Junction in Ritchie 
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and Pleasants Counties, and about 9 miles of 20-inch pipeline to replace the 
existing 9 miles of 52-year old 12-inch pipeline between the Kennedy and 
Fink Storage Pools and Applicant’s Sweeney Compressor Station in Lewis 
County. 

The proposed new facilities will permit the Sweeney Station to compress 
greater volumes of gas from the Kennedy and Fink Storage Pools for delivery 
to the Parkersburg area to help meet the needs there, offsetting a decline 
in production in the Blackwater Anticline area in Randolph County which 
is rapidly becoming depleted. Also, the new arrangement will permit greater 
deliveries to Applicant’s Hastings Compressor Station which compresses gas 
for transmission to Applicant’s affiliates in Ohio and Pennsylvania. 

The estimated total cost of the project, including removal of the existing 
deteriorated pipelines, is $2,097,100, which will be financed from a portion of 
the funds obtained by the issuance of $5,000,000 in long-term notes to Appli- 
cant’s parent, Consolidated Natural Gas Company. 

On April 21, 1960, Applicant filed a motion for amendment of the outstanding 
authorizations which it holds in Docket Nos. G—2412 and G-—10264, so as to 
delete existing limitations imposed by the Commission on the storage pres- 
sure and maximum proposed storage inventory of the Fink and Kennedy Stor- 
age Fields as set forth in detail in said motion. 

Temporary authority to construct, replace and operate facilities as proposed 
in the application herein was granted to Applicant on July 14, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 15, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Hope Natural Gas Company, a West Virginia corporation 
having its principal place of business in Clarksburg, West Virginia, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 27, 1943, in Docket No. G-290 (3 
FPC 994). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation and exhibits, as supplemented, in this proceeding, are proposed to be 
used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as integral parts of Applicant’s 
existing pipeline system and the construction and operation thereof by Appli- 
cant are subject to the requirements of Subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction, replacement and operation of facilities by 
Applicant are required by the public convenience and necessity and a certifi- 
cate therefore should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (¢c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and 
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to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be com- 
pleted and placed in actual operation should be fixed at eight months from 
the date on which this order issues. 

(6) It is in the public interest and appropriate in carrying out the pro- 
visions of the Natural Gas Act to amend, as hereinafter specified and ordered, 
the orders of the Commission issued on October 7, 1957, in Docket No. G—10264, 
and on July 22, 1954, in Docket No. G—2412, respectively. 

(7) A request during the public hearing by staff counsel for omission 
of the intermediate decision procedure herein was unopposed by any party 
of record and, not having been denied by the Commission, is granted pur- 


suant to Section 1.30 (c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same 
is hereby issued authorizing Hope Natural Gas Company to construct, re- 
place and operate the facilities hereinbefore described, as more fully described 
in the application and exhibits, as supplemented, in Docket No. CP60—67, for 
the transportation and sale of natural gas as therein set forth, subject to 
the jurisdiction of the Commission, upon the terms and conditions of this 
order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c)(4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed, replaced and placed in actual operation as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act is hereby fixed at eight months from the date on which this order 
issues. 

(D) The second sentence in paragraph (A) of the Commission’s order 
issued October 7, 1957, in Docket No. G—10264, reading: “The maximum pro- 
posed inventory of 56 million cubic feet in the Fink Storage Field shall not 
be exceeded without further authorization of this Commision”, be and the 
same is hereby deleted. 

(E) The last sentence in paragraph (E) of the aforesaid order issued 
October 7, 1957, in Docket No. G—10264, be and the same is hereby amended 
to read: “Reports shall be filed for the Fink Storage Field until Applicant 
has completed two injection and withdrawal cycles when the shut-in stor- 
age pressure, after the injection cycle, has reached or has closely approxi- 
mated 1000 psig.” 

(F) The order of the Commission issued July 22, 1954, in Docket No. 
G-—2412, be and the same is hereby amended so as to require that the maxi- 
mum wellhead storage pressure of the Kennedy Storage Field shall not ex- 
ceed 1,000 psig without further authorization from the Commission. 

(G) In all other respects, the orders issued October 7, 1957, in Docket 
No. G—10264, and on July 22, 1954, in Docket No. G—2412, respectively, shall 
remain in full force and effect. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


MISSISSIPPI RIVER FUEL CORPORATION, DOCKET NO. G—19190 
FINDINGS AND ORDER AMENDING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 
(Issued September 26, 1960) 


On April 11, 1960, Mississippi River Fuel Corporation filed a motion to amend 
the certificate of public convenience and necessity issued to it in Docket No. 
G-19190 on January 18, 1960. That order authorized Mississippi River Fuel 
to construct and operate facilities necessary to effect the direct sale of up to 
500 Mcf per day of natural gas on an interruptible basis to T. L. James and 
Company, Inc. (James) for a period not to extend beyond April 30, 1960. 
The proposed facilities consisted of a tap and measuring and regulating 
station installed on Applicant’s West Line in Louisiana, approximately 4 
miles west of its Minden, Louisiana, compressor station. The gas is to be 
used by James in making materials required for road construction. 

The motion requests amendment of the certificate to authorize the opera- 
tion of the proposed facilities for the sale of not more than 500 Mcf per 
day to T. L. James and Company, Inc. for a period to extend not beyond 
January 31, 1961. 

Applicant states that the buyer, James, has been unable to accept delivery 
of any natural gas at the time the motion to amend was filed. 

The Commission finds: 


It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act to amend as hereinafter ordered the Commission’s 
order issued on January 18, 1960, in Docket No. G—19190, to extend to and 
including January 31, 1961, the period during which the facilities author- 
ized in this docket may be operated. 

The Commission orders: 


(A) The Commission’s order issued January 8, 1960 in Docket No. G—19190, 
be and the same is hereby amended extending the period of operation of 
facilities to and including January 31, 1961. 

(B) In all other respects the Commission’s order of January 18, 1960 in 
this matter, shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


OROVILLE-WYANDOTTE IRRIGATION DISTRICT, PROJECT NO. 2088 
ORDER APPROVING REVISED EXHIBIT L DRAWINGS 


(Issued September 26, 1960) 


On July 8, 1960, Oroville-Wyandotte Irrigation District, licensee for major 
Project No. 2088, filed for Commission approval revised Exhibit L drawings 
showing plans for providing additional protection of the downstream face of 
Ponderosa dam. 

The drawings show the spillway redesigned to discharge at elevation 900 
feet, which will be the normal water surface elevation of the Oroville reservoir, 
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and the extension of the low level outlet by 50 feet. The extension of the low 
level outlet will facilitate placement of rock-fill protection to elevation 900 feet 
at a later date but before the completion of Oroville dam. 

By letter dated August 17, 1960, the Office of the Chief of Engineers, Depart- 
ment of the Army, has advised us that the plans are satisfactory insofar as 
the interests of navigation are concerned. 

The Commission finds: 


The following described revised Exhibit L drawings conform to the Com- 
misson’s rules and regulations and should be approved as part of the license 
for the project, and supersede Exhibits L-38 through L-43 (FPC No. 2088-106 
through-111) now part of the license, should be eliminated from the license— 
all as hereinafter provided : 

Exhibit L-88 (FPC No. 2088-126) entitled “Ponderosa Diversion Dam, 
General Plan,” 

L-39 (FPC No. 2088-127) entitled “Ponderosa Diversion Dam, Valley Profile 
and Embankment Section,” 

L—-40 (FPC No. 2088-128) entitled “Ponderosa Diversion Dam, Embankment 
Sections,” 

L—41 (FPC No. 2088-129) entitled “Ponderosa Diversion Dam, Spillway Plan 
and Sections,” 

L-42 (FPC No. 2088-130) entitled “Ponderosa Diversion Dam, Spillway Iniet 
Transition and Crest Structure,” and 

L443 (FPC No. 2088-131) entitled “Ponderosa Diversion Dam, Low Level 
Outlet Works.” 


The Commission orders: 


The revised Exhibit L drawings described in the above finding as conforming 


to the Commission’s rules and regulations are approved as part of the license 
for Project No. 2088, and the Exhibit L drawings described in the same finding 
as superseded are eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G-13541 
ORDER DENYING JOINT PETITION FOR REHEARING 
(Issued September 27, 1960) 


On August 29, 1960, the Southern California Gas Company and Southern 
Counties Gas Company of California (Southern California Companies) filed a 
petition requesting rehearing of the Commission’s “Order Approving Proposed 
Settlement, Prescribing Refunds and Terminating Proceedings”, issued August 
19, 1960, 24 FPC 300, in the above-captioned docket. Petitioners state inter alia, 
that the sums refunded to the Rocky Mountain customers by Colorado Interstate 
Gas Company (Colorado Interstate) under the Commission’s order issued August 
19, 1960 in this proceeding, are attributable to sales of gas to El Paso Natural 
Gas Company (El Paso) at 22 cents per Mcf and for that reason should be paid 
over to El Paso for the benefit of its jurisdictional customers, including the 
Southern California Companies. 

On August 31, 1960, Colorado Interstate filed a pleading entitled “Motion by 
Colorado Interstate Gas Company to Reject the Joint Petition of Southern 
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California Gas Company and Southern Counties Gas Company of California for 
Rehearing”, alleging that the petition is without merit because the sales which 
are the basis of the claim of the Southern California Companies involve an 
initial rate contained in a rate schedule which is not in issue in this proceeding. 

The rates involved herein were suspended pursuant to Section 4 of the Natural 
Gas Act by order issued October 18, 1957. By subsequent order these proposed 
increased rates were made effective in the manner prescribed by the Natural 
Gas Act. 

After several conferences between Colorado Interstate, its customers, interested 
parties and Commission staff, a settlement was negotiated. By Commission 
“Order Approving Proposed Settlement and Prescribing Refunds”, issued Decem- 
ber 31, 1959, such settlement was made effective. Paragraph (E) of this order 
provided for a further refund for the calendar year 1959 in the event Colorado 
Interstate earned, under the settlement rates, a return in excess of six percent 
on its jurisdictional business. Further provision was made as to the procedure 
and criteria to be applied in arriving at a determination of further refund. On 
July 7, 1960, at a meeting held in the Commission offices, attended by Colorado 
Interstate, interested parties and Commission staff, a settlement was effected. 
By Commission “Order Approving Proposed Settlement, Prescribing Refunds 
and Terminating Proceeding”, issued August 19, 1960, the agreement executed 
by all the parties was adopted and made effective. 

Docket No. G—13541 is a rate proceeding under Section 4 of the Natural Gas 
Act involving the lawfulness of certain revised tariff sheets containing proposed 
increased rates for jurisdictional sales of natural gas to thirteen of Colorado 
Interstate customers in the Rocky Mountain area. Rates applicable to sales to 
El Paso Natural Gas Company, supplier of gas to the Southern California Com- 
panies, are not included in, or a part of the proposed increased rate filing in 
this proceeding. 

Colorado Interstate sells natural gas to El Paso under Rate Schedule X-8 
which is the subject of the proceeding in Docket No. G-15811. In this latter 
proceeding Colorado Interstate was, by letter order issued on October 1, 1958, 
granted a temporary certificate to make sales of natural gas to El Paso. Rate 
Schedule X-8 was accepted for filing effective as of that date. Said rate 
schedule provided for an initial rate of 22 cents per Mcf. 

From the above, it becomes apparent that the rates involved in this proceeding 
are unrelated to the initial rate provided for in Docket No. G—15811 which pro- 
vides for sales to El Paso, major supplier of natural gas to the Southern 
California Companies. 

In conclusion, the proceeding in Docket No. G—13541 involves proposed in- 
creased rates under Section 4 of the Act and Docket No. G—15811 involves an 
initial rate filing made under a temporary certificate. In the circumstances it 
must be concluded that the sales by Colorado Interstate to El Paso, which in 
turn sells to the Southern California Companies, afford no basis for a refund to 
the petitioners herein. This, it is believed, is conclusively determinative of the 
issues raised in the petition for rehearing of the Southern California Companies. 


The Commission finds: 


The assignments of error and grounds for rehearing set forth in Southern 
California Companies’ Petition for Rehearing filed August 29, 1960, set forth no 
new facts or principles of law which either were not fully considered by the 
Commission when it adopted the order issued herein on August 16, 1960, or 
which, having now been considered, warrant either the vacation or modification 
of the said order. Accordingly, said petition should be denied. 
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The Commission orders: 


The Petition for Rehearing of the Commission order issued herein on August 
16, 1960, filed by the Southern California Companies, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G-—19983 


ORDER DENYING APPLICATIONS FOR REHEARING 


(Issued September 27, 1960) 


Application for rehearing of the Commission’s interim rate order issued 
August 9, 1960, 24 FPC 204, in the above proceeding, have been filed by Ten- 
nessee Gas Transmission Company (Tennessee) and jointly by Manufacturers 
Light & Heat Company, The Ohio Fuel Gas Company and United Fuel Gas 
Company (Interveners). 

Tennessee’s application is directed to the allowance on common equity which 
the Commission found to be proper in determining the fair, just and reason- 
able rate of return to Tennessee for the purpose of the interim order, and to 
the interim rate reduction and refund provisions of the interim order. Inter- 
veners’ application is directed only to the interim rate reduction and refund 
provisions of that order. 

Tennessee’s proposed increased rates in this proceeding are based on a pro- 
posed overall rate of return of 7 percent. When filed, the proposed 7 percent 
rate of return was based on an allowance for common equity of 14 to 15 percent, 
which Tennessee contends has been the historical return on its book equity 
under Commission regulation. In February of 1960, subsequent to its filing 
in this proceeding, Tennessee issued additional common stock which had the 
effect of increasing the percentage of common equity in Tennessee’s capitali- 
zation, and reducing the allowance on common equity produced by the pro- 
posed 7 percent rate of return to about 12% percent, as computed by Ten- 
nessee. Tennessee did not thereafter propose any increase in its allowance on 
common equity, standing on the 12% percent as equivalent to its historical 
return on the basis of this thicker equity. 

In our interim order of August 9, 1960, we found an allowance of between 10 
and 10.5 percent on common equity to be fully adequate for Tennessee, and 
sufficient to enable it to attract new equity capital and preserve its financial 
integrity. We thereupon fixed a fair, just and reasonable overall rate of re- 
turn of 644 percent which, on the basis of the cost of debt and preferred stock 
and the capitalization ratios therein found to be proper for the purpose of the 
interim order, will produce for Tennessee an allowance on its common equity of 
10.12 percent. Tennessee, in its application for rehearing, charges that our 
action in this respect was arbitrary and capricious, deprives it of property 
without due process of law, and discriminates against it in favor of other pipe- 
line companies for which we have recently fixed rates of return. Tennessee 
cities our recent action in Manufacturers Light 4 Heat Company, 23 FPC 446, 
February 25, 1960, and Southern Natural Gas Company, Docket No. G—20509, 
July 8, 1960, 24 FPC 26, where, it contends, we allowed returns on common 
equity higher than that allowed Tennessee, and where the common equity was 
thicker than the common equity of Tennessee. 
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Tennessee states that in the Manufacturers case we allowed a return on com- 
mon equity of 10.35 percent on an equity ratio of 40.3 percent. On the contrary, 
we there found that a 6% percent rate of return was adequate for the period 
ending April 8, 1959, and that on the basis of a capital structure as of April 30, 
1959, consisting of 59.7 percent debt and 40.3 percent common equity, and a 
cost of debt of 3.91 percent, an overall rate of return of 6% percent produced 
a 9.73 percent return on equity. We found that “a fair return on equity * * * 
should continue to approach 10 percent” and that since a 6%4 percent rate of 
return would not continue to produce a return on equity approaching 1% per- 
cent, because of the sharply increased cost of debt during 1959, a 614 percent 
rate of return which would produce a return on equity of around 10 percent 
should be allowed for the rates after April 8, 1959. 

In the Southern case, as Tennessee states, we allowed a return on common 
equity of 10.18 percent. And as Tennessee also states, Southern’s capital struc- 
ture there consisted of 64.2 percent debt and 35.8 percent common equity. 
However, there is nothing inconsistent in our action in that case and in the 
present case. A lower equity ratio does not necessarily demand a higher rate 
of return as Tennessee contends. It may well be true that a high leverage 
condition with a thin equity is indicative of a greater risk than a low leverage, 
thick equity situation. But the equity ratio is only one element or factor to 
be considered in appraising the risks associated with the common equity of any 
given company, and certainly no mathematical measure of differences in risk 
can be derived from comparing the equity ratios of different pipeline companies. 
The total capital structure, including debt and preferred stock ratios as well 
as common equity, the stability of earnings, and the historical pattern of growth 
of a company are all factors to be considered in appraising risk and determin- 
ing a proper allowance for common equity. Neither Manufacturers nor South- 
ern has preferred stock in its capital structure, and neither has had the history 
of growth which Tennessee has had. 

In our order of August 9, 1960, in this proceeding, as well as in other recent 
orders, we have stressed the variety of factors which must be considered in 
determining the allowance for common equity. Our finding that an allowance 
on Tennessee’s common equity of betwen 10 and 10.5 percent is adequate and 
proper is not based solely upon the evidence of earnings-price ratios, nor have 
we assumed, as Tennessee would believe, that such ratios are a direct measure 
of a fair and reasonable return on the book value of the common equity. Such 
ratios are, however, an indication of the investor’s appraisal of the risks in- 
herent in an enterprise and the return he requires in the light thereof, and 
as we have stated before, such ratios may properly be used with judgment, 
together with other factors, in determining a reasonable allowance on common 
equity. 

One such other factor is earnings on book equity, and Tennessee relies heavily 
in support of a higher allowance for equity on evidence of such earnings. We 
have given due consideration to this evidence as a factor in our determination 
of the allowance to be made, although such return cannot be taken as a direct 
measure of the allowance for equity. Such return includes contingent earnings 
under rates subject to refund in proceedings before the Commission. To fix 
a rate of return for the future on the basis of the historical return on book 
equity as Tennessee urges would be improperly to validate such contingent 
earnings. 

The determination of a proper allowance for common equity is peculiarly a 
matter of judgment for the Commission. A rate of return cannot be a matter 
of slide rule computation. Consideration must be given to a multiplicity of 
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factors, some of which cannot be isolated and objectively measured and weighed, 
yet which, in the circumstances of any given case, may tip the balance one way 
or the other. In the present proceeding, we have considered all the evidence in 
arriving at our judgment of a fair and adequate allowance for Tennessee’s 
common equity, and nothing in Tennessee’s application for rehearing persuades 
us that our determination is incorrect or an improper exercise of administrative 
judgment. 

In so reaffirming our interim order, we have also given consideration to, and 
we can find no sound basis for, Tennessee’s charge that this determination will 
require Tennessee’s stockholders to absorb virtually all of the increase in the 
cost of long-term debt incurred by Tennessee in the last five years. Tennessee 
has been able to maintain earnings on book equity at a fairly constant level 
during these years, and it appears that the increase in the cost of debt has 
been largely, if not completely, offset by Tennessee’s ability to sell its common 
stock at prices well in excess of the book value of its stock. The record shows 
that Tennessee’s common stock has been selling at about two and one-half 
times its book value. This further belies Tennessee’s contention that our order 
will discourage its stockholders from expanding capacity, since the effect of 
raising new equity capital at prices in excess of book value is to increase the 
book value of its common stock. The rate of return as determined by our 
interim order will not adversely affect Tennessee’s financial integrity, nor 
impair its continued growth. It is sufficient to attract new capital to Ten- 
nessee and provides a fair return to Tennessee on its net investment rate base. 

Tennessee objects to any interim reduction of its rate of return with respect 
to its production properties. Tennessee, however, has not sought and the 
record shows no need for, a different rate of return on its production properties 
than on its pipeline properties. Accordingly, the 644 percent rate of return 
found to be fair, just and reasonable for the interim order applies to all of 
Tennessee’s properties. It is true that this rate of return is subject to adjust- 
ment in the next phase of the proceeding, insofar as the production properties 
are concerned, by reason of the reservation of the question of how to treat tax 
benefits for statutory depletion and intangible well drilling costs in the light 
of El Paso Natural Gas Company, 22 FPC 260 (1959) and United Fuel Gas 
Company, 23 FPC 127 (1960). However, Tennessee will not be deprived during 
the interim period of any return to which it may be entitled by reason of such 
benefits, regardless of how the Commission finally disposes of this question— 
whether by an increased return on production properties or otherwise. Ten- 
nessee has included all such tax benefits to its cost of service and will be able 
to recover all such costs subject to refund pending the Commission’s determi- 
nation of the proper treatment of such benefits. 

The interim order requiring refunds and providing for the filing of lower 
rates based on the 614 percent rate of return will result in annual savings to 
Tennessee’s jurisdictional customers of $11,001,825 pending final determination 
of Tennessee’s rates in this proceeding, and is both necessary and appropriate 
to protect the interests of such customers. The order in no way prejudices 
the rights of any party in this proceeding, and, as we have found, is a lawful 
exercise of our authority in carrying out the purposes of the Natural Gas Act. 


The Commission finds: 


The assignments of error and grounds for rehearing contained in the applica- 
tions for rehearing of the Commission’s order of August 9, 1960, in this pro- 
ceeding, set forth no new facts or principles of law which were not fully 
considered by the Commission when it issued that order, or which having now 
been considered warrant any change or modification thereof. 
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The Commission orders: 


The above applications for rehearing of the Commission’s order of August 9, 
1960, in this proceeding, are hereby denied. 
Chairman Kuykendall dissenting. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 









MOUNTAIN 












































FUEL SUPPLY COMPANY, DOCKET NOS. CP60-89 AND 
G-10446 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND AMENDING PRIOR CERTIFICATE ORDER 


(Issued September 29, 1960) 





On April 26, 1960, as supplemented on June 10, 1960, Mountain Fuel Supply 
Company (Applicant) filed in Docket No. CP60-89 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of additional mainline 
facilities to enable Applicant to increase firm deliveries of natural gas to exist- 
ing customers, all served at retail, mainly in the vicinity of Salt Lake City, 
Utah, all as more fully set forth in the application and supplement. 

The proposed facilities consist of : 

(a) an additional 20.20 miles of 20-inch pipeline in Uintah County, Wyoming, 
to further loop two existing 18-inch main pipelines between Salt Lake City, 
Utah, and Green River, Wyoming; 

(b) a new compressor station, housing two 1,320 horsepower compressors, 
to be located on Applicant’s main pipeline at Kanda Junction, Wyoming; 

(ec) 6.74 miles of 24-inch pipeline extending eastward from Sunnyside Gate 
Station at Salt Lake City, to replace a portion of the present 16-inch line which 
has been in service since 1929; and 

(d) 6.36 miles of 20-inch pipeline extending from Kanda Junction to Green 
. River, to replace the present 18-inch line which has also been in service since 
‘ 1929. 

The estimated total cost of the proposed facilities in $3,125,000 to be financed 
from funds on hand and short term bank loans. 

The additional deliveries of natural gas through these facilities are intended 
to meet the normal growth in requirements of Applicant’s system. 

It appears that the present capacity of Applicant’s main interstate transmis- 
sion system is 240,770 Mcf per day. It also receives 56,000 Mcf per day of 
intrastate gas at Orem, Utah, from Utah Natural Gas Company, giving a 
maximum overall system delivery capacity of approximately 297,000 Mcf per 
day. Under the present application, Applicant expects to increase its inter- 
state pipeline capacity to 260,410 Mcf per day, but deliveries from Utah Natural 
Gas Company are expected to decline to 52,000 Mef, indicating an overall 
system delivery of 312,400 Mcf per day which Applicant shows will meet its 
anticipated firm peak day demand for the winter of 1960-61. 

No adverse effect on Mountain Fuel’s gas supply is expected to result from 
the proposal. 

Temporary authority to construct and operate the facilities as proposed in 
the application in this proceeding was granted to Mountain Fuel Supply 

Company on July 8, 1960. 
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Inasmuch as the compressor station (Item b hereinabove) is intended to 
take the place of certain proposed looping of Applicant’s pipeline between 
Kanda Junction and the pipeline of El Paso Natural Gas Company, which 
looping, among other things, was authorized by the Commission’s order issued 
June 13, 1957, in Docket No. G—10446, it is appropriate to amend said order 
in Docket No. G—10446 so as to delete therefrom the authorization for the 33.2 
miles of loop facilities which have not been constructed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 13, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Mountain Fuel Supply Company, a Utah corporation having 
its principal place of business in Salt Lake City, Utah, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of March 9, 1943, in Docket No. G-313 (3 FPC 
$38). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in 
the transportation and sale of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, as integral parts of Applicant’s existing 
pipeline system and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and 
to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be completed 
and placed in actual operation should be fixed at 8 months from the date on 
which this order issues. 

(6) It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act to amend, as hereinafter ordered, the order of the 
Commission issued June 13, 1957, in Docket No. G—10446. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Mountain Fuel Supply Company to construct and 
operate the facilities hereinbefore described, as more fully described in the 
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application, as supplemented, in this proceeding, for the transportation and 
sale of natural gas as therein set forth, subject to the jurisdiction of the Com- 
mission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c)(4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 8 months from the date on which this order issues. 

(D) The order of the Commission issued June 13, 1957, in Docket No. G—10446, 
granting a certificate of public convenience and necessity to Mountain Fuel 
Supply Company, be and the same is hereby amended so as to delete therefrom 
authorization for the 33.2 miles of loop facilities which have not been con- 
structed and which are being rendered unnecessary by construction of the new 
compressor station authorized by this order. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. CP60-97 





FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 29, 1960) 





On May 9, 1960, Natural Gas Pipeline Company of America (Natural) 
filed in Docket No. CP60-97 an application, as amended and supplemented 
on June 10, 1960, June 20, 1960, July 7, 1960 and August 29, 1960, pursuant 
to Section 7 of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing Natural to acquire and operate all of the facilities 
owned by Peoples Gulf Coast Natural Gas Pipeline Company (Gulf Coast), 
all as more fully set forth in the application and supplements thereto. 

Gulf Coast owns and operates a natural gas pipeline transmission system 
extending from Texas, in which State it purchases natural gas, through 
the States of Arkansas and Missouri to termini Illinois. Its facilities con- 
sist of approximately 1,225 miles of main transmission pipeline, 366 miles 
of lateral lines, 11 compressor stations with 146,000 total installed horse- 
power and other appurtenant facilities. It sells gas to Natural for resale 
to its utility customers and makes sales for resale to municipalities and 
utility companies for local distribution in Missouri, Illinois and Indiana. 
It also sells gas to Natural Gas storage Company of Illinois, which com- 
pany is controlled by Natural and Gulf Coast, each of which owns 50 per 
cent of the outstanding common stock. 

Natural owns and operates a natural gas pipeline system extending from 
the West Panhandle Field in Texas through the States of Oklahoma, Kansas, 
Nebraska and Iowa to a point near Joliet, Illinois, with a lateral extending 
to the Illinois-Wisconsin state line. Natural makes sales of gas for resale 
to municipalities and utility companies for local distribution in the States 
of Kansas, Nebraska, Iowa, Wisconsin, Illinois and Indiana. It also makes 
some mainline industrial sales. 

Natural and Gulf Coast are both controlled by The Peoples Gas Light 
and Coke Company (PGL) which owns all of the outstanding common stock 
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of Natural and all of the outstanding capital stock of Gulf Coast. Upon 
consummation of the merger, which it is proposed will follow upon the granting 
of the requested certificate, PGL will own all of the outstanding common 
stock of Natural as the surviving company. 

Concurrently with the filing of its application, Natural filed with the Com- 
mission a certificate of adoption of the tariff and contracts of Gulf Coast. 

Under the plan of reorganization which is proposed PGL will transfer 
to Natural as a contribution to capital, all or part of the capital stock of 
Gulf Coast, and will surrender to Gulf Coast for cancellation or extinguish- 
ment all of the shares of that company owned by PGL which are not 
transferred to Natural. Gulf Coast will then be dissolved and liquidated 
pursuant to the applicable laws of the State of Delaware. Gulf Coast will 
then distribute and transfer to Natural in complete liquidation of Gulf Coast 
all of its property and assets subject to all of its debts and liabilities existing 
at the time of transfer. Natural will assume all such debts and liabilities 
and will surrender to Gulf Coast for cancellation all of the capital stock of 
Gulf Coast then owned by Natural. The holders of Gulf Coast’s outstanding 
bonds will surrender them for cancellation, receiving in their place substantially 
identical bonds of Natural. 

Initially Natural will render all the services now rendered by Gulf Coast 
at the same rates of Gulf Coast now on file with the Commission. At a 
later date Natural will file a single tariff applicable to all sales now made 
by Natural and Gulf Coast. 

The proposed merger should result in greater flexibility of operation and 
should permit economies in accounting and administration. It should per- 
mit the financing of construction projects already approved by this Com- 
mission on more beneficial terms to the merged pipeline company than would 
otherwise be the case if the two pipelines were to remain separate, thereby 
resulting in substantial monetary savings. 

Approval of the proposed merger by the Illinois Commerce Commission 
was granted by order of said Commission entered May 18, 1960. 

The docket numbers of the certificate and abandonment authorization here- 
tofore granted to Gulf Coast by this Commission, in which Natural’s name 
is proposed to be substituted for that of Gulf Coast, are listed in Appendix 
A to this order. Said appendix also lists the Section 7(a) orders issued 
against Gulf Coast. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
September 26, 1960, respecting the matters involved in and the issues presented 
by the application herein. Northern Indiana Public Service Company, Northern 
Illinois Gas Company and Illinois Power Company were permitted to intervene 
by order of the Commission dated September 22, 1960. Each of these inter- 
veners has supported the application. No other protests to the granting of the 
application or petition to intervene have been received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Natural Gas Pipeline Company of America, a Delaware cor- 
poration having its principal place of business in Chicago, Illinois, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued October 13, 1942, in Docket No. G-—235 
(3 FPO 830). 
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(2) The facilities proposed to be acquired and operated by Applicant, as 
hereinbefore described and as more fully described in the application and supple- 
ments in this proceeding, will be used in the transportation and sale of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, and 
the acquisition and operation thereof by Applicant are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The sales of natural gas made from facilities to be acquired by Appli- 
eant from Peoples Gulf Coast Natural Gas Pipeline Company, as more fully 
described in the application and supplements in this proceeding, will be made 
in interstate commerce, subject to the jurisdiction of the Commission, and 
such sales are subject to the requirements of subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(4) The acquisition and operation of the facilities and the sales of natural 
gas therefrom, as proposed by Applicant, are required by the public conven- 
ience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(5) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (4) 
above and to the exercise of the rights granted thereunder. 

(7) The name of Natural Gas Pipline Company of America should be sub- 
stituted for that of Peoples Gulf Coast Natural Gas Pipeline Company in the 
certificate and abandonment authorizations heretofore granted to Gulf Coast 
by this Commission in the dockets listed in Appendix A to this order, and in 
the 7(a) orders issued against Gulf Coast also listed in Appendix A. 

(8) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of rec- 
ord, and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Pipeline Company of America to acquire 
and operate the facilities and to make the sales of natural gas as hereinbefore 
described, all as more fully described in the application and supplements in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) The name of Natural Gas Pipeline Company of America be and is hereby 
substituted for that of Peoples Gulf Coast Natural Gas Pipeline Company in 
the certificate and abandonment authorizations and Section 7(a) orders here- 
tofore granted to and against Gulf Coast by this Commission in the dockets 
listed in Appendix A attached to this order which is hereby made a part hereof. 

(D) Applicant’s certificate of adoption of Gulf Coast’s tariff and contracts 
filed on May 9, 1960 is hereby permitted to become effective as of the date of 
issuance of this order. 

(E) The acquisition and merger hereinabove authorized shall be consum- 
mated within six months of the date hereof. 
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APPENDIX A 


Outstanding authorizations to Peoples Gulf Coast Natural Gas Pipeline 
Company in which the name of Natural Gas Pipeline Company of America is 
to be substituted for that of Gulf Coast: 


Docket Nos. Docket Noa. Docket Noa. 
G-1246 G-10103 G-14177 
G-1477 G-10548 G-14178 
G-1669 G—10767 G-14179 
G-1829 G-11433 G-14466 
G-1875 G-11568 G-14476 
G-1914 G—11684 G-14655 

31-2004 G-11705 G-14829 
3-2098 G—12224 G—-17034 
G-2354 G-12297 G-17094 
G-—2601 G-—12480 G-19086 
G-3214 G-12753 G-19963 
G-—6675 G-12937 G—20045 
G-8705 G-13325 lb aT oe 
G-8905 G—13700 Section 7(a) Orders 
G-9748 G-13785 G—-10985 
G-9902 G-13868 G-14312 
G-16215 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


SERVICIOS ELECTRICOS DE PIEDRAS NEGRAS, 8. A., AND CENTRAL 
POWER & LIGHT COMPANY, DOCKET NO. IT-5026 


ORDER AUTHORIZING TRANSMISSION OF ELECTRIC ENERGY TO MEXICO AND SUPERSED- 
ING PREVIOUS AUTHORIZATION 


(Issued September 29, 1960) 


Servicios Electricos de Piedras Negras, S. A. (Servicios), a Mexican cor- 
poration, with its principal place of business in the City of Piedras Negras, 
Coahuila, Mexico, and Central Power and Light Company (Central), incorpo- 
rated under the laws of the State of Texas, with its principal place of business 
at Corpus Christi, Texas, filed a joint application on June 27, 1960, for authori- 
zation, pursuant to Section 202(e) of the Federal Power Act, to transmit electric 
energy from the United States to Mexico in an amount of not to exceed 45,000,000 
kwh per year at a maximum transmission rate of 7,500 kw. The requested au- 
thorization would supersede that previously granted by the Commission’s order 
issued October 23, 1956, in the above docket (16 FPC 1089). 

The electric energy which Applicants propose to export will be transmitted 
by Servicios from points located in the vicinity of Eagle Pass, Texas, to 
the City of Piedras Negras, Coahuila, Mexico, over two electric transmission 
lines which are owned and operated by it and covered by Presidential Per- 
mits signed by the President of the United States on June 2, 1948 (Docket 
No. E-6109) and April 29, 1949 (Docket No. E-6192). 

By the previously mentioned order, Applicants were authorized to trans- 
mit from the United States to Mexico up to 27,000,000 kwh of electric energy 
per year at a maximum transmission rate of 5,000 kw. The application 
states that the increased amount of electric energy is needed because an 
increase in the number and requirements of consumers in the City of Piedras 
Negras, Coahuila, Mexico, and vicinity resulting from the continued indus- 
trial growth of that area has rendered Applicants’ present authorization in- 
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adequate. The application further states that Servicios has no generating 
capacity to supply such additional requirements. Applicants represent that 
Central can supply the additional electric energy at the increased rate of 
transmission and still meet the requirements for electric service of its present 
and prospective customers in the vicinity of Eagle Pass, Texas. 

Written notice of the application has been given to the Railroad Com- 
mission of Texas and to the Governor of that State. Notice of the applica- 
tion has also been given by publication in the Federal Register on August 3, 
1960 (25 F.R. 7296), stating that any person desiring to be heard or to make 
any protest with reference to the application should, on or before August 
16, 1960, file with the Federal Power Commission, Washington 25, D.C., a 
petition or protest in accordance with the Commission’s Rules of Practice 
and Procedure. No protest or petition or request to be heard in opposition 
to the granting of the application has been received. 


The Commission finds: 


(1) The proposed transmission of electric energy from the United States 
to Mexico, as limited herein and as hereinafter authorized, will not impair 
the sufficiency of electric supply within the United States and will not impede 
or tend to impede, the coordination in the public interest of facilities subject 
to the jurisdiction of the Commission. 

(2) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) Applicants are hereby authorized to transmit electric energy from the 
United States to Mexico in accordance with the terms and conditions set 
forth in the application and subject to the provisions of this order. 

(B) The electric energy which Applicants are hereby authorized to trans- 
mit from the United States to Mexico shall be in an amount not in excess of 
45,000,000 kwh per year at a transmission rate not to exceed 7,500 kw; the 
energy to be transmitted over the facilities specified in the Presidential Per- 
mits signed by the President of the United States on June 2, 1948 and April 
29, 1949, as referred to above. 

(C) The authorization herein granted may be modified from time to time 
or terminated by further order of the Commission, but in no event shall such 
authorization extend beyond the dates of termination or expiration of the 
Presidential Permits referred to in Paragraph (B) above. 

(D) Applicants shall conduct all operations pursuant to the authorization 
herein granted in accordance with the provisions of the Federal Power Act 
and pertinent rules, regulations or orders issued by the Commission. 

(E) Applicants shall provide for the installation and maintenance of adequate 
metering equipment to measure the flow of all energy transmitted from the 
United States to Mexico pursuant to the authority herein granted; and shall 
make, keep and preserve full and complete records with respect to the move- 
ment of such energy. Servicios shall furnish, in triplicate, with respect to 
such transmission of electric energy, reports annually on or before February 
15, showing (with respect to each of the electric transmission lines which are 
owned and operated by Servicios and covered by the Presidential Permits, 
all as referred to above), the kw hours delivered, the maximum kw of trans- 
mission, and the consideration paid therefor during each month of the preceding 
year. 

(F) This authorization to transmit electric energy from the United States 
to Mexico shall not be transferable or assignable, but in the event of the 
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involuntary transfer of the facilities used for such transmission by operation 
of law (including such transfers to receivers, trustees, or purchasers under 
foreclosure or judicial sale), said authorization shall continue in effect tempo- 
rarily for a reasonable time thereafter, pending the making of an application 
for permanent authorization and decision thereon, provided notice is promptly 
given in writing to the Commission, accompanied by a statement that the 
physical facts relating to sufficiency of supply, rates, and nature of use remain 
substantially the same as before the transfer. 

(G) This authorization shall be without prejudice to the authority of any 
State, State regulatory commission, or the Republic of Mexico for the exercise 
of any lawful authority vested in the State, State regulatory commission, or 
the Republic of Mexico over Applicants. 

(H) This authorization is without prejudice to the authority of this Com- 
mission, or any other regulatory body, with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatso- 
ever now pending or which may come before this Commission, or any other 
regulatory body, and nothing herein shall be construed as an acquiesence by 
this Commission in any estimate or determination of cost or any valuation 
of property claimed or asserted. 

(I) Nothing in this order shall be deemed to constitute authorization or 
approval of any transmission of energy by means of the facilities (covered 
by the aforesaid Presidential Permits) by which the exportations herein 
authorized are accomplished by anyone other than the party designated in 
such duly issued Permits. 

(J) The authorization herein granted shall supersede that heretofore granted 
by the aforementioned order of the Commission issued October 23, 1956, in 
the above docket. 
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PHILLIPS PETROLEUM COMPANY, DOCKET NOS. G-1148, G-3175, 
G—4333, G-6621, G—7773, G-—8623, G-—8695, G-—8883, G-—10359, G—10793 
G-—10883, G—-11125, and G-11217 


OPINION AND ORDER DETERMINING COST OF SERVICE AND TERMINATING PROCEEDINGS 
(Issued September 28, 1960) * 


Syllabus 


. Experience has shown that traditional original cost, prudent investment rate 
base method of regulating utilities is not a sensible, or even a workable 
method of fixing rates of independent producers of natural gas. P. 542. 

. Use of traditional method for regulating utilities provides only some possible 
aid toward solving, but not the answer to, problem of fixing producers’ 
rates. P. 542. 

. Producers of natural gas cannot, by any stretch of imagination, be properly 
classified as traditional public utilities. P. 542. 

. Better method of regulating producer rates would be to establish fair prices 
for gas itself and not for each individual producer. P. 547. 

. Commission proceeds in this case on cost basis, since evidence was presented 
almost entirely on this basis. P. 549. 

5. It is reasonable and prudent for Phillips to develop more reserves each year 
thanit produces in view of expanding demand for natural gas. PP. 550-551. 

. Since producers selling gas to Phillips under percentage contracts will receive 
more for their gas as a result of changes Commission makes in Phillips’ rates, 
without a rate filing, or other action on their part, Phillips will automati- 
cally be required to pay more for its gas, and its purchased gas cost must be 
adjusted accordingly. PP. 552; 750-756. 

. Interest deductions for tax purposes adjusted downward to eliminate interest 
paid in 1954 on an issue of bonds, which was converted to common stock by 
end of 1955, in order to normalize tax year. PP. 552-553; 706. 

. Imputed cost method does not constitute satisfactory basis for determination 
of cost of Phillips’ casinghead and condensate gas produced in Oil and Gas 
Production Dept., since it does not allocate total costs, but merely assumes 
that unit cost of casinghead and condensate gas is same as unit cost derived 
from dry gas produced in Panhandle-Hugoton Field without using or re- 
flecting actual costs of joint product wells. PP. 553; 620-623. 

. Relative cost method is particularly suitable for allocating joint production 
costs of company such as Phillips where number of leases and geographical 
spread of operations provide broad base for determining unit costs of 
separate products exclusive of exploration. PP. 553; 624, et seq. 

. In applying relative cost method, classification of production costs into: (1) 
direct expenses, including depletion, depreciation, and amortization which 
are shown in records by leases, (2) indirect expenses, which must be allocated 
to leases, and (3) return and taxes, based on investments identifiable by 
leases, appears to be appropriate. PP. 553; 624, et seq. 


*Designated Commission Opinion No. 338. Initial decision appears on p. 590. Rehearing denied by 
order issued November 25, 1960, infra, p. 1008. Affirmed 303 F. 2d 380 (CADC 1963) 
373 U.S. 294. 
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Allocation of indirect overhead and direct general expense between 100% oil 
leases and joint product leases should be made on basis of direct operating 
expenses, and not on basis of net capital invested, since management’s 
function is concerned with direct operation of business in any particular 
year. PP. 554-555; 626, et seq. 

There is no necessity in this proceeding in crediting gas costs with a possible 
service to oil production, particularly in view of inadequacy of record. 
PP. 555; 631-633. 

Commission discusses problems in allocating exploration costs. PP.555-560; 
653-679. 

Commission allocates exploration costs, applying factor of four to Btu relation- 
ship of one Mef of gas to one barrel of oil of one to six, arriving at cost 
relationship of one to 24, based on Commission’s exercise of administrative 
judgment applied to facts of record. PP. 560. 

Gasoline plant operations are non-jurisdictional, since these operations con- 
stitute a business for benefit of Phillips rather than for purpose of rendering 
gas fit for pipeline transportation. PP.562-565;683-695. 

Allocation of raw gas costs to extracted liquids, raw gas sold and residue gas 
performed on basis of aggregate BTU. PP. 564; 683-695. 

In a producing company with a rapidly expanding need for investment, aver- 
age test year rate base is not as representative of succeeding years as year- 
end test year rate base. PP. 565; 697-701. 

Undeveloped offshore leases held by Phillips subsidiary included in rate base 
even though there was no production from them during test year, in ab- 
sence of showing that holding these reserves without producing gas from 
them was unwarranted. PP. 565; 618. 

. Net investment in San Juan producing leases transferred to Pacific Northwest 
in 1955 included in rate base, since fact that reserves owned during test 
year did not produce reserves is not sufficient ground to exclude them, for 
reserves are often obtained and properly held for future needs because of 
conditions beyond control of producer, and additions to Phillips’ Gas Dept. 
properties in 1955 not only replaced San Juan Reserves, dollar for dollar, 
but added to net investment. PP. 565; 703-704. 

Full effect must be given to Congressional intent to make tax saving of stat- 
utory depletion and intangible well drilling costs available to taxpayers, 
but not in form of additional profits. PP. 568; 707-723. 

Tax incentives not set forth as specific item in cost of service, since a larger 
return than permitted by tax incentives is allowed. PP. 569; 707-723. 
Phillips’ actual debt ratio and actual cost of debt should not be adjusted to 
reflect as an interest-free loan an item of deferred Federal income tax liabil- 
ity arising from accelerated amortization provisions of Sec. 168 of Internal 
Revenue Code, since this provision is to benefit taxpayer, not consumer. 

PP. 570; 739-742. 

. Use of earnings-price ratios in arriving at proper allowance for common 
equity and rate of return discussed. PP. 570; 736-738; 742; 745. 

Although actual earnings related to book value cannot be decisive in deter- 
mining fair return, they constitute important factor to be considered as 
showing what comparable companies are earning on book value of their 
assets and relation of Phillips’ earnings to their earnings. PP. 571; 730-734. 

Statistical methods do not provide complete basis for determining rate of 
return for independent producer of gas. P. 572. 

. Allowance for Phillips’ common equity of approximately 12% would be fair 
and reasonable. PP. 574; 748. 

Commission allows Phillips overall rate of return of 11%. PP. 574; 748. 

Commission terminates rate investigation proceeding under Section 5(a) of 
the Natural Gas Act. P. 576. 
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20. Commission terminates proceedings under Section 4(e) of the Natural Gas 
Act, with two limited exceptions, since, inter alia, the record indicates 
that these rates have produced revenues less than cost of service during 
periods they were in effect. P. 576. 


31. Spiral escalation clauses in this proceeding provide contractual consent to rate 
escalations. PP. 577; 756-757. 


Commissioner Sweeney not participating. 
Commissioner Kline concurring in part and dissenting in part. 

H. K. Hudson, Kenneth Heady, James G. Williams and Charles E. McGee for 
Phillips Petroleum Company. 

Patrick J. McCarthy, Lawrence I. Shaw, F. Vinson Roach and Walter E. Gal- 
lagher for Northern Natural Gas Company. 

Walter E. Gallagher for Permian Basin Pipeline Company and Texas Gas 
Transmission Corporation. 

Raymond N. Shibley for Panhandle Eastern Pipe Line Company. 

Wilber H. Mack, Charles V. Shannon, Paul S Davis and Stanley Morley for 
Michigan Wisconsin Pipe Line Company. 

L. D. Thomas, Jr. for Consolidated Gas Utilities Corporation. 

Raymond A. Smith and John W. Fleer for Council Bluffs Gas Company. 

George C. Mastor and P. L. Farnand for Minneapolis Gas Company. 

William E. Torkelson, H. J. O’Leary and Thor Soderholm for Public Service 
Commission of Wisconsin. 

Stewart G. Honeck, John H. Bowers and William E. Torkelson for the State 
of Wisconsin. 

Paul T. Dwyer and Robert Reese for the City of Detroit. 

Robert A. Derengoski for Michigan Public Utilities Commission. 

George C. Pardee, G. H. Seig and H. H. Foulks, Jr. for Metropolitan Utilities 
District of Omaha. 

Edward F. Russell and Robert B. Lisle for The Brooklyn Union Gas Company 
and Long Island Lighting Company. 

David K. Kadane and E. M. Barrett for Long Island Lighting Company. 

Kent H. Brown and Morton L. Simons for Public Service Commission of the 
State of New York. 

J. Harry Mulhern, Edward S. Kirby and William R. Duff for Public Service 
Electric and Gas Company. 

J. David Mann, Jr., John E. Holtzinger and John P. Bracken for the United 
Gas Improvement Company. 

James O’ Malley, Jr., William R. Joyce, Jr., Halcyon G. Skinner, Arvin E. 
Upton and John A. Lodge for Consolidated Edison Company of New York, Inc. 

Vincent P. McDevitt, Samuel G. Miller and Eugene G. Bradley for Philadelphia 
Electric Company. 

Gerald K. O’ Brien, Leonard Simons and David R. Kaplan for County of Wayne, 
Michigan. 

Henry E. Lippitt II, for Mississippi River Fuel Corporation. 

Malcolm H. Furbush, Richard H. Peterson and F. T. Searls for Pacific Gas 
and Electric Company. 


Allen R. Grambling and George D. Horning, Jr., for El Paso Natural Gas 
Company. 


Milford Springer and J. R. Rensch for Southern Counties Gas Company of 
California. 


T. J. Reynolds, H. P. Letton, Jr., and H. G. Lippitt for Southern California 
Gas Company. 


676—-807—64——37 
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C. Hayden Ames for San Diego Gas and Electric Company. 

William R. Roache and Harold J. McCarthy for California Public Utilities 
Commission. 

Edmund G. Brown and William V. O’Connor for the State of California. 

John W. Scott for Minnesota Valley Natural Gas Company. 

Carl W. Cummins and A. R. Renquist for Northern States Power Company. 

W. Russell Gorman and Luke R. Lamb for the Staff of the Federal Power 
Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 

This is a rate proceeding under Sections 4 and 5 of the Natural Gas Act 
and is a sequel to the decision of the United States Supreme Court on June 7, 
1954 in Phillips Petroleum Co. v. Wisconsin, 347 U.S. 672, which reversed the 
determination made by this Commission and held that we had jurisdiction 
over the wholesale rates in interstate commerce of the Phillips Petroleum 
Company even though it is an independent producer of gas and not a pipe- 
line company. In this proceeding rates have been determined for Phillips 
by the presiding examiner in his decision issued April 6, 1959, and the issues 
involved are now before us after the filing of exceptions to his decision and 
oral argument before the Commission. 

The original proceeding arose on October 28, 1948, 7 FPC 983, when we 
instituted an investigation under Section 5(a) of the Natural Gas Act to 
determine whether Phillips was a natural-gas company within the jurisdiction 
of the Commission and whether its rates were unjust or unreasonable. After 
a hearing, the Commission determined on August 16, 1951, (10 FPC 246) that 
Phillips was not a natural-gas company, but this decision was reversed by 
the Court of Appeals for the District of Columbia,’ which, in turn, was 
affirmed by the Supreme Court of the United States in the above mentioned 
decision. 

As a result of the Court decisions, we vacated on November 22, 1954, our 
previous termination of the proceedings in G—1148 and reinstituted our Section 
5(a) investigation of Phillips’ rates 13 FPC 1527. By later orders we con- 
solidated the proceedings in Docket No. G-1148 with proceedings under Section 
4(e) of the Gas Act arising out of the suspension of increased rates filed by 
Phillips in the other dockets listed in the title above. The increased rates 
proposed in these dockets became effective at various dates subject to refund. 

The hearings in the consolidated proceedings commenced on June 26, 1956 
and, after 82 hearing days, were closed on December 18, 1957. The parties 
include Phillips, the staff of the Commission and some thirty-one interveners. 
At the October 15, 1957 session of the hearing after the presentation of the 
eases of Phillips and the staff, cross-examination thereon and the supplying 
by Phillips of additional data at the request of various interveners, counsel 
for the Wisconsin Public Service Commission moved that the examiner direct 
the staff to make further studies and present additional data in the record 
to fill alleged gaps. The examiner and subsequently the Commission denied 
Wisconsin’s request. 

On December 2, 1957, two weeks before the close of the hearing, staff 
counsel moved the examiner to grant a recess of six months to permit the 
staff to make a further investigation for the purpose of adding to the record 
data with respect to the cost of Phillips’ joint product wells, broken down 


1 State of Wisconsin vy. F.P.C., 205 F. 24 706 (CADC 1953). 
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on an area basis, so as to assist the Commission in fixing rates on an area 
basis rather than a company-wide basis if it should desire to do so. The 
examiner denied this motion on the ground that the problems raised had been 
obvious for some time, that the additional evidence would not necessarily 
be sufficient, and that granting the motion would result in great delay in 
the completion of the proceedings. The Commission affirmed the examiner’s 
ruling on this matter also. 

Briefs were filed by Phillips, a number of interveners and the staff; and 
the examiner issued a decision on April 6, 1959 in which he thoroughly analyzed 
the questions at issue. Thereafter exceptions were filed by Phillips, Minneap- 
olis Gas Company, San Diego Gas & Electric Company, Panhandle Eastern 
Pipe Line Company, Northern Natural Gas Company and Permian Basin Pipe- 
line Company, Pacific Gas and Electric Company (P.G. & E.), Southern Califor- 
nia Gas Company and Southern Counties Gas Company of California (Southern 
California Companies), Minneapolis Gas Company, Michigan-Wisconsin Pipe 
Line Company, El Paso Natural Gas Company, the Michigan Public Service Com- 
mission, the State of Wisconsin and the Public Service Commission of Wisconsin 
(Wisconsin), the Public Utilities Commission of the State of California and 
the staff of this Commission. The Eastern Seaboard Companies? filed a state- 
ment to the effect that they didn’t specifically except to any portion of the exam- 
iner’s decision but asked to participate fully in the oral argument. The Mid- 
Continent Oil & Gas Association moved to file a brief amicus curiae and a 
brief in which it objected to the use of the cost of service method of fixing 
rates for independent gas producers and urged that the present case, in which 
the evidence was based on cost of service, be decided in such a manner that it 
not be a precedent in other independent producer rate cases as to the standard 
for regulation or even as to the cost of service method itself, if that method 
should be used. 

Oral argument was held before us on October 1 and 2, 1959. Representatives 
of Phillips, the Eastern Seaboard Companies, the California Commission, the 
Wisconsin Commission, several other intervenors* and our staff participated. 
The issues in this proceeding are thus before us and many questions arise. The 
most important question is whether the cost of service method should be applied 
in this proceeding. Assuming that it is necessary for us to use the cost of 
service method here, very important questions relate to the allocation of costs, 
particularly exploration costs between oil and gas, the effect of rate increases 
on the cost of purchased gas, the acreage to be included in the rate base, rate 
of return and the effect to be given to our cost of service determination on 
Phillip’s rates. 

The Phillips Petroleum Company 


Phillips sells more natural gas in the United States than any other oil and 
gas producer; and it is the largest producer of liquids condensed from natural 
gas. It also engages in various phases of the oil and petro-chemical business 
with operations spread throughout the United States and in several foreign 
countries. Its operations include the exploration for and the production of 
oil and gas, the purchase of oil and gas from other producers, the gathering of 
natural gas, the processing of natural gas in gasoline plants for the extraction 
of liquid hydrocarbons, the refining of crude oil and other petroleum products, 


2Long Island Lighting Company, Public Service Electric and Gas Company, Phila- 
delphia Electric Company and the United Gas Improvement Company. 

® City of Detroit, Michigan-Wisconsin, P.G. & E., the Southern California Companies, 
Minneapolis Gas Company and San Diego Gas & Electric Company. 
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the manufacture and sale of various chemicals, the operation of oil pipelines, 
the sale of petroleum products, and research and development. 

While Phillips is the largest seller of natural gas, its annual revenues from 
this source were but 6 percent of its total gross income in 1955. In the test 
year 1954, it sold 688,811,312 Mcf, of which 491,178,953 or 71.3 percent were 
sales for resale in interstate commerce. As the examiner notes, Phillips’ na- 
tural gas operations extend from the Gulf Coast to Montana and Wyoming with 
the greatest concentration of sales occurring in Texas, Louisiana and Oklahoma. 

Three of Phillips’ departments are directly concerned with natural gas. 
These are the Natural Gas Department, which operates all wells producing 
dry gas only and all gas gathering systems, the Natural Gasoline Department, 
which operates the gasoline plants, and the Oil and Gas Production Depart- 
ment, which operates wells producing both oil and gas, including gas conden- 
sate wells. In addition, several service departments perform services in con- 
nection with natural gas operations. As a result of the operations of these 
departments, Phillips sells dry natural gas, gas-condensate well gas, raw cas- 
inghead gas in the field and from gathering systems, and residue gas at the 
outlet of its gasoline plants after the saleable liquids have been extracted. In 
the year 1954, a total of 375,690,912 Mcf was produced, 226,681,178 Mcf in the 
Natural Gas Department and 149,009,734 Mcf in the Production Department, 
and an additional 407,984,210 Mcf were purchased.‘ 


Regulation of Natural Gas Producers’ Prices 


With the full proceedings before us involving the largest independent producer 
of natural gas from the standpoint of sales in interstate commerce the time has 
arrived when the Commission can express its views on the policies which must 
be followed in order to regulate the rates of independent producers of natural 
gas in a sane, sensible and effective manner. Heretofore, we have been confined 
to the record of particular cases, which generally did not afford a basis for 
employing the experience which we have acquired in the many cases which have 
come before us, including, now, this one. 

Experience of the Commission in this case, as well as in many other producer 
rate cases during the last five years, has shown, beyond any doubt, that the 
traditional original cost, prudent investment rate base method of regulating 
utilities is not a sensible, or even a workable method of fixing the rates of inde- 
pendent producers of natural gas. The fact that, in this case, we can, by making 
numerous arbitrary allocations and estimates, arrive at a calculated unit cost 
of gas does not prove to anyone's satisfaction, including ours, that we have thus 
solved the problem of fixing prices for natural gas sold by independent producers. 
We recognize that the use of this method for regulating utilities provides only 
some possible aid toward solving, but not the answer to, the problem of fixing 
producers’ rates. 

Producers of natural gas cannot, by any stretch of the imagination, be properly 
classified as traditional public utilities. Justice Harlan, dissenting in the recent 


case of Sunray Oil Co. v. F.P.C., 364 U.S. 137 at p. 160, characterized the dif- 
ference as follows: 


* * * A pipeline performs a service akin to those traditionally performed 
by public utilities. The independent producer, on the other hand, is unique 
among the objects of public-utility regulation because it is not engaged in 


“These volumes relate to the United States only. The difference between the amounts 


produced and purchased and the amounts sold consists of company uses, losses and return 
to leases, etc. 
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rendering a service to the public in the conventional sense of that concept, 
but rather simply in selling a commodity which it owns * * * 


A natural gas pipeline, under our regulation, usually has a fair opportunity 
to earn a fair rate of return, but such is not necessarily the case with a producer. 
The pipeline investor is reasonably assured of the financial feasibility of a proj- 
ect before any funds are expended for construction. The pipeline constructs 
facilities only after the issuance of a certificate of public convenience and neces- 
sity and reasonable assurance of fair rates. The producer must invest his funds 
prior to ascertaining whether he will have anything to sell or whether, if he 
does, he will have an adequate market. Thus it is clear that in regulating 
producers, we are faced with problems entirely different from those presented 
by an ordinary public utility. Furthermore, to fix rates of gas producers simply 
by allowing a return on investment or rate base will penalize the efficient or 
fortunate producer and will unduly reward the inefficient or unfortunate pro- 
ducer. As Justice Jackson put it in his dissent in F.P.C. v. Hope Natural Gas 
Co., 320 U.S. 591 at 649: 


* * * The service one renders to society in the gas business is measured 
by what he gets out of the ground, not by what he puts into it, and there 
is little more relation between the investment and the result than in a game 
of poker. 


Virtually the only situation in which the investment would have a real re- 
lationship to the return is where the producer has purchased fully developed 
acreage at a current fair price. Otherwise the determination of the cost of a 
producers’ assets upon the happening of a certain event, or at a certain point in 
time will produce unrealistic and inequitable results. Under the cost rate base 
method the producer who first takes the risk in an area and proves it productive 
will get the least return, for he will undoubtedly pay less for his rights than 
those who come in later after the area is proved. 

While the examiner felt that the traditional rate base method of rate regula- 
tion could ultimately be successfully used to regulate producers’ rates, we are 
convinced that such a method is unworkable, and will produce fallacious results. 
This conclusion is based not only upon our examination of the record in this 
case but to an even greater extent upon the knowledge and expertise we have 
gained from the many producer cases which we have had before us, either after 
an examiner’s decision or upon some matter of procedure or evidence in pending 
cases, and from years of study of these problems. 

We are not dealing with a service requiring certain equipment at known costs. 
We are dealing in many instances with one of two commodities produced with 
the same equipment and processed to varying degrees prior to sale. The price 
of the second commodity, oil, is unregulated, as is that part of the gas, which is 
sold in intrastate commerce or other transactions not subject to our jurisdiction, 
as well as the products which are extracted prior to shipment. Thus we are 
faced with the extremely difficult problem of allocating costs between the regu- 
lated and unregulated products. The record shows that none of the experienced, 
diligent, and intelligent experts who have labored on this problem have proposed 
any allocations which were acceptable to other experts. Every method of al- 
location advanced was shown to have at least some element of guesswork or to 
ignore some facts. 

While we must make allocations in all rate cases, the amounts involved in 
electric and gas pipeline cases have been comparatively small, and the alloca- 
tions relatively simple. In the case of the producer, the amounts involved in 
the allocations of costs are major in size and extremely difficult to make. The 
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result is that a producer actually could become bankrupt, or could make enormous 
profits, depending merely on the methods of allocation used. We do not say 
that allocations cannot be made. We say that in this kind of case the rates 
should not be wholly dependent upon them. 

Further experience may enable us to refine and improve our allocation methods, 
but it is clear that the calculation of the unit cost of gas is, and will be an 
inexact, complex, unsatisfactory, and time consuming process, fraught with 
controversy. The result finally reached may give the illusion of accuracy since 
mathematical processes are involved, and a definite price per Mcf is the final 
result. But such a result must be tested against the realities of the market 
place. Thus, prices calculated solely on the cost rate base principle cannot be 
accepted if they are higher than a buyer will pay, or lower than a seller will 
accept. 

When an unrealistic result is reached, the formulae for allocations must be 
changed, in order to bring about a reasonable result. The allocation methods 
then become a means of supporting a result already arrived at, rather than a 
means of arriving at a result which was previously unknown. 

Another difficulty in determining cost of gas per unit is presented by the 
necessity of using estimates of reserves of gas, which can never be precise and 
have been shown to be highly inaccurate in many cases, with qualified experts 
differing as much as 100 percent over reserves in the same formations. See 
e.g., Hl Paso Natural Gas Company, Docket No. G—12580, 22 FPC 900, pages 904 
and 918, et seq. 

The rate base cost of service method entails consideration of the tax laws 
applicable to percentage depletion and intangible well-drilling costs. (I.D.C.) 
Thus these difficult and disputatious matters, the effects of which are extremely 
difficult to predict, become major issues, along with the methods of allocation. 
Instead of simplifying, they obfuscate and hinder the solution of the problem 
of arriving at a just and reasonable rate for natural gas sold by a producer. 

Ridiculous results will be reached among the great number of producers and 
owners of interests if costs should be the only basis for regulation. In unitized 
fields many single wells have as many as fifty part owners. If cost is to be the 
sole criterion, each owner would be required to show his costs. Any other 
course would presumptively be unlawful and confiscatory as to those owners 
whose costs were not shown. Under the rate base method, Phillips’ new rates 
could not be said to be fair for co-owners. Thus from each well in the United 
States every Mcf of gas might have a different price tag. Gas from one well 
might well range in cost from 1 cent to10 dollars per Mcf.* 

In this connection it is to be noted that much of the gas which Phillips sells 
into interstate commerce is purchased from thousands of independent producers 
whose rates under percentage-type casinghead contracts are dependent upon 
Phillips’ rates. We discuss this problem more completely below under the 
subject of Expenses. It should be pointed out at this point, however, that the 
percentage-type of casinghead contracts which share the proceeds of sale, give 
automatic rate increases for thousands of producers selling to Phillips with no 
possible determination by us of actual just and reasonable prices to each seller 
for such casinghead sales. 

We must also consider the interests of the many royalty owners who are 
paid a percentage of the price received for the products. If cost is to com- 
pletely control price, landowners would be well advised to lease only to the 
producing companies who have and can show high costs. Thus low cost pro- 


5 See Pan American Petroleum Corp., et al., Opinion 310, 19 FPC 463. 
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ducers who must replace diminishing resources would find it increasingly 
difficult to obtain new leases. In keeping with such a showing of higher 
costs we must bear in mind the fact that almost half of the markets for gas 
in this country are not under our jurisdiction. This gives many producers 
substantial room in which to manipulate their sales in order to sell only 
in interstate commerce the gas with the highest production costs. 

In his concurring opinion in Colorado Interstate Gas Co. v. F.P.C., 324 
U.S. 581, Justice Jackson anticipated the chaos of such a situation when he 
stated at page 610: 


To let rate-base figures, compiled on any of the conventional theories 
of rate-making, govern a rate for natural gas seems to me little better 
than to draw figures out of a hat. These cases confirm and strengthen 
me in the view I stated in the Hope case that the entire rate-base method 
should be rejected in pricing natural gas, though it might be used to 
determine transportation costs. These cases vividly demonstrate the 
delirious results produced by the rate-base method. These orders in some 
instances result in three different prices for gas from the same well. The 
regulated company is a part owner, an unregulated company is a part 
owner, and the land owner has a royalty share of the production from 
certain wells. The regulated company buys all of the gas for its inter- 
state business. It is allowed to pay as operating expenses an unregulated 
contract price for its co-owner’s share and a different unregulated con- 
tract price for the royalty owner’s share, but for its own share it is 
allowed substantially less than either. Any method of rate-making by 
which an identical product from a single well, going to the same consumers, 
has three prices depending on who owns it does not make sense to me * * * 


Another problem inherent in regulation of producers on a cost basis is 
the administrative burden of having a full cost rate case for each of the 
thousands of independent producers. And one case per producer would not be 
sufficient. The uncertainty of the business assures that a great many pro- 
ducers will have substantial cost and revenue fluctuations from year to year 
and, if cost were our only criteria, the interests of both consumers and pro- 
ducers would require a full cost hearing repeatedly for each producer. Thus 
adherence to the original cost rate base method of regulation results in the 
necessity of a full scale, company-wide cost study of a producer in order 
to determine whether the price contained in any one contract represents 
revenue to which the company is entitled. If the Commission suspends a two 
mill escalation in a contract, and then processes that case in the usual manner, 
the same work must be done as would be done in a Section 5(a) investigation. 
This is one of the main reasons why this long drawn out case must necessarily 
result in the disposition of relatively few of Phillips’ many filings. Certainly 
we cannot judge Phillips’ precise revenue requirements for 1960 and the future 
based on its costs for 1954. 

An illustration of the administrative impossibility of separate determinations 
for all producers’ rates is found in the fact that there are 3,372 independent 
producers with rates on file with this Commission. The producers have on 
file with us 11,091 rate schedules and 33,231 supplements to these schedules. 
Currently, 570 of these producers are involved in 3,278 producer rate increase 
filings now under suspension and awaiting hearings and decisions. The number 





®To these add 15,435 non-filing co-owners whose rights should also be considered under 
any rate base theory. 
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of completions of independent producer rate cases per man-year during the first 
6 years following the Phillips decision indicate that nearly 13 years would be 
required for our present staff to dispose of the 2,313 cases pending on July 1, 
1960. Within this 13-year period an additional estimated 6,500 cases would 
have been received. 

Thus, if our present staff were immediately tripled, and if all new employees 
would be as competent as those we now have, we would not reach a current 
status in our independent producer rate work until 2043 A.D.—eighty-two and 
one half years from now. Of course, we could expect to improve our techniques 
and thus shorten the time required to process these cases. If we increased our 
efficiency one thousand percent, we would achieve current status in 1968—eight 
and two tenths years from now. And regardless of how much our staff is in- 
creased every case must still be reviewed by us and our own time and capacity 
is not unlimited." 

As the cost evidence in this case indicates, and as the examiner found in this 
case even absent sales manipulations, our function in regard to producers may 
well become one of permitting increases in gas prices if each producer is to be 
regulated solely on a cost basis. In this connection, it may be noted that at this 
time 11 producer rate increase cases have had full hearings and have been finally 
decided by us on a cost basis. In 10 of these cases the costs showed that the 
proposed prices were more than justified.* In the other case. H. L. Hunt, 19 
FPC 748, difficulties with an affiliated seller’s rate prevented us from deciding 
the rates of the applicant. Three 5(a) proceedings against producers have been 
fully concluded and in all three the producers’ prices were shown to be justified 
on a cost basis.’ Phillips will add one more to this list. 

Of 30 producer rate increases submitted with cost data up to this time, 16 
have been accepted by our staff when a study of the data showed that the 
prices were more than justified even though every accounting issue was re- 
solved against the applicant. The remaining 14 increases have either been 
settled or are awaiting hearings because of incomplete or unacceptable cost 
data but not because the rates involved appeared to be wholly out of line with 
the costs. The indications from these and filings now being studied make it 
quite clear that regulation of producers on a company-by-company rate base 
method will in all probability result in higher consumer prices than we would 
otherwise have.” Since the cost rate base method seems almost always to 
produce the higher rates it appears that consumers, in most instances, will be 
thoroughly protected if we place more reliance on existing prices and on ap- 
plicable economic principles. 

In fact, rigid adherence to the rate base method will, in many cases, price the 
producers’ gas completely out of the market. This fact is now abundantly clear: 
Regardless of variations in allocation methods, allowance for incentives, and 


7™The Bills introduced into Congress to eliminate some smaller producers from our 
jurisdiction would not actually reduce these figures to any substantial extent. Field 
unitizations, production fluctuations from year to year, fluctuations in the allowables set 
by the states, processing contracts and various other factors would prevent such a law 
from reducing our workload to any great extent beyond that which it has already been 
reduced by our own regulations in regard to filings. 

8 Wunderlich Development Co., 15 FPC 690, Davidor ¢ Davidor, 15 FPC 1236, Christie 
Mitchell, 15 FPC 751, William Negley, 17 FPC 550, Bayview Oil Co., 21 FPC 405, Reb- 
stock & Reeves, Docket No. G—9721, et al., issued April 20, 1959, Sinclair Oil Co., 22 FPC 
53, Harper Oil Co., 17 FPC 803, Hassie Hunt Trust, 21 FPC 27, Monsanto Chemical Co., 
22 FPC 1077. 

® Gillring Oil Co., 20 FPC 772, Ralph E. Fair, 20 FPC 810, OC. V. Lyman, 20 FPC 770. 

10The main exception to the higher cost situation exists in the gas produced from the 
Panhandle-Hugoton Field in Texas, Oklahoma and Kansas, which was developed near the 
turn of the century and has relatively more shallow producing horizons holding tre- 
mendous reserves, 
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other disputed factors, computations of the cost of natural gas which have 
been presented in the many cases before us, show that natural gas has been, 
in almost all instances, substantially underpriced. 

Furthermore, it is clear that contracts for the sale and purchase of natural 
gas which were in force prior to June 7, 1954, while presumed as a matter of 
law to be reasonable, Wichita Railroad & Light Co. v. Public Utilities Commis- 
sion of Kansas, 260 U.S. 48, are, in most cases, actually reasonable, as tested 
by cost rate-making principles. Thus, these old contracts provide starting 
points, which with relatively few exceptions are fair, or more than fair to 
consumers. 

From the foregoing, it follows that effective regulation of the price of natural 
gas must be on some more manageable plan that the rate base method. Thus 
it is clear that the better method would be to establish fair prices for the gas 
itself and not for each individual producer. While the evidence here is sufficient 
to allow a determination on a mathematical basis of the revenue Phillips 
requires, it appears that the ultimate solution to producer regulation will be in 
the determination of fair prices for gas, based on reasonable financial require- 
ments of the industry and not on the particular rate base and expenses of each 
natural gas company. 

We are, simultaneously with the issuance of this opinion and order, promulgat- 
ing a policy statement setting forth rate guidance levels for various producing 
areas of the country. We are thereby establishing two prices for each of these 
areas; (1) a price applicable to new contracts above which we will not certificate 
new sales without justification of the price; (2) a price pertaining to existing 
contracts, above which we shall suspend price escalations. 

This schedule of prices is only for guidance and does not constitute any deter- 
mination of just and reasonable rates and will not foreclose any person from 
justifying a particular rate in any area. Prices now shown on this schedule 
will no doubt be revised from time to time, as experience indicates they should 
be. Other revisions and refinements no doubt will also be made, such as changes 
in the boundaries of the areas, provisions for variations in physical qualities of 
the gas, terms of delivery, and other factors. 

Our ultimate objectives will be to set prices in all producing areas which 
will be adequate to maintain the gas supplies needed by the consumers of the 
nation, but at prices that are no higher than are necessary to accomplish that 
purpose. 

We intend to make use of cost data we have obtained in the past and we 
intend to acquire and consider cost information in the future. We also intend 
to use all information of an economic nature we have acquired, and to continue 
to acquire and use such data in the future. Costs incurred in the past are only 
a part of the body of information pertaining to the economics of the gas produc- 
ing industry which is necessary for intelligent regulation of that industry. 

Costs pertaining to a representative sampling of the industry in any one area 
must be accepted as part of the basis for fixing rates for all producers in the 
area. Obviously, as we have shown previously, it is impossible as well as 
absurd to obtain the cost data for each and every one of the thousands of 
producers under our jurisdiction. 

We fully realize that some persons will contend that the plan of rate regula- 
tion we here announce is not lawful and that we are bound by City of Detroit v. 
F.P.C., 230 F. 2d 810 (CADC, 1956), certiorari denied 352 U.S. 829, to calculate 
a rate base and determine a rate of return, at least as a point of departure. If 
this contention is correct, then, as a practical matter, adequate regulation of 
producers appears to be impossible under existing law. 
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Nowhere in the Natural Gas Act is there as much as one word which indicates 
that this Commission must use a rate base in determining just and reasonable 
rates. The correct construction of the Natural Gas Act on this question, both 
as a legal and as a practical matter has been made by the Court of Appeals of 
the Fifth Circuit in Forest Oil Corporation v. F.P.C., 263 F. 2d 622 (1959), 
wherein the Court said: 


We do not think that either the Commission or the petitioner should be 
baffled or handicapped in this new field of regulation by any formulas by 
whatever name they are known. Specifically, if there is an accounting or 
rate-making formula known to the public utilities industry as a “conven- 
tional rate-base method of rate-making” which the Commission in its order 
of dismissal in this case said must be used at least as a basis of comparison 
or point of departure, we say the Commission need not require it unless 
such method is the only way by which the Commission can make its 
required determination * * * (263 F. 2d 622, 626). 


In dealing with competitive industries such agencies as the Interstate Com- 
merce Commission have found it best to work out regulatory principles based 
on numerous other standards and criteria. Producer regulation will have to be 
based on similar considerations. As Justice Jackson stated in his concurring 
opinion in Colorado Interstate, supra, at p. 612: 


* * * Far-sighted gas-rate regulation will concern itself with the present 
and the future, rather than with the past, as the rate-base formula does. 
It will take account of conditions and trends at the source of the supply 
being regulated. It will use price as a tool to bring goods to market—to 
obtain for the public service the needed amount of gas. Once a price is 
reached that will do that, there is no legal or economic reason to go higher ; 
and any rate above one that will perform this function is unwarranted. 
If the supply comes from a region where there is such overproduction that 
owners are ready to sell for less than a fair return on their investment, 
there is no reason why the public should pay more. On the other hand, 
if the supply is not too plentiful and the price is not a sufficient incentive to 
exploit it and fails to bring forth the quantity needed, the price is unwisely 
low, even if it does square perfectly with somebody’s idea of return on a 
“rate-base”. The problem, of course, is to know what price level will be 
adequate to perform this economic function * * * 


And as the same justice concluded in the Hope case, supra, at page 650: 


* * * Tf natural gas rates are intelligently to be regulated we must fit our 
legal principles to the economy of the industry and not try to fit the 
industry to our books * * * 


We realize that any decision we make in this and similar cases will be sub- 
jected to the lengthy processes of court review. However, in the absence of the 
appropriate congressional legislation the resultant delay and uncertainty is an 
unavoidable hazard. 


Regulation of Phillips’ Prices 


While we have found that the rate base method is not an effective means of 
regulating the producers’ prices, evidence in this proceeding was presented 
almost entirely upon the cost basis and, of course, there were no ceiling prices 
issued by us at the time of the hearing. There was some field price evidence 
introduced, but if field prices could be employed in arriving at rates for Phillips, 
the evidence was incomplete and unrepresentative of Phillips’ diverse sales. 
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Therefore we shall proceed on the basis of the evidence adduced in this case to 
reach conclusions, as reasonable, intelligent and logical as possible even though 
we know and have herein stated the difficulties inherent in determining a cost 
of service for Phillips using the rate base method. This is clearly a lawful way 
to determine rates for Phillips as illustrated by the City of Detroit case," and 
under the present record is the only possible method, and therefore we shall 
make every effort to reach a result by this means. 

As will be seen from the discussion below of Phillips’ cost of service, the 
difficulties of the rate base method as applied to independent producers are well 
illustrated. In a number of instances, particularly with respect to allocations 
and rate of return, it is extremely difficult to arrive at a reasonable result by 
any formula or systematic method. A number of factors must be taken into 
account and a decision must be made without any possibility of precisely weighing 
the factors although we have the record before us and a general knowledge of 
the gas producing industry. In reaching our decision on the various points, we 
are of the opinion that it is perfectly proper for us to consider the complicated 
factors involved and reach a result on the basis of our discretion and judgment— 
in fact, there was no other way to proceed—but we think that many times re- 
peated application of these judgment factors to the thousands of producers 
would not be practical or expeditious regulation, as we have explained at length 
above. In the present proceeding we are as a matter of law permitted to reach 
results by this method. 

“The process of rate making is essentially empiric. The stuff of the process 
is fluid and changing—the resultant of factors that must be valued as well as 
weighed.” “[P]Jroblems may arise... which must be solved despite the 
absence of a relevant general rule. Or the agency may not have had sufficient 
experience with a particular problem to warrant rigidifying its tentative jadg- 
ment into a hard and fast rule. Or the problem may be so specialized and vary- 
ing in nature as to be impossible of capture within the boundaries of a general 
rule. In those situations, the agency must retain power to deal with the 
problems on a case-to-case basis if the administrative process is to be effective.” * 
“Judgment upon—conflicting engineering and economic issues is precisely that 
which the Commission exists to determine.” “* The Commission may, in fact, 
form “it’s own conclusion without the aid of expert opinions.” The problem 
of the allocation of costs, like the problem of the allocation of service “calls for 
judgment within the Commission’s peculiar and expert competence.” ** When 
the decision “is the product of administrative experience, appreciation of the 
complexities of the problem, realization of the statutory policies, and responsible 
treatment of the uncontested facts”, it “is the type of judgment which admin- 
istrative agencies are best equipped to make and which justifies the use of the 
administrative process” and it is “an allowable judgment” which the Court 
“cannot disturb.” ” 

Upon arriving at a cost of service based upon the facts in the record and our 
judgment applied to these facts, we are then faced with the problem of rates. 
As will be set forth below, we do not think that it is appropriate to set rates for 
the future on the basis of this record in this hearing that terminated December 
18, 1957, utilizing a test year of 1954 or 1956 and are therefore terminating the 


11 City of Detroit v. F.P.C., 230 F. 2d 810 (CADC), certiorari denied, 252 U.S. 829. 
12 Board of Trade v. United States, 314 U.S. 534, 546. 
18 §.£.C. v. Chenery Corp., 332 U.S. 194, 202-203. 
4 Chapman v. F.P.C., 345 U.S. 153, 171. 
18 Market Street R. Co. v. Comm’n., 324 U.S. 548, 560. 
16 Michigan Consolidated Gas Co. v. F.P.C., 203 F. 24 895 (CA3). 
17 §.2.C. v. Chenery Corp., supra, 332 U.S. at p. 209. 
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proceedings under Section 5(a) in Docket No. G—1148, particularly since rates 
for the future will be subject to the area price standards we are announcing. 
Since we are finding that Phillips’ cost of service on the basis of the test year 
1954 exceeds its jurisdictional revenues, and on the basis of other considerations 
discussed below we are also terminating proceedings under Section 4(e) con- 
solidated herewith.” 

We can now turn to the discussion of Phillips’ cost of service. Before 
examining the various items in controversy we may say that we agree with the 
examiner that 1954 is an appropriate test year for the puposes we have in mind. 
Phillips had submitted a cost of service study for 1956 which indicated that its 
jurisdictional cost of service for that year was not very different from 1954. 
The Southern California Companies contended, however, that Phillips’ earnings 
in 1954, and in 1956 were unrepresentatively low and had requested that a cost 
of service study be submitted on the basis of 1955 operations. The testimony 
shows that Phillips’ higher earnings in 1955 were essentially from operations 
other than the production of oil, gasoline, and gas. Under these conditions, there 
would have been little utility in requiring that Phillips submit a third cost of 
service study, so we shall use 1954 as a test year. 


Ewpenses 


Expenses, except for allocation and tax questions, have not given rise to 
many controverted issues in this proceeding. We shall defer consideration of 
the total tax and the tax benefits arising from the statutory tax incentives 
relating to percentage depletion and I.D.C. until we discuss rate of return. Other 
expense issues relate to the size of oil and gas exploration expenses, the alleged 
increase in purchased gas costs, and treatment of certain interest deductions for 
tax purposes. 

As set forth by the examiner, Phillips’ total exploration and development ex- 
penses for gas and oil, before adding return, amount to $47,474,039. (See 
Appendix 1). There are included expenses relating to undeveloped lease rent- 
als, drilling tools, expired and surrendered leases, dry holes and land and 
geological activities. Return and taxes as computed herein would amount to 
$10,839,194, making a total exploration cost of $58,313,233. The Southern Cali- 
fornia Companies and P. G. & E. contend in their exceptions that Phillips has 
not met its burden of proof merely by reciting the amount of its exploration 
expenses during the test year and that such amounts should not be accepted 
uncritically. The Southern California Companies present figures to show that 
Phillips’ gas reserves have been increasing, that the claimed exploration expenses 
in the test year 1954 were the highest to that date and that there has been for 
more than a decade a substantial excess of reserves added over gas produced. 
They do not object to imposing upon current production, some reasonable portion 
of current exploration expenditures, but believe that an inquiry should be made 
as to the extent of the exploration expenditures that should properly be borne 
by current production. Neither of these parties offers any theory or any cri- 
teria for determining how much of the exploration expenses should be included 
in the cost of service for the test year. 

In view of the increasing needs for gas and the increasing costs of obtaining 
it as shown by the record in this case, we are of the opinion that Phillips’ overall 
exploration costs are reasonable. It is true that Phillips is developing gas re- 
serves at a greater rate than it is producing gas, but the record shows, and it is 
well known to us, that there is an expanding demand for natural gas. Therefore 


*% Two of these proceedings, however, will be left pending until the rate of Phillips’ 
customers are finally determined as explained below. 
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it is reasonable and prudent for Phillips to develop more reserves each year than 
it produces. We are of the opinion that Phillips has not shown an excessive 
tendency in this direction, particularly in view of our treatment of the expenses 
related to the San Juan reserves sold in place after the test year and are 
therefore disposed to allow expenses undertaken in the discretion of management 
to obtain for Phillips adequate reserves to continue its business. It will be noted 
below that exploration expenses allocated to gas, amount to 3.5 cents per Mef, 
which appears to be in line with industry practice. 

With respect to purchased gas, Phillips argues that if it is allowed increased 
rates, its cost of gas will rise automatically under percentage-type casinghead 
gas contracts with its suppliers, so that it should be allowed an anticipated 
increase in the cost of purchased gas. In the cost of service submitted by 
Phillips, this particular item would amount to $8,183,917; as the examiner com- 
puted a lower cost of service and consequently lower rates, the same item, if it 
had been allowed by the examiner, would amount to $1,671,733, as computed by 
Phillips. The examiner was of the opinion that the purchased gas cost adjust- 
ment should not be allowed, for no showing had been made that Phillips’ sup- 
pliers were entitled to an increase. We think, however, that Phillips’ exception 
should be allowed on this point. 

The producer of gas selling to Phillips under percentage-type casinghead con- 
tracts receives compensation, at least in part, on the basis of a percentage of the 
proceeds received by Phillips for the gas and extracted liquids sold from its 
gasoline plants. In other words, the producer’s compensation will be measured 
not by the amount per Mef of gas, but by a percentage of what Phillips receives, 
and the rate is fixed by formula rather than so many cents per Mcf. Although 
Phillips will pay more per Mcf for its purchased gas, if its own revenues from 
gas sold from its gasoline plants are increased, there is no change in the per- 
centage and there is no rate change on the part of Phillips’ suppliers, for which 
a rate schedule filing must be made. As Phillips points out, conditions other 
than a change in Phillips’ rates could affect the amount that Phillips pays. For 
instance, variations in the volumes of gas sold to different purchasers may affect 
the weighted average price per Mcf paid by Phillips, yet it would be unreasonable 
to consider this a change in rate. 

Our regulations recognize the percentage arrangement and do not contemplate 
that a change in the amount paid the producer, as opposed to the percentage, 
will require a rate filing. In any case, the producer under such a contract is 
not privileged to make a rate filing. Under Section 154.91(e), as amended by 
our Order 190, 21 F.R. 7616, October 4, 1956, where a producer, under a per- 
centage contract, sells gas to the operator of a processing plant, the operator 
shall make all filings required to cover the sale, including a “list of the producers 
from whom the natural gas is purchased, showing the percentum of the resale 
price received by each from such sale of gas.” The producer may not file rate 
schedules or rate changes whether or not filings by the operator have been made. 
The regulation notes, however, that the producer is “fully subject to applicable 
provisions of the Natural Gas Act, including sections 5 and 7(b).” 

The purpose of this regulation is to avoid multiple rate filings by many pro- 
ducers selling gas to the plant operators, for there would be thousands of con- 
tracts involved in the case of a large operator, like Phillips. Such a large 
number of filings would make the administrative task of regulating the inde- 
pendent producers almost impossible. Our authority to alleviate a similar 
situation by regulation was upheld in Sun Oil Co. v. F.P.C., 256 F. 2d 233 (CA5), 
certiorari denied, 358 U.S. 872. In that case Sun owned a part interest in 
certain gas producing units in Texas, but was not a signatory to the contract 
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by which the gas was sold. Sun made certain rate schedule filings but the Com- 
mission rescinded or rejected these in accordance with Section 154.91 of the 
regulations. The court noted the burden that would result from an unman- 
ageable mass of rate schedule filings, and held that the rule making power of 
the Commission was ample to carry out the provisions of the Act, that no injury 
had been shown, and that the sale by the operator under the operating agree- 
ment would be treated as a single jurisdictional sale of the unit or leasehold 
gas production. The present situation arising under the percentage contracts 
differs somewhat in that an actual sale appears to be made to the operator en- 
trusted with the task of filing the rate schedules, but our regulation dealing 
with percentage contracts likewise deals with a situation that would otherwise 
create an administrative burden. Since the producers selling gas to Phillips 
under percentage contracts will receive more for their gas as a result of changes 
we make in Phillips’ rates without a rate filing, or other action on their part, 
Phillips will automatically be required to pay more for its gas, and its purchased 
gas cost must be adjusted accordingly. It may be noted that we are not allowing 
any increased purchased gas cost as a result of so-called spiral escalation clauses 
in the contracts of Phillips’ suppliers. An increase under such a contract would 
constitute a change in rate and would require a rate filing and justification for 
the increased rate on the part of the supplying producer affected. 

It is not possible upon the present record to determine the amount of the pur- 
chased gas cost adjustment, for it will depend upon the precise rates in effect for 
Phillips in the various areas. It is not necessary to make the adjustment for 
the purposes of this proceeding because we are not determining Phillips’ rates for 
the future and are terminating its Section 4(e) proceedings except for two 
proceedings left pending for a limited purpose. 

Coming to the question of the adjustment for interest deductions for tax 
purposes, we see that Phillips’ actual recorded company-wide interest expenses 
for 1954 amounted to $9,892,308, but that in computing its income tax allowance, 
Phillips used an interest deduction of only $3,743,077. Phillips argues that this 
downward adjustment was justified on the ground that the difference of $6,149,- 
231 represented interest paid in 1954 on an issue of bonds which was converted 
to common stock by the end of 1955. Phillips says that without this adjustment, 
the provision for Federal income taxes in 1954 is understated and therefore un- 
representative. We agree with Phillips on this point. 

Ordinarily, of course, we use the actual test year as a basis for determining 
cost of service, but we make adjustments for known changes occurring after 
the end of the test year. Mississippi River Fuel Corp., 11 FPC 288, 291, 306; 
El Paso Natural Gas Company, 22 FPC 260, 263, remanded on other grounds as 
El Paso Natural Gas Co. v. F.P.C., 281 F. 24 567. The examiner attempts to show 
that actual interest expense and the debt ratio for 1954 were not abnormal com- 
pared with the years both before and after. Interest expense in 1953 was 
$8,151,028, $9,892,308 in 1954, $8,069,506 in 1955 and $6,782,565 in 1956, while 
the debt ratio was 22.4 percent in 1952, 28.6 percent in 1953, 27.7 percent 
in 1954, 11.6 percent in 1955 and 20.5 percent in 1956. It appears to us from 
these very figures that interest expense and debt ratio were on the high 
side in 1954 compared with other years. The issuance of additional debt 
after 1954 is related to additional assets on which an additional return 
would be earned, but is not relevant to the test year and must be disre- 
garded. On the other hand, the debt associated with the 1954 assets and rate 
base was reduced substantially soon after the end of the test year. Thus the 
downward adjustment of the 1954 interest expense becomes proper in order to 
normalize the test year. The amount to be deducted would be $1,895,730 when 
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allocated to the Natural Gas Department and the Oil and Gas Production 
Department on the basis of dollars of consolidated net assets as shown in 
Appendix 2. 


Allocation of Production Costs Between Oil and Gas 


Phillips produces gas alone on certain leases, oil alone on other leases, and both 
together on still other leases. The purely gas leases are operated by its Natural 
Gas Department; the oil only and joint products leases are operated by its Oil 
and Gas Production Department. The determination of the production costs, 
other than exploration costs, of the dry gas in the Natural Gas Department is, 
in the case of Phillips, relatively simple; the determination of production costs 
of gas produced with oil and condensate in the Production Department involves 
a number of most perplexing problems. For the purpose of allocating joint 
production costs (exclusive of exploration costs), amounting in all to $65,252,443 
including return and tax incentives as set forth in appendix 5, between oil and 
gas produced from the same wells, a method known as the relative cost method 
was employed by witnesses for Phillips, the Eastern Companies, and by Wis- 
consin and was adopted by the examiner. This method allocates the actual 
costs of joint oil and gas production in proportion to the known costs of pro- 
ducing each product separately. The staff, on the other hand, used an imputed 
cost method, supported by a sales realization method, but this was rejected by the 
examiner. 

We agree with the examiner that the imputed cost method does not constitute 
a satisfactory basis for the determination of the cost of Phillips’ casinghead and 
condensate gas produced in the Oil and Gas Production Department. The 
imputed cost method does not allocate Phillips’ total costs. It merely assumes 
that the unit cost of the casinghead and condensate gas is the same as the unit 
eost derived from dry gas produced in the Panhandle-Hugoton Field without 
using or reflecting the actual total costs of the joint product wells. Furthermore, 
it appears that the dry gas costs in the shallow Panhandle and Hugoton fields 
were the lowest gas production costs on the Phillips System. 

As the examiner states, the relative cost method is particularly suitable for 
allocating the joint preduction costs of a company such as Phillips where the 
number of leases and the geographical spread of operations provide a broad base 
for determining the unit costs of the separate products exclusive of exploration. 
Under the relative cost method a unit cost for dry gas is determined from the 
records of Phillips’ Natural Gas Department; a unit cost for oil is obtained from 
the records of Phillips’ Production Department relating to 100 percent oil leases 
and as a result of the allocation of indirect expenses between the 100 percent 
vil leases and the joint product leases. These unit costs for the two products 
are multiplied by the volumes of oil and gas produced on the joint product leases. 
This provides a tentative total relative cost for the oil and gas produced from 
such leases and a ratio of tentative gas cost to tentative total cost. This ratio 
is then applied to the total actual cost of the joint product leases to obtain the 
cost of the jointly produced gas. (See Appendix 5.) 

In applying the relative cost method, Phillips divided production costs into: 
(1) direct expenses, including depletion, depreciation, and amortization which 
are shown in the records by leases, (2) indirect expenses, which must be allo- 
cated to leases and (3) return and taxes, based on investment identifiable by 
leases. This classification appears to be appropriate and we have utilized it in 
the computations set forth in Appendix 5. The indirect expenses amounting in 
all to $20,106,343 may properly be divided into direct general expense and indi- 
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rect overhead.” The direct general expense item includes expenses as salaries 
of management, thrift plan expense related to the salaries, employees’ retirement 
and insurance expense, vacation expense and bad debt expense. These expenses 
relate principally to the Oil and Gas Production Department, but also to the 
Natural Gas Department, gathering system and gasoline facilities, and the 
residue gas system (see Appendix 1). The examiner included with direct 
general expense relating to the Oil and Gas Department, such items as develop- 
mental dry hole expense, lease rental expense, expired and surrendered leases 
and certain developmental land and geological expense to form an item called 
departmental general expense of the Oil and Gas Department which he allocated 
between the 100 percent oil leases and the joint product leases in that depart- 
ment. We are of the opinion that all exploration and development items are so 
closely related that they should be allocated together and apart from the pro- 
duction expenses with which we are concerned here. It is often a difficult matter 
to separate developmental expenditures from purely exploration expenses. For 
instance, it is not always possible to tell whether a well is drilled to develop an 
established field or to discover a new source of gas or oil, and many dry wells 
are drilled in areas where oil has been proven. All wells are, in a sense, 
exploratory. 

The indirect overhead consists of Phillips’ top-level company-wide manage- 
ment expenses, such as salaries and related items. It is actually composed of 
expenses similar to those found in direct general expense but at a higher level 
in the corporate hierarchy. 

Turning to the method of allocation, we find that Phillips allocated the indirect 
overhead by first determining the portion of this item to be assigned to the 
Natural Gas Department and the Oil and Gas Production Department on the 
basis of net capital employed. There was no dispute about this method and we 
shall employ it here as set forth in Appendix 1. Phillips then distributed the 
portion allocated to the Oil and Gas Department between the 100 percent oil 
leases and the joint product leases on the basis of net investment, and the exam- 
iner acquiesced in this method for the indirect overhead. This step was neces- 
sary, as indicated above, in order to separate those costs dealing with oil and to 
obtain a unit cost for oil which could be used to determine the separate oil and 
gas costs of the joint product leases. We, however, are of the opinion that the 
distribution should have been made on the basis of direct operating expenses.” 
Management’s function is concerned with the direct operation of the business in 
any particular year. It is concerned with all expenditures, not just with invest- 
ment. No relationship has been shown between investment in the property and 
the amount of time spent by management in supervising the various activities 
of the company. 

A similar problem arises with respect to the distribution of the direct general 
expense of the Oil and Gas Department as discussed at some length by the 
examiner. This item, as stated above, also consists largely of salaries, and 
should properly be distributed between the 100 percent oil leases and the joint 
product leases on the basis of direct operating expenses. In allocating this 
item along with developmental dry hole expense as “departmental general ex- 
pense” the examiner employed the gross investment method while Phillips, in 
its exceptions, said he should have used the net investment method. Since the 


1° The examiner uses the term general company overhead for this item p. 626. 

» Actually the difference between the two methods is relatively insignificant in result. 
Phillips allocates the $7,622,773 of Oil and Gas Department indirect overhead $1,675,853 
to the 100 percent oil leases and $5,946,920 to the joint product leases while our distribu- 


tion of the same amount is $2,385,318 to the 100 percent oil leases and $5,237,455 to the 
joint product leases. 
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items relating to lease investment have been transferred to exploration and 
development expense and allocated as such, the principal basis of employing an 
investment method, either net or gross, has disappeared, and the allocation of the 
management items should be carried out on the basis of direct operating expenses. 

In applying the relative cost method to allocate the joint production costs 
the question arises whether a credit should be given to gas for its use in lifting 
the oil. Testimony in the record showed that gas enables the recovery of a 
greater amount of oil from a pool than would otherwise be possible. It does 
this by reducing surface tension, viscosity, and specific gravity and by providing 
a source of energy which moves the oil through the formation to the well bore 
and thence to the surface of the ground. Phillips presented evidence that only 
the gas content up to 300 cubic feet per barrel of oil contributes to the recovery 
of oil. The record does not finally resolve this question nor does it provide a 
way of computing the credit for any supposed lifting effect of the gas. In fact, 
we think that it would be almost impossible to compute the value of the lifting 
effect of gas in oil production. Furthermore, it can be said that the lifting 
effect of gas is not so much a reason to give a credit to gas, but reason to 
increase the value of gas, for lifting oil is a very valuable use for gas. 

As Phillips points out, the 100 percent oil leases, which do not have the benefit 
of the gas lift, appear to represent a higher unit cost of oil production than the 
joint product leases, while the dry gas leases represent a lower unit cost of gas 
production than the joint product leases. Thus when the relative cost method 
is applied to Phillips, this factor tends to shift costs to oil compensating the 
gas for the lifting effect, if present. Therefore, we do not see any necessity in 
this proceeding in crediting gas costs with a possible service to oil production, 
particularly in view of the inadequacy of the record. 


Allocation of Exploration Costs 


Like independent producers generally Phillips incurs substantial costs for 
exploration and development for the purpose of maintaining its oil and gas 
reserves. These exploration and development costs are not directly associated 
with successful wells whose costs are accounted for as investment and in 
this proceeding are included in the rate base;” these costs do include the 
costs of unsuccessful exploration and, under the practices of the industry, 
are included in current expenses. There is no dispute as to the necessity 
for including an allowance for such costs in Phillips’ cost of service, but there 
in considerable dispute as to their allocation between oil and gas. 

Total exploration and development expenses before return amount to 
$47,474,039 and return and taxes on exploration investment as computed herein 
amounts to $10,839,194, making total exploration costs of $58,313,233 as dis- 
cussed above and as set forth in Appendices 1 and 7.” The problem before 
us is how to divide these exploration costs between the production of gas on 
one hand and oil on the other. While a portion of the exploration costs 


2 Intangible well drilling and development costs are expended for tax purposes as 
discussed below. 

22 As xplained above, page 554, the examiner included as departmental genera lexpense 
of the Oil and Gas Production Department, certain developmental dry hole expense 
($4,521,943), lease rental expense ($163,716), expired and surrendered leases ($24,750) 
and developmental land, geological and geophysical expense ($1,699,037) but we combine 
them with the similar costs of the Natural Gas Department in exploration costs and 
allocate the combined amounts. 


3 Gas in this section includes vapors subsequently removed as liquids in gasoline plants; 


the allocation of cost between dry gas and extracted liquids is discussed in the following 
section. 
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can be attributed directly to Phillips’ Natural Gas Department and were so 
recorded, the greater part are joint costs for which some technique of alloca- 
tion is necessary. We feel, as explained below, that it is appropriate and 
in the public interest that we deal with the allocation of Phillips’ test year 
exploration costs as an allocation of joint costs between co-products with 
each required to bear its proper share of the joint costs in the light of all 
of the circumstances that affect the incurrence of the joint costs. 

Ideally we would like to find some characteristic of gas on the one hand 
and oil on the other that would provide a simple and logical basis for allocating 
Phillip’s exploration costs. No such characteristic has been shown to us, nor 
have we been able to discover any such characteristic of the respective products 
or any one method of allocation which will satisfactorily form a basis of alloca- 
tion. What we are striving to do is to reflect not only the market demand for 
the two products, and the amount of physical material acquired, but also the 
trend of economic events by which there now appears to be a market glut for 
oil, but a continuous and expanding demand for gas. As a guide to final judg- 
ment it is extremely useful to examine the various methods of allocation presented 
in this proceeding and the results reached. 

We find that Phillips, itself, employed what may be termed the net lease- 
hold investment—Btu method. By this method Phillips proposed, first to divide 
exploration costs between its Natural Gas Department and its Oil and Gas 
Production Department in proportion to net investment in producing leaseholds. 
Of the amounts so allocated to departments, a portion was first allocated to 
royalties owned by Phillips, in the amount of $2,393,368, using the same basis. 
Then costs were allocated between oil and gas in the Production Department in 
proportion to test year Btu production of each product.* The exploration costs 
allocated to gas in the Natural Gas Department were added to the amount al- 
located to gas in the Production Department. Under this method, on the basis 
of Phillip’s computation, 61.88 percent of exploration costs were allocated to 
gas. Phillips argued that the net leasehold investment method would reflect 
its experience and the fact that exploration is basically a search for reserves, 
and supports the Btu approach by saying that oil and gas exploration is a search 
for energy. 

The Btu method undoubtedly has some justification and considerable appeal 
because of its simplicity and convenience. Exploration operations are frequently 
undertaken without clear knowledge of whether gas or oil, or both, will be 
found. Thus when either or both of these products are found it is difficult 
to ascribe the purpose of the exploration wholly to the respective market values 
of the products, so that there is considerable logic in comparing the products 
upon the basis of a common physical characteristic. On the other hand, such 
a method reflects only in part the potentialities of the hydrocarbon products. 
Oil and gas are not produced, purchased and used merely on the basis of Btu 
content or available energy. The transportation, refining, distribution and 
utilization factors are equal to or greater than the factors of exploration and 
development. As the examiner explains, the chief function of the oil industry 
is to provide fuel for transportation. Oil and its component, gasoline, are 
basically useful because they provide energy in compact, mobile and easily 
controlled liquid form. Actually, the heavier the crude oil, the higher will be 
its Btu content but the lower will be its gasoline content and its price. Gas, 
on the other hand, does not have the mobility of oil, for it must be carried in 
pipelines under pressure and used under limited conditions. Both oil and gas 


*A Btu (British Thermal Unit) measures the heating value of the product. It is the 
amount of heat required to raise one pound of water one degree fahrenheit. 
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are used for the manufacture of chemicals and plastics which could not be 
properly compared on the basis of Btu. Thus if the Btu method is to be made 
practicable and useful for the allocation of costs it must be modified by the 
exercise of judgment based on the facts and the principles that guide producers 
in the incurrence of costs. Such a modification is carried out below. 

The Eastern Companies advocated a method of allocation known as the 
“Reserves Added lealization Method” (RAR). Under this method, explora- 
tion costs were allocated on the basis of the ratio of the reserves of natural 
gas and natural gas liquids retained by Phillips to the present value of all 
additions to reserves of all products during the selected base period, whether 
sold or retained. The method thus makes an automatic adjustment for the 
large amount of reserves in the San Juan Basin sold to Pacific Northwest 
Pipeline Corporation in 1955. In applying this method, which was adopted 
with certain modifications in the computation by the examiner, the Eastern 
Companies used the base period of 1951-1955 and a price for natural gas 
of 13.47 cents per Mcf, which represented the weighted average price paid 
by interstate pipelines for gas delivered in 1956 under new contracts in the 
Panhandle-Hugoton, West Texas, Permian Basin and Gulf Coast areas. For 
natural gas liquids they used Phillips’ 1956 average sales realization of $1.587 
per barrel and for crude oil and condensate the first half of 1957 average 
mid-continent price quotation of $3.07 per barrel. On the theory that the 
deliveries from these reserves would be made -over an extended period, they 
applied an escalation of two cents every five years for the gas and a discount 
period of 20 years for the gas and 10 years for the oil at a discount rate of 6 
percent. The examiner adopted this computation of escalation and discount. 
The result of this method, as employed by the Eastern Companies and the 
examiner, is to allocate 30.46 percent of the exploration costs to gas. 

RAR has the advantage of basing the allocation on the objective of explora- 
tion, that is the reserves acquired, and arrives at a result which, as will 
be seen, lies between the extremes represented by other methods and does 
not appear unreasonable, but it has severe disadvantages. Thus RAR results 
in the unregulated prices of natural gas liquids and oil influencing our de- 
termination of the cost of gas and therefore the rate which we would allow 
for gas. RAR is dependent on market prices; as regulation of the producers 
proceeds, the use of RAR in future proceedings would be dependent in part 
on regulated prices that will be used in part to determine regulated prices. 
RAR is rooted in the theory that there is an association of unsuccessful 
exploration costs with the result of successful drilling during a given period, 
but this is inconsistent with the accounting for exploratory losses and costs 
as current items and could yield unreasonable results over a limited period. 
Furthermore, RAR has a very serious administrative disadvantage in that it 
is very difficult to estimate the size of the gas and oil reserves of a producer. 
Experience has shown that experts differ substantially as to the size and 
deliverability of the reserves. Furthermore, the estimates are inherently sub- 
ject to periodic change as a result of experience with the lease or field involved. 
Therefore, we are of the opinion that while the results may not be substan- 
tially unreasonable in this case, RAR is not a satisfactory or workable method 
of allocating exploration costs, 

The witness for the Eastern Companies among other methods, also com- 
puted an allocation of exploration costs to gas on the basis of sales reali- 
zation. This means that the allocation would be made on the basis of the 
revenues from the respective products during the test period. The result 
of this method would be to allocate 20.7 percent of allocation costs to gas and 79.2 
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percent to oil. When the sale of reserves is considered, 16.9 percent of ex- 
ploration costs would be assigned to gas, 64.5 percent to oil and 18.6 to the 
sale of reserves. The sales realization method has the advantage of reflecting 
the market demand for the products, an important factor to be taken into 
consideration. It is, of course, subject to the same disadvantages as RAR 
in its dependence on unregulated prices for oil and natural gas liquids, and, 
in the case of future proceedings, in its dependence in part on regulated prices. 

Several other methods of allocation presented in these proceedings depend 
in part on the sales realization method. The successful wells method, pre- 
sented by witness for Southern, divides the cost of the dry holes between 
oil and gas in the same proportion as Phillips’ successful wells. In employing 
this method, it was necessary to use sales realization to allocate the joint- 
product wells. The result of this method was to allocate 25.8 percent of 
exploration costs to gas. We agree with the examiner that the method is 
founded on a mythical ratio which reflects merely the relative number of dry 
holes placed in the gas or oil categories and neglects other factors. The method 
advocated by Consolidated Edison divides exploration costs between Phillips’ de- 
partments on the basis of depletion expense followed by use of a conventional 
sales realization method based on gross revenue data to allocate Production De- 
partment exploration costs between oil and gas. The Pacific Companies 
employed a net contribution to earnings method which was based upon net 
revenues determined, in part, by the sales realization method, and resulted 
in allocating 23.98 percent of the exploration costs to gas. 

The witness for Wisconsin employed a net revenue method. He first de 
termined gross revenues to be used for each of the categories of crude oil, 
oil from joint-product leases, gas from joint-product leases, dry gas, royalties 
owned operations, and cycling operations. For his gross revenue figure for 
gas he employed the ultimate total cost-of-service which he computed for 
that product. From such gross revenues he deducted total operating costs 
for each category and made his allocation on the basis of the net revenue 
figures. In order to carry out this method, it was thus necessary to use the 
final result in order to perform an intermediate step, the allocation of explora- 
tion costs. The testimony indicated that this would involve complicated com- 
putations which were not set forth in the record. This method, which al- 
located 20.8 percent of exploration costs to gas, appears to us to be circular, 
unduly complicated and not supported by the record. 

As can be seen, there is some merit to each of the allocation methods advanced 
by the parties, but they all have their defects. At one end of the scale can 
be found the sales realization methods with their emphasis on market and 
at the other end the Btu method with its attempt to equate oil and gas 
from the physical standpoint and to avoid the effect of market swings in 
price, particularly the price of an unregulated product. In view of the ad- 
vantages of the various methods we are unable to arrive at a rigid formula 
for the allocation of exploration costs, nor do we think it would be desirable 
to do so. The relationship of gas prices and oil prices, the relationship of 
gas to oil in the corporate economy and other factors will differ from case to 
ease, so that an equitable allocation must vary in order to reflect the place 
that gas and oil hold in each producer’s exploration program. 

In making this allocation, we are confronted with the fact that substan- 
tial exploration expenditures must be generated through current revenues in 
order that oil and gas reserves can be discovered in sufficient volumes to main- 
tain service and economic stability of the industry. In other words, the gas 
consumer must pay rates sufficient, among other things, not only to amortize 
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the cost of the successful past drilling which makes present service possible, 
but also the current losses and other expenditures incurred in an attempt to 
replace the gas currently being produced and consumed and continue service 
in the future. This objective is important socially and militates against a 
formula for the allocation of exploration costs. However, we are not entirely 
without the guidance provided by the fuel value of the various products, market 
factors and economic trends. 

None of the parties challenge the fundamental fact that it is the Btu content 
of fuels that makes them useful to consumers. The argument has been in 
regard to the importance to be accorded such energy contents of oil and gas in 
regard to the allocation of their joint exploration costs, and conversely what 
importance should be accorded the economic factors that producers consider 
in incurring such costs, and which affect the sale of oil and gas in the fields 
in different fashions. It is well known in the producing industry that it 
frequently is impossible to predict whether gas or oil will be found, although 
certain areas are more favorable for finding gas and other areas more favorable 
for finding crude oil. To this extent exploration cannot be entirely responsive 
to market price and it becomes reasonable to allocate the cost of the operation 
on a physical basis. On the other hand, exploratory activities are directed 
to obtaining saleable products so that it seems reasonable that market rela- 
tionships should also be reflected in the allocation. Furthermore, develop- 
mental activities are directed towards the production of known reserves and 
such activities would reflect market conditions. We must also take into 
account that there is a continuous and expanding demand for gas while the 
market for domestic produced crude oil and its components is also growing, 
but at a slower rate. 

Historically, much of the jointly produced casinghead gas was produced 
as a waste by-product from the production of crude oil, and no avoidable 
costs were incurred either for its exploration or production. Later, with im- 
provements in conservation, gathering and processing costs became justified to 
save the gas for field uses and these were considered the only costs chargeable 
to this gas. Now with a growing appreciation of this gas as a fuel supply 
for distant consumers, it is considered a co-product of crude oil in explora- 
tion as well as production. Much of such gas production now serves first as 
an aid to recover additional oil and gas liquids and after this, becomes avail- 
able to distant gas consumers for the same uses as naturally dry gas. The 
output of this gas has mounted with the output of crude oil. This type of 
gas has, therefore, now become an integral part both of the producers joint 
exploration and production activities and contributes substantially to the total 
gas supply. 

Deeper drilling in recent years has also discovered increasing proportions of 
gas to liquids. The contents of some of the recently developed gas-condensate 
reservoirs exist wholly in the gas phase; and a portion of the gas condenses 
naturally during the production process into a liquid that is separated and sold 
as light crude oil. In such instances, conservation of these liquids has some- 
times required that after recovering the liquids from the gas, some or all of the 
gas be cycled or returned to the reservoir temporarily to maintain the reservoir 
pressure, and prevent condensation and loss of the liquids in the reservoir. In 
areas where these types of reservoirs are likely to occur, equal consideration is 
given to both products in conducting exploration as well as recovery. Phillips 
has also shown that over a period of years this changing pattern of production 
and conservation has entailed increases in the joint production investment costs 
per unit of output. 
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Because of the industry tendencies that have developed, we deem it appro- 
priate that in allocating the joint exploratory costs and development losses of 
Phillips, we shall give increased consideration to the Btu’s in gas as a fuel as 
compared with oil and not confine ourselves entirely to a relationship based 
solely on recent historical relative values or relative production costs. The allo- 
cation method adopted, must also encourage the exploration and development of 
gas as compared with oil. Furthermore, we must take into consideration that 
the demand for gas is increasing at a more rapid rate than that for oil, and 
exploration and development activities are planned and costs must be incurred 
some time ahead of actual production. 

In dealing with exploration costs, it is appropriate that the changing outputs 
of each product should bear the changing exploration costs in proportion to 
the contribution that such costs make to each supply, and it is necessary for 
currently produced gas to bear an increased proportion of the joint exploration 
costs and development leases if the growing gas demands are to be supplied on 
a continuing basis. Onr purpose, as in past proceedings, is to require that each 
class or customers bear its proper share of the cost.™ Furthermore, in this 
proceeding we have the particular problem, apart from the traditional methods 
of allocation based upon past experience, of providing Phillips with sufficient 
funds for future exploration and production. This is a problem whose solution 
must depend not only upon costs but on the exercise of judgment. In the 
Colorado Interstate case, the Supreme Court said “Allocation of costs is not a 
matter for the slide-rule. In involves judgment on a myriad of facts. It has 
no claim to an exact science.” (324 U.S. at p. 589). 

Dxpressing all of the factors quanitatively, we find that when we take the 
Btu content of a standard measure of gas, an Mcf, and compare it with the Btu 
content of a standard measure of oil, a barrel” the ratio of gas to oil is about 
one to six.” However, on the basis of Phillips’ prices in the field, the ratio is 
about one to 33 for the year 1954. We can conveniently apply a factor to the 
Btu ratio that will have the effect of correcting its unreality and of avoiding 
imposing costs on gas consumers which should fairly be borne by the consumers 
of the ultimate products of the crude oil but also require gas to bear its proper 
share of the costs. Upon the basis of the considerations expressed above, and 
the record in this proceeding, we are of the opinion that the proper economic 
factor to be applied to the straight Btu content of oil to allocate Phillips’ test 
year exploration costs is four, so that the cost relationship of finding one Mcf 
of gas to one barrel of oil will be about one to 24. 

Our result is reached by an exercise of administrative judgment applied to 
the facts of the record as discussed above, p. 549, in connection with 8.E.C. v. 
Chenery Corp., 332 U.S. 194. We have made a determination on the basis of 
the record, which, however, did not lead us to the precise conclusion. However, 
we are of the opinion that our allocation factor is as well, if not better, supported 
than our Seaboard rule that fixed costs should be classified fifty percent to the 
commodity charge and fifty percent to the demand charge. 

Our result might be different in other proceedings under different circum- 
stances. In this case we are not determining rates for the future but are 
terminating proceedings not only with respect to the future but also, with two 


% See Atlantic Seaboard Corp., et al., 11 FPC 43, 53; Canadian River Gas Co., 3 FPC 
82, 61, affirmed as Colorado Interstate Gas Co. v. FPC., 324 U.S. 581, 586; Cities Service 
Gas Co., 3 FPC 459, 485, affirmed Cities Service Gas Co. v. F.P.C., 155 F. 2d 694, 704 
(CA 10), certiorari denied, 329 U.S. 773. 

% 42 gallons. 

27 The actual ratio ranges from 1 to 5.5 to 1 to 6, depending upon the Btu content of 
the particular oil and gas involved. 
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limited exceptions, for the past periods involved in the twelve Section 4(e) 
dockets here consolidated. In determining rates for the future we might arrive 
at a somewhat different result upon weighing the factors discussed here. 

As may be observed, our result differs from the one to 33 ratio that would 
be obtained from the use of Phillips’ test year sales realizations alone. It also 
differs from the approximately one to 34 ratio that would be obtained using the 
relative production costs alone. We do not reach our conclusion by modifying 
either production costs or sales realization, but rather by modifying the funda- 
mental Btu relationship, because it is the Btu content that is the fundamental 
quality of fuels. Thus this economic factor is applied to the Btu or common 
fuel value of oil produced by Phillips to relate its Btu’s to the joint exploration 
costs in the light of all of the circumstances developed in the record. The ratio 
we adopt to allocate Phillips’ exploration costs thus gives more consideration to 
the relative Btu contents than does the relative test year realizations, or relative 
production costs, gives effect to the upward trend of gas production relative to 
oil in relation to the present level of exploration costs, and recognizes the in- 
creasing contribution that Phillips’ current exploration costs are making to gas 
supplies as compared with oil. We believe that using such a ratio, and also 
fixing all gas rates on the basis of costs thus obtained will be of great benefit to 
consumers and producers alike. We consider the problem of bringing gas to 
market so important that we have not confined ourselves to a method that con- 
siders only historical relationships for the gas currently produced and leaves 
unresolved the cost basis for determining the rates for the additional gas that 
customers are demanding now, or will need in the near future. 

The adjustment factor of 4 which we have applied to the Btu ratio of oil to 
gas, while based on judgment taking the above factors into consideration, is 
confirmed by the actual trend of prices. The record shows that the ratio of the 
price of a barrel of petroleum to an Mcf of gas at the well head produced by 
Phillips ranged from 39 to 1 in 1952 and 33 to 1 in 1954, down to about 29 to 1 in 
1956. If this trend were extended, the ratio would reach our 24 to 1 in 1958. 
Similarly, the record shows that nation-wide the same ratio was 32.5 to 1 in 
1952 and 27 to 1 in 1954. We may take notice that as shown by figures published 
by the Bureau of Mines, this trend, with certain ups and downs, continued, 
reaching 25.3 to 1 in 1958 and, if extended, would have reached a ratio of around 
23 to 1 in 1959. 

In carrying out the computation (as set forth in Appendix 6), we use an allow- 
ance for the Btu’s in an Mcf of gas ranging from 1025 for the dry gas and San 
Juan gas to 1250 for the casinghead gas, while we use an allowance of 5800 Btu’s 
for a barrel of oil and 5500 Btu’s for a barrel of condensate. After computing 
the total amount of Btu’s for the various types of gas and for oil and condensate 
based on volumes and employing the factor of four discussed above, we allocate 
the $47,474,039 of exploration and development expenses 32.742 percent to gas 
and 67.258 percent to liquids. This amounts to 3.485 cents per Mcf of gas and 
73.71 cents per barrel of liquids. We then allocate return and taxes amounting 
to $10,839,194 on exploration and development investment between gas and 
liquids on the basis of the same percentages. The total exploration and develop- 
ment cost, including return for gas becomes 4.281 cents, while it amounts to 
90.54 cents for liquids. The gas here includes condensate gas from which other 
liquids will be removed in the gasoline plants resulting in a further allocation 
of cost to liquids. The 4.281 cents per Mcf figure that we have reached for gas 
is a reasonable allowance for exploration and development based upon our 
knowledge of other companies in the industry. However, it will vary from 
company to company depending upon the relative amounts of the gas and liquids 
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produced, the levels of output, the results of its exploration and the areas in 
which it operates. 

In making our allocation of exploration and development costs, an adjustment 
was made for the proven gas reserves owned by Phillips in the San Juan Basin 
during the test year 1954 but sold in place to Pacific Northwest in 1955 with an 
overriding royalty retained. In making this adjustment, it was assumed that 
exploration and development costs in the test year were associated with produc- 
tion from the San Juan Basin as well as with production from Phillips’ proper- 
ties retained. Phillips, itself admits,* that the San Juan royalties, of course. 
must bear some portion of current exploration expenses. What we have done is 
to normalize the gas royalty production of the San Juan Basin upward to reflect 
the normal recurring royalty production in subsequent years. Our treatment 
is consistent with the treatment of additional expenses arising from wage in- 
creases and our general policy of giving effect to known operating charges 
occurring within a reasonably short time after the close of the test year. 

Although the actual production from the San Juan Basin during the test year 
was small, it was assumed that the volumes would be produced over an esti- 
mated life of 20 years, or 69,750,000 Mcf per year. Such a production period for 
gas wells is supported by the record and is consistent with our general require- 
ments for the gas supplies prerequisite for granting certificates. Our computa- 
tion results in allocating $2,278,279 of exploration and development expenses to 
the San Juan gas, making a total of $2,452,983 allocated to royalties compared 
with the examiner’s $7,558,299. 


Allocation of Costs Between Natural Gas and Extracted Liquids 


As the examiner shows, Phillips sells residue gas and certain liquids, includ- 
ing gasoline, from the gasoline plants which it owns in the various fields. The 
question arises as to how to treat these sales in relation to cost of service. The 
first question is whether the gasoline plant operations should be considered 
jurisdictional, in which case the gasoline plant costs and revenues would have 
to be reflected in the jurisdictional gas cost of service, or whether the gasoline 
plant operations should be considered non-jurisdictional, in which case some 
method is necessary for allocating costs between the liquids separated in the 
gasoline plants and the residue gas. We are of the opinion that the examiner 
was correct in concluding that the gasoline plant operations are non-jurisdic- 
tional. The examiner goes into this matter thoroughly and his presentation, 
which we adopt, need not be repeated here. The record shows that the gasoline 
plant operations constitute a business for the benefit of Phillips rather than for 
the purpose of rendering the gas fit for pipeline transportation. The present 
situation differs from that involved in the City of Detroit case,” where the court 
held that the extraction operations were clearly within the jurisdiction of the 
Commission. In that case, Panhandle Eastern Pipe Line Company was both 
a producer and a pipeline company, and the court was impressed with the 
Commission’s finding that the extraction of the heavier hydrocarbons did improve 
the efficiency of Panhandle’s pipeline system along with the fact that the 
extraction process was incidental to the over-all pipeline transmission and 
resale operations. Here, on the other hand, Phillips is an independent producer 
without a pipeline system selling various products, oil, residue gas, gasoline etc. 
The production of gasoline and other liquids in the gasoline plants is not a 
mere incident to the sale of gas. It is an independent business, which is not 


* Brief, p. 127. 
*® City of Deiroit v. F.P.C., 230 F. 2d 810 (CADC), certiorari denied 352 U.S. 829. 
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subject to our regulation. There is thus only a question of the proper 
method of allocating costs to the separate products. 

Our problem then, is to take the raw gas as it enters the gasoline plants 
with the exploration costs and the production costs assigned to it and determine 
what portion of the costs adherent to the raw gas is applicable to the residue 
gas leaving the gasoline plants. A number of methods to accomplish this were 
presented. A witness for the staff employed a relative value method which 
depended upon a market value for the gasoline and the gross realization from 
the sale of the residue gas. Wisconsin’s witness presented what was known 
as the single marketable product method, in which he assumed in turn that 
the gas and then the liquids were waste products and obtained a justifiable 
cost of residue gas and a justifiable cost of liquids at the tail gate of the 
gasoline plants. In arriving at the justifiable cost of liquids, he substituted 
actual revenues as the measure of their cost on the ground that the liquid 
revenues were lower than the combined cost of gas and liquids when assuming 
gas was a waste product. He eventually constructed a ratio of the justifiable 
eost of residue gas to the sum of the justifiable cost of residue gas plus the 
justifiable cost of natural gas liquids with a net result of allocating 28.40 
percent of the costs to liquids and 71.60 percent to gas, based thus on all costs 
to the tail gate of the plants. 

The witness for the Eastern Companies used a sales realization method, modi- 
fied by adjusting downward the book revenues for natural gas liquids so as 
to eliminate plant processing costs and by adjusting upward Phillips’ revenues 
from residue gas so as to reflect the same 1956 new contracts average price of 
13.47 cents which he had used for the allocation of exploration costs under the 
RAR method. The examiner followed the sales realization method recommended 
by the Eastern Companies. However, he concluded that it should be corrected 
so as to exclude return and related taxes on gasoline plant investment in addition 
to plant processing costs. He reasoned that the price of the residue gas truly 
represents the value of the residue gas in the wet gas stream, but that in the 
case of the liquids, the price is substantially affected by the gasoline plant proc- 
essing operation so that total gasoline plant costs should be deducted, including 
taxes and return. As modified by the presiding examiner, the sales realization 
method resulted in allocating 16.7881 percent of the raw gas costs to liquids. 

Phillips employed a Btu method. It charged the investment and operating 
costs of the gasoline plants wholly to the liquids. There was thus left for alloca- 
tion only the joint costs of the raw gas stream at the inlet of the plants. 
Phillips performed this allocation in steps by what it called the volumetric-Btu 
method. In the first step, an allocation of costs was made on the basis of the 
volumes of residue gas delivered by the plant compared with the reduction in 
the volume of the raw gas resulting from the returns of gas to the leases and 
the extraction of the liquids. In a second step, the allocation was adjusted to 
account for the loss of heating content in the residue gas as compared with the 
raw gas. Both reductions result in allocating 16.7202 of the relevant joint costs 
of the raw gas to liquids. 

We are of the opinion that the Btu method is appropriate and simple for the 
allocation of costs to the products of the raw gas stream, and that it will not be 
necessary to bring in the factor of market price as we did in connection with 
exploration costs. We agree with the examiner that the single marketable 
product method of Wisconsin, which also makes use of revenues dependent on 
market prices, is highly artificial in addition to being subject to the defects of the 
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realization methods. In support of the Btu method, we note first, that all of 
the products of the raw gas stream are in a gaseous state when entering the 
gasoline plants, so that the situation is different from that we face in allocating 
costs between oil and gas. Secondly, the extraction of these liquids reduces 
both the volume of gas and its Btu content. Furthermore, Btu measures a 
significant characteristic common to all of the components of the raw gas stream, 
that is the ability to produce energy. Oil, more than the natural gas liquids, 
has many uses other than fuel, and so, as we have said, is not adaptable to a 
straight Btu method. By making cost allocated to residue gas dependent on 
Btu content, the operator of gasoline plants will not remove hydrocarbons from 
the gas stream unless they would interfere with the transportation of the gas 
or unless they would command a price out of all proportion to their Btu content 
when left in the gas stream. Unnecessary and costly removal of products from 
the raw gas will thus be avoided. The Btu method is useful and simple for our 
present purposes, and it reaches a reasonable result, not very different, as will be 
seen, from that reached by the examiner on the basis of his modification of the 
sales realization method. 

As noted, Phillips carried out the Btu method in steps. What it did was to 
reduce the total volume of gas gathered, 687,145,852 Mcf by the raw gas sold 
from the system, 18,845,896 Mcf, a reduction of approximately 2.7 percent. It 
then reduced the balance of raw gas, 654,863,239 Mcf by the loss in the gasoline 
plants due to the extraction of the liquids and the return of gas to leases, a 
reduction of some 9.5 percent. Phillips applied the 2.7 percent to the total raw 
gas costs™ in order to allocate costs to raw gas sold. It also applied the 9.5 
percent to the total raw gas costs to obtain an allocation of costs to liquids. 
We think that the 9.5 percent should have been applied to the costs, rather, of 
the gas remaining after the sale of the raw gas, for that is the way the 9.5 
percent was derived. 

Phillips then computed a percentage reduction in Btu content per Mcf from 
raw gas to residue gas amounting to about 7.6 percent." It applied the 7.6 
percent to the balance of raw gas costs after the deduction of the 2.7 percent 
and the 9.5 percent. The 7.6 percent represented an addition to the liquids 
cost, and the balance represented cost of the residue gas. As a final step, 
Phillips added back the costs allocated to raw gas sold to obtain a total cost of 
system sales, $95,329,193, which it allocated on a volumetric basis 28 percent to 
non-jurisdictional sales and 72 percent to jurisdictional system sales. 

Apart from the error that we believe Phillips made, we think that this step 
method is unduly complicated and without any necessary logical foundation. 
The allocation of raw gas costs to extracted liquids, raw gas sold and residue 
gas can be performed more simply on the basis of aggregate Btu. 

The computation is performed in Appendix 9. This shows the total gas pro- 
duced and purchased amounted to 783,675,122 Mcf. This is divided on the basis 
of volumes into field sales and total gas gathered, the latter amounting to 
687,145,852 Mcf. The total gas gathered on the basis of volumes is distributed 
to raw gas sales in the amount of 18,845,896 Mcf and residue gas sales amount- 
ing to 592,282,042 Mcf, leaving 76,017,914 Mcf representing returns of gas to 
leases and the loss in volume resulting from the extraction of the liquids, etc. 
These amounts are then converted to Btu’s using the 1151 Btu’s per Mcf for the 
gathered gas and raw gas sales and 1063 Btu’s per Mcf for the residue gas. 


*® Gas purchases, lease production—cost of service, and gathering system—cost of 
service. 

1 Btu content of inlet gas was 1151 Btu and of residue gas was 1063 Btu. 1151—1063 
=88; 88+1151=—7.6 percent. 
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From the Btu figures obtained percentages are derived, showing that of the 
total gas gathered, 17.6529 percent is allocable to extraction losses and returns 
to leases and 79.6045 percent to the residue gas sales. In the computation of 
the cost of service to be discussed below and shown in Appendix 10, the total 
cost of produced and purchased gas is reduced by the 17.6529 percent, repre- 
senting the extraction liquids and returns to leases. 


Rate Base 


The examiner used a 1954 year-end rate base, while the staff, Wisconsin, the 
Southern California Companies, and the Michigan Commission excepted, saying 
an average rate base should have been used. In past cases dealing with pipe- 
lines and electric companies we have traditionally used the average rate base 
although we have indicated that we might consider the year end balances in a 
proper case. United Fuel Gas Company, 12 FPC 251, 255; Otter Tail Power 
Company, 8 FPC 393, 400-401. The examiner has pointed to evidence showing 
that over a period of years Phillips’ investment has been steadily increasing 
presumably, in part, because of the increasing costs of drilling for gas. Ina 
company with such a rapidly expanding need for investment, we are of the 
opinion that the average test year rate base is not as representative of succeed- 
ing years as the year-end test year rate base, and therefore we agree with the 
examiner that year-end should be used. This does not mean that we shall not 
ordinarily require the average rate base in electric and pipeline rate cases. 

In its exceptions, the staff objected to the inclusion in the rate base of 
$17,765,332, representing undeveloped offshore leases, title to which was held by 
a subsidiary of Phillips during the test year. The subsidiary was dissolved in 
1955 and the offshore leases were transferred to Phillips. The testimony in- 
dicated that, upon investigation, Phillips decided that the leases should be 
owned by the parent company. We have no difficulty in agreeing with the 
examiner that Phillips and its subsidiary should be treated together. In view 
of the necessity that all producers acquire additional reserves, we think that 
these reserves should be properly included in its rate base even though there was 
no production from them during the test year in the absence of a showing that 
holding these reserves without producing gas from them was unwarranted. 
In another proceeding where the records shows that leases owned by the pro- 
ducer had been developed but were being held without producing, it might be 
reasonable to exclude them from the rate base. For similar reasons, we agree 
that the examiner properly included in the rate base additional undeveloped 
leases, which with the offshore leases, totalled $76,347,908 in the test year 1954. 

A somewhat different problem is presented by the inclusion in the rate base of 
$8,430,758, representing net investment in the San Juan producing leases which 
were transferred to Pacific Northwest Pipeline Corporation in November of 
1955. Wisconsin and the Southern California Companies both except to the 
examiner’s inclusion of this item. They argue variously that the jurisdictional 
revenues received from the properties during the test year amounted to only 
$141,968 and that the revenues received from Pacific Northwest would be consid- 
ered part of Phillips’ non-jurisdictional business. We are of the opinion, how- 
ever, that the examiner was correct in the position he took with respect to this 
item. The fact that reserves owned during the test year did not produce 
revenues is not sufficient ground to exclude them from the rate base, for reserves 
are often obtained and properly held for future needs because of conditions 
beyond the control of the producer. 

Furthermore, the record shows that additions to Phillips’ Gas Department 
properties in the year 1955 not only replaced the San Juan reserves dollar for 
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dollar, but added some seven million dollars to the net investment over and above 
the depreciation and depletion that was recorded in that year. Therefore we 
ean conclude that eliminating the San Juan reserves from the 1954 test year 
rate base would not make that rate base more representative of the future. 
Phillips is continually obtaining reserves, and at certain times it has disposed 
of reserves, so that the actual reserves at hand in the test year are appropriate 
for inclusion in the rate base. 

Finally, the Michigan Commission contends that certain “general and service” 
assets should have been excluded from the rate base. These assets are referred 
to by the examiner as a hotel, a lodge, a hospital, patents and trademarks. 
While these items as applicable to the entire company amount to $2,381,539, the 
adjustment as proposed by the staff would reduce the rate base by only $324,055. 
The staff had employed a short-cut method of adjustment as did Phillips by a 
somewhat different means. The examiner did not make an adjustment for these 
items on the ground that whether the allocation was made by Phillips’ method 
or the staff method, a proper computation would be too complicated for a de 
minimis item. He said that to arrive at a correct result, it would be necessary to 
make a precise calculation of the total net investment in every general and 
service assets item which could be regarded as proper investment in order to 
determine whether the short-cut method fully reflected the entire amounts 
properly chargeable for each of such legitimate items. We agree with the 
examiner that under the circumstances no adjustment is appropriate for this 
item. 

The matter of working capital was not a subject of controversy in the excep- 
tions. However, since we recompute the amount employed by the examiner some 
explanation is desirable. The examiner accepted Phillips’ claim in the amount 
of $29,841,420" and none of the other parties took specific exception thereto 
although Wisconsin’s witness had stated that the amount was supported by 
insufficient evidence. The record, in fact, is deficient in support of Phillips’ 
claim. The company’s exhibit does set forth its amount for working capital 
divided into various categories ™ but does not show the method by which those 
amounts were reached. 

As set forth in Appendix 3, we compute an allowance for working capital in 
the amount of $19,929,483. This amount is developed from evidence in the 
record using the methods that we have employed in previous cases dealing with 
electric compaiies and pipeline companies, and we see no reason why the same 
method may not be applied for the independent producers. Upon the basis of 
total direct, indirect and exploration expenses as allowed by us in this proceed- 
ing, less certain non-cash items, such as taxes and depreciation, we reach an 
amount for cash requirements, equivalent to operating expenses. One-eighth of 
this, or 45 days’ expenses we allow in the working capital. We then add an 
allowance for materials and supplies and prepayments to arrive at a total of 
$19,929,483. 

Upon the basis of the considerations expressed above and including the allow- 
ance for working capital, we find that the proper rate base for Phillips including 


* The examiner actually shows $8,028,654 for the jurisdictional portion of the working 

capital. 

Rh Promnetion SACs, Gry GOO DR ote eece ee tacmpmnwemisinsitainemnteiinin $6, 281, 978 
SURSOUENEI,  SUUUUNUINUNIID cnet cst ccleaner eet 8, 209, 581 
TD MUON aa tan ec See eect acc woe aeceven Mees cle cocdind ernie aidaeaptaees 129, 826 
Oil production facilities, 100 percent oil leases____..__..------_--_---- 4, 445, 736 
Oil and gas and cycling production facilities, joint product leases 15, 774, 299 
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the Natural Gas Department, the Oil and Gas Department, exploration and 
development, gathering system and gasoline facilities and residue system, 
amounts to $424,775,939 as shown in Appendix 2. 


Rate of Return 


The question of rate of return has been a matter of controversy in this pro- 
ceeding as in many others, but there are involved here a number of consider- 
ations that we have not had to face in pipeline proceedings. The staff 
recommended a rate of return of 9 percent for Phillips, employing a method 
that utilized the earnings price ratio of Phillips equity securities and those of 
other companies. The examiner, in general, followed this method, but made 
a modification in the computation of the debt ratio and reached a rate of 
return of 91% percent. Phillips opposed the earnings-price ratio method, but 
modified this method and used it in conjunction with a method based on data 
published by the Internal Revenue Service and a method based on a com- 
parison of Phillips’ earnings on investment with the earnings on investment 
of producing companies of an allegedly corresponding risk. Using these meth- 
ods, Phillips contended for a rate of return of approximately 12 percent, in 
addition to the benefits of the tax incentives discussed below or a rate of re- 
turn of 17 to 18 percent if the retention of the tax benefits were denied. 

In order to reach a fair rate of return for Phillips, we will not employ any 
formula rigidly. This is a matter which “depends upon many circumstances 
and must be determined by the exercise of fair and enlightened judgment, 
having regard for all relevant facts.” Bluefield Water Works and Improve- 
ment Co. v. P.S.C., 262 U.S. 679, 692-693. The goal of our inquiry is stated 
in F.P.C. v. Hope Natural Gas Co., 320 U.S. 591, 603, where it is said that there 
must “be enough revenue not only for operating expenses but also for the capi- 
tal costs of the business” including “service on the debt and dividends on the 
stock.” The return to the equity owner must be “commensurate with returns 
on investment in other enterprises having corresponding risks” and “sufficient 
to assure confidence in the financial integrity of the enterprise so as to main- 
tain its credit and to attract capital.” This is another situation where we 
must apply our judgment to a multitude of interrelated facts which cannot 
all be weighed mathematically, but nevertheless we must reach a decision and 
in doing so shall take such factors into consideration which appear to us 
relevant.” 

Before discussing the specific question of what rate of return is fair and 
reasonable for Phillips we should consider the effect of certain tax incentives 
arising from the internal revenue code. Under the present tax law, provision 
is made for certain additional deductions which have the effect of lowering 
Federal income taxes payable. The question has arisen whether the benefit 
of those tax provisions should belong to Phillips, the taxpayer, or its customers 
and the consumers. That is, whether Phillips’ cost of service should be com- 
puted without utilizing these tax deductions while at the same time taking 
advantage of them on its tax return. The examiner used actual taxes pay- 
able in his computation of cost of service. Phillips and certain of the inter- 
veners argued that the benefits should be retained by it. 

The additional tax deductions in this proceeding relate to percentage deple- 
tion under Section 613 and intangible drilling and development costs under 


% See p. 549, citing 8.2.0. v. Chenery Corp., 332 U.S. 194, and other cases. 
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Section 263(c). These provisions have been discussed in previous decisions by 
us,” and it will only be necessary here to cover them briefly. 

The percentage depletion incentive arises from Section 613 of the Internal 
Revenue Code as an alternate to the “reasonable allowance” standard of Sec- 
tion 611, which in practice means depletion on a cost basis. Under Section 
613, the allowance for depletion on oil and gas wells is the lesser of either 
27% percent of the “gross income” or 50 percent of net income. An option 
to deduct as expense the intangible drilling and development costs under pre- 
scribed regulations is continued by Section 263(c) of the Internal Revenue 
Code of 1954. Proposed regulations provide that the owner of an operating 
mineral interest in oil or gas wells may at his option deduct, that is, “expense” 
intangibles, including amounts spent for labor, fuel, repairs, hauling and sup- 
plies in drilling wells, clearing ground and construction. In other words, in- 
stead of capitalizing the intangibles and depleting them over the life of the 
well, the producer may deduct them in the year incurred. See proposed Reg- 
ulation § 1.612-4(a), (d), 603 C.C.H. 3552 and the corresponding regulations 
under the 1939 Code, Regulation 118 § 39.23(m)-16(a) (d). In our Hl Paso 
and United Fuel decisions, we concluded that when the percentage depletion 
and intangibles provisions are considered together in relation to the taxpayer’s 
property as a whole, they result in a tax saving rather that a tax deferral. 
This is because the percentage depletion deduction depends upon revenues, so 
that there is no decrease in deductions for depletion during the life of a gas 
lease because of expensing the intangibles in the first year. We further con- 
cluded in those two proceedings that it was the intention of Congress that the 
taxpayers should receive the benefit of these provisions. However, since the 
result was that the taxpayer would receive revenues without a corresponding 
expense, we said the tax savings should be considered in determining a fair 
rate of return. 

In the present proceeding for the test year 1954, Phillips had a deduction for 
depletion in accordance with the tax statute that exceeded the book depletion 
by the amount of $36,916,206, and a deduction for intangibles expensed in ac- 
cordance with the tax statute that exceeded the amortization per books in the 
amount of $7,868,517. Thus a total additional deduction results because of the 
two statutory tax incentives in the amount of $44,784,723 and a tax saving of 
$23,288,056, at the tax rate of 52 percent. 

By opinion dated August 2, 1960” the Court of Appeals for the Fifth Circuit 
remanded the El Paso proceedings. The Court concluded that there was no 
statutory authority for the Commission to treat actual savings in taxes any 
differently than any other savings, that must be passed on to the consuming 
public. Therefore no amount representing tax benefits or tax savings could be 
included in the cost of service. The Court said, however, that “full effect must 
be given to the Congressional intent to make the several tax savings available 
to the taxpayer” but not in the form of “additional profits.” The savings were 
available, the Court said, to make it so much easier for the natural gas pro- 
ducers in competition with other fuels and other industries to earn a fair return. 

In the present proceeding the tax saving of $23,288,056 amounts only to 6.63 
percent on Phillips’ well mouth properties. As will be seen, a fair return for 
Phillips would be at a higher rate than this under the contentions of any of the 
parties, but whether Phillips receives return as a tax incentive or as a specific 


% El Paso Natural Gas Co., 22 FPC 260, 265-269 reversed as El Paso Natural Gas Co. ¥ 
F.P.C., 281 F 24 567 (CA 5) ; United Fuel Gas Co., 23 FPC 127, 512. 
% El Paso Natural Gas Oo. v. F.P.C., 281 F. 2d 567 (CA 5). 
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allowance, does not affect the result. It must have a fair return on its well 
mouth, and all of its jurisdictional properties in any case. Therefore, we do 
not set forth the tax incentives as a specific item in the cost of service, for we 
are allowing a larger return than permitted by the tax incentives. We may now 
turn to a consideration of the factors relating to a fair rate of return apart from 
the tax incentives. 

Phillips, as already noted, is a large company with assets of over a billion 
dollars, whose gas business is only a small fraction of the whole. Such a com- 
pany is in a very strong position to raise capital. As a company with a con- 
tinuing program of exploration and production it differs from other companies 
whose activities are sporadic or are merely holding reserves. 

Phillips argues that it is a fallacy to apply to gas production operations a rate 
of return based upon the over-all cost of its capital because of the peculiarly 
risky nature of the oil and gas production business. It says that the cost of 
capital for the enterprise as a whole is less than the cost of capital for these 
risky operations. However, the financing of Phillips and its capital costs are 
affected by the nature and success of the whole business, and it would be im- 
possible on this record to determine the cost of capital for part of its business. 
Furthermore, the evidence indicates that the companies that are solely pro- 
ducers have a higher market demand for their equity securities in relation to 
earnings than the companies with integrated operations. This is possibly be- 
cause investors sought a hedge against inflation and invested in these stocks in 
order to acquire a share in raw materials in the ground. In any case, investors, 
according to the record, appear willing to accept a lower return from purely 
producing companies than from the integrated companies. Of course, as the 
examiner points out, the risk inherent in Phillips’ producing operations is less 
than that for the producing operations of the large number of smaller companies. 
Nevertheless, production of gas creates risk in spite of the willingness of in- 
vestors to purchase the securities of producers, and this risk must be taken into 
consideration in arriving at a fair rate of return. We should not base our 
findings wholly upon a passing tendency of investors. 

The presentation by both Phillips and the staff are on the basis of Phillips’ 
capitalization of December 31, 1955. In spite of the exceptions of the Southern 
California Companies, the capitalization on that date was more representative 
of the future than in 1954, for an issue of bonds was converted in 1955. Just as 
we made an adjustment for the related interest deduction for income tax pur- 
poses, we shall likewise adjust the capitalization ratio. 

At the end of 1955 the company’s actual debt ratio was 11.6 percent and the 
cost of its outstanding debt was 3.2 percent as shown by its capitalization: 


Amount Cost to 
company 


Long-term debt: 
234 debentures, 1964 $28, 050, 000 
Subsidiaries’ loans 3-4 percent due 1963. 81, 000, 000 
Subsidiaries’ funded debt 
Purchase obligation 


Percent 


Total long-term debt (11.6 percent) 


Common equity: 
Common stock 455, 838, 132 
Earned surplus 443, 872, 017 
Capital surplus 1, 431, 827 


Total common equity (88.4 percent) 901, 141, 976 


i 
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There was no dispute about these figures, but the staff contended that Phillips’ 
actual debt ratio and actual cost of debt should be adjusted to reflect as an 
interest-free loan an item of deferred Federal income tax liability in the amount 
of $19,162,355, arising from the accelerated amortization provisions of Section 
168 of the Internal Revenue Code. This would decrease Phillips’ cost of debt 
to 2.76 percent. The examiner refused to make this adjustment, and we agree. 
The accelerated amortization provisions were to benefit the taxpayer, not the 
consumers. They represent an advantage bestowed by Congress to encourage 
the construction of emergency facilities, and we are not authorized to take away 
this advantage. City of Detroit v. F.P.C., 230 F. 2d 810, 822 (CADC), certiorari 
denied, 352 U.S. 829. We cannot agree to the exception made by the Michigan 
Public Service Commission on this point. 

In past proceedings dealing with the rates of both electric utilities and natural 
gas pipeline companies, we have always considered a number of factors in 
arriving at a proper allowance for common equity and finally a rate of return. 
In doing so, we have paid considerable attention to the earnings-price ratio of 
the company involved and other companies similarly situated.” The advantage 
of the earnings-price ratio as a critique is that it shows what investors will pay 
for the securities of the company involved in relation to contemporary earnings. 
But earnings-price ratios have pronounced drawbacks in some proceedings, in- 
cluding this one. Investors are interested in contemporary earnings, but they 
may be interested in other things as well, such as future earnings, possible dis- 
covery of large reserves, tax advantages, a hedge against inflation, so that the 
market price may reflect factors other than earnings. This is apparently true 
here, for the record shows that while the earnings on the book value of inde- 
pendent producers’ equity have declined somewhat from 1949 through 1955, 
market prices of their stock have risen substantially. Furthermore, it is plain 
that potential investors in Phillips are not greatly influenced by Phillips’ position 
in the gas business, since but six percent of its gross income comes from this 
source. While as we said in the Southern Natural case™ the study of earnings- 
price ratios over a period of years may properly be used with judgment, together 
with other factors, in determining a reasonable allowance for equity, this is not 
a case where earnings-price ratios should be a controlling factor in arriving at a 
fair rate of return. 

While Phillips employed the earnings-price ratio method with adjustments, as 
already noted it relied on two other methods. One is the earnings-book value 
approach. By this method there is computed the ratio of earnings to book value 
of the common equity of comparable companies rather than the ratio of earnings 
to market price. The earnings-book value ratio is then applied to the equity 
capitalization. In employing this method, Phillips made use of a staff witness’ 
list of companies, designated Class A, which are engaged solely in producing 
operations. In the seven year period, 1949-1955, Phillips noted that the average 
earnings-book value ratio for these companies was approximately 19 percent. 
Assuming an average borrowed capitalization of 14 percent and an interest rate 
of 4 percent, the 19 percent return on equity capital would result in an average 
rate of return for the Class A companies of approximately 17 percent, which 


31 Pennsylvania Water & Power Co., 8 FPC 1, 79-80, affirmed Pennsylvania Water ¢ 
Power Co. v. F.P.C., 193 F. 2d 230 (CADC), affirmed 343 U.S. 414; Michigan-Wisconsin 
Pipe Line Co., 13 FPC 326, Docket No. G—1678, July 30, 1954, p. 342, 343; El Paso Natural 
Gas Co., 13 FPC 421, Docket No. G-2018, November 26, 1954 ; Southern Natural Gas Co., 24 
FPC 26, Docket No. G—20509, July 8, 1960; Tennessee Gas Transmission Co., 24 FPC 204, 
Docket No. G—19983, August 9, 1960. 

38 Southern Natural Gas Co., 24 FPC 26, Docket No. G—20509, July 8, 1960. 
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Phillips contended would be about a reasonable allowance including tax 
incentives. 

Although actual earnings related to book value cannot be decisive in determin- 
ing a fair return, they constitute an important factor to be considered as showing 
what comparable companies are earning on the book value of their assets and 
the relation of Phillips’ earnings to their earnings. This approach as employed 
by Phillips, however, mistakenly relies on the Class A producer companies whose 
operations differ from Phillips’ integrated operations. The examiner notes 
that the earnings-book value ratios for the Class C integrated companies for 
the seven-year period used by Phillips amounted to only 15.3 percent, while 
if the five-year 1951-1955 period had been used, a ratio of only 14.8 percent 
would be obtained. If a group of 40 companies including both producers and 
integrated companies is examined, we find that the earnings over the five-year 
period is approximately 17 percent on their book value. Phillips’ own earnings- 
book value ratio for the seven-year, 1949-1955 period was 12.1 percent and for 
the five-year, 1951-1955 period was 12.3 percent. 

The other method proposed by Phillips as an alternative to the earnings-price 
ratio method was based upon Internal Revenue Service data. As stated by 
the examiner, Phillips’ witness used statistical data, published by the Internal 
Revenue Service, showing balance sheet items and profit loss statements. Using 
this data, Phillips’ witness computed for the category of crude petroleum and 
natural gas production, a composite return to equity capital of 11.8 percent 
for the 1947-1953, seven-year period. Adding an estimated cost of financing of 
.75 percent, he arrived at a cost rate on common equity of 12.55 percent. This 
figure, combined with a 3.20 percent rate on debt, produced an overall rate 
of return of 11.46 percent. Adjusting to compensate for the risk of the “losers”, 
the witness rounded out the rate of return to 12 percent. This method is based 
on data for companies which are very largely producers only and is subject to 
the further defect that it reflects only those companies reporting taxable income 
computed in a somewhat different way than would be net income for rate making 
purposes. 

We may now consider the earnings-price ratio method as employed by the staff 
and as modified by Phillips. The staff witness determined an earnings-price 
ration of 8.5 percent based on an average for the five-year period, 1951-1955. For 
this purpose he used a group of 41 companies, including as Class A, those 
companies which were strictly producers of oil and gas, as Class B, those 
companies which were producers of oil and gas and were also engaged in re- 
fining, and as Class C, the integrated companies producing, refining and market- 
ing. To the ratio of 8.5 percent he added an allowance for the cost of financing 
of .75 percent and an investment factor of .75 percent over the “bare bones” cost 
of equity in order to enable the company to attract capital at reasonable cost, 
thus reaching a total allowance of 10 percent on Phillips’ common equity. 

In employing the earnings-price ratio technique, Phillips used the 20-company 
Class C group and the nine-year period, 1947-1955 to arrive at an earnings-price 
ratio of 12.9 percent. We agree with the examiner that the appropriate period 
was the five years, 1951 to 1955, because that reflects the more recent trend of 
earnings-price ratios. On the question whether to use the 20-company Class C 
group or the 4l-company group, we are in agreement with the staff and the 
examiner that if the earnings-price ratio method is to be used, the 8.5 percent 
ratio applicable to the larger group should be employed. While Phillips itself 
is an integrated company, producing, refining and marketing, the record indicates 
that the companies in the Class C group are not strictly comparable to Phillips 
and, furthermore, we are regulating not all of the integrated operations but 
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only the results of producing operations so that some additional weight should 
be given to such operations. On the other hand, we do not believe it would 
be appropriate to use the Class A producer group solely, for the financing of the 
producing operations presumably is affected by the fact that production is com- 
bined with refining and marketing. It is of some significance that the earnings- 
price ratios of the 41-company group for each year from 1947 to 1955 are very 
close to the earnings-price ratios of Phillips for those years and that the 5-year 
average for the 41-company group is 8.5 percent while the 5-year average for 
Phillips is the very close amount of 8.8 percent. 

There appears to be no dispute about the staff witness’ allowance of .75 percent 
for financing and this should be added to the earnings-price ratio. More diffi- 
culty is created by the allowance of an additional .75 percent over the “bare 
bones” equity cost. The staff witness testified that the market value of Phillips’ 
common stock should be somewhere in the range from 1.12 or 1.15 times book 
value, to perhaps, around 1.40 or 1.50 times book value. He was of the opinion 
that 1.40 times book value would permit the company to maintain its financial 
integrity and to attract capital on reasonable terms and that if Phillips were 
given a rate return somewhere around 9 percent, involving an allowance .75 
percent for equity financing and .75 percent as an adjustment over “bare bones” 
equity cost, the market price would be around 1.40 percent of book value, all 
other factors being equal. There is no mathematical way to make such an al- 
lowance, but some allowance should be made above the “bare bones” cost of 
equity, and we think that the .75 percent used by the staff witness would be a 
correct adjustment to make. Phillips multiplied its unadjusted earnings-price 
ratio of 12.9 percent plus the .75 percent financing factor by the 1.40 market 
factor to arrive at an adjusted cost of common equity of 19 percent, which in 
turn resulted in an overall rate of return of 17 percent. This method is not 
only a mechanical method of solving a problem which is a matter for judgment, 
but arrives at a result which is not required by the demand of the market for 
Phillips’ stock. The two .75 percent adjustments to the earnings-price ratio 
ot &.5 percent would bring the allowance for common equity up to 10 percent. 

In our opinion the various statistical methods do not provide a complete basis 
for determining a rate of return for an independent producer of gas. It is clear 
that the risks of this business are greater than those of an electsle utility or 
natural gas pipeline. While we cannot rigidly compare these companies with 
Phillips, for the circumstances and times are different, we do think that an 
allowance for common equity for a producer should be comparable to or greater 
than that for a pipeline company or an electric company. Some of these pipeline 
and electric cases are as follows: 





| | Equity 




















Name Citation Date Common] Overall] | capital- 
equity return ization 
| ratio 
omcjiegetbinieeliinaiiaas Soa | uti oe 
Poumyivaane Water & Power Co _..| 8 FPC1_ --...... Jan. 4,1949 8. 64 5. 25 35. 71 
South Carolina Generating Co. | 16 FPC 52___.....| Oct. 24,1956 10.5 5. 55 27.8 
pane on parent South Carolina 
Electric & Gas Co.). 
Michigan-Wisconsin Pipeline Co. G- | 13 FPC 326_-_._--- July 30,1954 10.3 | 6.00 131.5 
1678. 
El] Paso Natural Gas Co. G-4769_____. Not Published_...| Nov. 26, 1954 14.4 6.00 19.0 
Colorado Interstate Gas Co__....-...| 19 PFC 1012___.._| June 21, 1958 12. 85 6. 00 22.6 
Southern Natural Gas Co. G-20509__.| 24 FPC 26.__.....| July 8, 1960 10. 18 26.5 135.8 
Tennessee Gas Transmission Co, G- | 24 FPC —___._.-.| Aug. 9, 1960 10. 12 361% 29.5 
19983. 





1 Pro forma. 
2 Pipeline only. 
§ Provisional. 
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One plain difference between Phillips and the companies listed here is that 
Phillips’ capitalization consists of 88.4 percent equity and only 11.6 percent 
debt. This, of course, reduces the risk found in companies of thinner equity. 
While we believe that Phillips should be granted an allowance for common 
equity in excess of 10 percent our allowance will be limited by Phillips’ high 
equity capitalization. By this we are not reversing the policy announced in 
previous cases of encouraging companies to improve their capitalization ratios, 
for in those cases we were generally dealing with much lower equity ratios 
as evidenced by the Michigan-Wisconsin and El Paso cases above. 

At the hearing, and in its briefs, Phillips made an extensive presentation 
designed to show increasing demands for gas by consumers and the producers’ 
increasing problem of supply. As stated by the examiner, the presentation 
attempted to show the rapidly increasing demand for natural gas, and the 
failure of discoveries to keep pace with the demand, the increasing depths of 
drilling resulting in increasing drilling costs, the rising exploration expenditures, 
the decreasing discoveries per foot of hole drilled, the declining ratio of net 
earnngs to net investment in total gas and oil production and the increasing 
gas and oil ratios making the producer more dependent than formerly upon 
income from gas. As stated by the examiner, this evidence appears to relate 
to rate of return as well as the question of the percentage of exploration costs 
which should be allocated to gas. 

It is clear enough that the national demand for gas is increasing. Phillips’ 
witnesses estimated that the national demand would increase from 10 trillion 
cubic foot in 1955 to 15 trillion cubic foot in 1965. It is clear enough that 
the industry must continue to find additional reserves of gas and this must 
come from wells that are drilled ever deeper into the earth and some of them 
off the shore in the Gulf of Mexico. Of course, these deeper wells must be 
drilled at an increasing cost per foot of depth. It is also true, as Phillips 
eontends, that oil and gas producers must have funds available as their 
present wells are depleted to drill new wells and find new reserves. Since 
these new wells will cost a great deal more than the old ones, the oil and 
gas producers are being faced with the constant necessity of plowing back into 
their business a substantial part of their revenue above depreciation and 
depletion accruals. 

In view of these practical problems in the gas industry some allowance must 
be made in the rate of return to promote the continued exploration for and 
production of gas. The allowance of such an incentive is contemplated by the 
recent El Paso case™® and the City of Detroit case.“ The amount cannot be 
determined by any formula, and we can conceive of no evidence that would 
enable us to reach an amount other than by the exercise of our judgment 
with all the circumstances in mind. 

Upon the basis of all the factors discussed above it becomes necessary to 
determine an allowance for common equity for Phillips. We have noted the 
comparatively high earnings on equity of the integrated companies and the 
even higher earnings of the producers, offset by the fact that Phillips’ own 
unregulated earnings on equity have been just a little over 12 percent. Phillips’ 
Internal Revenue data with its disadvantages resulted in a cost rate on common 
equity of 12.55 percent. The earnings-price ratio method as employed by the 
staff and the examiner would result in an allowance of 10 percent. But it 
is clear that something more is needed if that method is employed in view 
of the allowances we have employed in pipeline cases and the need to encourage 


3 El Paso Natural Gas Co. v. F.P.C., 281 F. 24 567 (CA 5). 
® City of Detroit v. F.P.C., supra. 
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continued exploration for and production of gas. As against these factors 
tending to increase the return, we also bear in mind that Phillips is a large 
company and well established in the conduct of its gas business, its oil business 
and its other extensive operations. In these circumstances we think that an 
allowance for common equity of approximately 12 percent would be fair and 
reasonable. 

Taking the cost of debt capital of 3.20 percent and the allowance for common 
equity of 12 percent, we compute a fair rate of return as follows: 











[Percent] 
Allowance Capitaliza-| Rate of 
tion return 
I Ethie bitte bhctsinitaceccuianiitnbe dnb aba dsucdieuuucisiialecten 3.2 11.6 0. 37 
NII is: iricatistiishatsdiiaaicnianpniniiiitiaialecimnsiabincnineuniaeaciaealaaseeny 12.0 88.4 10. 61 
10. 98 


The overall rate of return of 10.98 should be rounded off to 11 percent. 
As such we believe that it takes into account all factors necessary for 
determining a fair return and includes all that is required from the consti- 
tutional or the regulatory point of view. 

As noted previously tax incentives will not be included in the cost of 
service. It appears from the data of record that the sum of the additional 
tax deductions for statutory depletion, intangible well drilling costs and interest 
expense would amount to $46,680,450. This is approximately $44,900 less 
than the return allowed of $46,725,353 (See Appendix 2). Accordingly, we 
shall add an amount rounded to $45,000 to the cost of service to provide an 
allowance for Federal income tax taking into consideration in this tax allowance 
the effect of a very small credit to working capital. Because of its small amount 
we do not show this credit as an actual deduction from working capital. 


Cost of Service 


On the basis of the foregoing discussion in connection with the decision 
of the examiner, we determine Phillips’ cost of service for its jurisdictional 
gas operations in the amount of $55,548,054 or 11.309 cents per Mcf, as set 
forth in Appendix 10, subject to adjustment for Phillips’ purchased gas costs, 
royalties, and gathering taxes.“ 

The appendix shows the allocation of the cost of Phillips’ own produced 
gas, in the amount of $37,924,378, between non-jurisdictional field sales, jurisdic- 
tional field sales, and costs as delivered to gathering systems on the basis 
of volume. In the gathering category are included the $28,180,164 portion of 
Phillips’ produced gas costs, purchased gas costs in the amount of $30,320,225, 
and gathering system and compressing costs in the amount of $18,452,321. These 


“The examiner allowed increased royalties and gathering taxes in Phillips’ cost of 
service as computed by him to reflect increased revenues resulting from his determinations. 
There is no question that such an adjustment is proper. If the cost of service determined 
by us were translated into revenues, we estimate that Phillips’ royalties and gathering 
taxes would be increased by approximately $1,500,000. Likewise, we estimate that Phil- 
lips’ purchased gas costs as a result of the operation of the percentage-type casinghead 
contracts of its suppliers on an overall basis would be increased by approximately 
$3,700,000. There is no purpose in making an exact computation here because the cost 
of service computed by us exceeds Phillips’ revenues, and we are terminating all proceed- 
ings (with two irrelevant exceptions). However, if the computation were made on the 
basis of revenues reflecting our cost of service, our adjusted cost of service would exceed 
that computed by the examiner. 
























































FEDERAL POWER COMMISSION 575 


costs are distributed between raw gas sales, liquids extracted, and residue 
sales on the basis of Btu’s as previously discussed. The costs allocated to 
residue sales plus residue system costs and costs allocated to raw gas sales 
are then allocated between non-jurisdictional sales and jurisdictional sales. 
To the jurisdictional costs are added cost distributed to the jurisdictional field 
sales and regulatory commission expense to arrive at the total cost of jurisdic- 
tional service of $55,548,054 or 11.309 cents per Mcf, subject to redetermination 
for purchased gas costs, gathering taxes and royalties. 


Rates 


Having determined Phillips’ cost of service, the next step would ordinarily 
be to alter Phillips’ rates to reflect this cost of service. We are authorized in 
an investigation under Section 5(a) to determine rates prospectively and, of 
course, we can determine rates for the past periods with respect to the rate 
schedules involved in the Section 4(e) proceedings consolidated with this in- 
vestigation. However, a very serious problem is before us. 

We may first note the greatly varying contentions of the parties. In these 
proceedings Phillips contended for a uniform rate applicable to sales to all of 
its customers “ subject to adjustment for point of delivery, pressure, dehydration 
and amount of sulphur (whether sweet or sour). The examiner used the 
company-wide method, but in their exceptions a number of the interveners ob- 
jected vigorously and advocated variously other solutions, such as basing the 
rates on the existing contract rates or field prices. The staff advocated an area 
method of setting rates. On oral argument Phillips stated that it was not 
wedded to any particular system of rates as long as it recovered its total cost 
of service, and the State of Wisconsin and the California Commission which 
had objected to company-wide rates, admitted the record was insufficient to 
support other methods and withdrew their objections. 

As already indicated, Phillips’ operations are conducted in widely separated 
areas, and it produces gas of varying qualities and serves diverse customers 
under different conditions. Physically, Phillips owns gathering systems and 
holds leases in Kansas, in central Oklahoma, in the Panhandle of Oklahoma 
and Texas, in eastern New Mexico and western Texas along the Gulf Coast of 
Texas, in eastern Texas and other scattered localities. Its jurisdictional sales 
are represented by hundreds of rate schedules on file with this Commission. 

The present proceeding involves an investigation of Phillips’ rates on the basis 
of a record including evidence on the alternate test years 1954 and 1956 of 
which we chose 1954 in accordance with the decision of the examiner. From 
our knowledge of the industry, it is clear enough that costs and prices of gas 
in the field have greatly increased since that time. For instance, we have 
suspended approximately 95 rate changes filed by Phillips subsequent to the 
hearing in these proceedings. Some of its more recent filings involve substantial 
increases.“ Therefore we do not deem it appropriate to prescribe or require 


“@ Except with respect to percentage-type casinghead contracts. 
* For example, see the following increases: 


| 
| Amount ant Effective 








| 
Buyer Docket No. | pended subject to 
| refund 
ass 
SR I Fi Bi DR ic cittntiedrienmininnmnre G-19032 $1, 610,504 | Jan. 1, 1960 


eS oe ae G-19845 2, 717, 526 | Mar. 26, 1960 
Se SE SE TE | cscnnnteininnieimnnapamemeniebi G-18417 2, 212,264 | Jan. 1,1960 
Po DO See Se es G-20404 1,090,103 | June 2, 1960 


TE Past NOt Ge Qi cate ciicsivcduindawescadutnsauticwes- G-20403 3, 385, 616 | June 1, 1960 
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that Phillips file rates for the future based upon the present record. In fact, 
if this order provided for rates for the future effective in 1960 but based on the 
test year 1954, it might easily occur that the rates approved here would be 
lower than those approved in some of Phillips’ suspension proceedings now before 
us. The consequence of this would be that Phillips would be required to de- 
crease its rates in 1960 based upon an earlier test year, a result without reason 
or justice. 

As a result we shall terminate the rate investigation proceedings in Docket 
No. G-1148 under Section 5(a). Phillips’ customers will not be substantially in- 
jured, for Phillips’ rate filings have been subject to our continuing surveillance 
and many large increases filed by it have been suspended under Section 4(e) 
of the Act and are currently the subject of proceedings before us. Furthermore, 
there is nothing to show that Phillips’ contracts relating to Phillips’ diverse 
conditions of sale are unduly discriminatory or preferential. Additionally its 
customers and consumers will receive the protection of our area pricing stand- 
ards announced at this time. Phillips will not be injured, for we are thus 
leaving in effect its contract structure; it has had the privilege of filing in- 
creased rates and has done so in substantial amounts as already noted. 

Our approach must be similar with respect to the twelve Section 4(e) proceed- 
ings consolidated herewith. Except in one minor case“ all of these proceedings 
involve rates which have become effective after the test year, but have been 
superseded by other rates suspended by us in other proceedings. They must be 
considered in the light of the record in this case which is based on the cost of 
service method of regulation, but our conclusions here should not bind future 
determinations of Phillips’ rates either in Section 4(e) proceedings or rate 
investigations under Section 5(a). The record in this proceeding indicates 
that these rates have produced revenues less than Phillips’ cost of service 
during the periods that they were in effect. The cost of service determined by 
us of $55,548,054 or 11.309 cents per Mcf is substantially in excess of Phillips’ 
applicable jurisdictional revenues of $45,568,291. 

Although there is considerable diversity among the rates, there is nothing 
in the record to show that these past rates reflecting the different conditions 
of sale are unduly discriminatory or preferential. To allocate costs to each of 
them would require reopening the proceedings and the introduction of elaborate 
evidence. Little would be accomplished by way of adjusting them in any case 
since neither Phillips nor this Commission have authority under the Act to in- 
crease any of them retroactively above the filed level. On our part we would 
like to disturb area rate patterns as little as possible, particularly on a retro- 
active basis, having in mind the involved business arrangements that have 
arisen between the producers and their customers as the industry has de- 
veloped. We thus find no purpose in continuing the Section 4(e) proceedings 
and will order that they be terminated with two exceptions discussed below. 

Our disposition made here avoids the necessity of dealing with the many 
questions raised in this proceeding as to Phillips’ rates, but one question re- 
mains, and that is whether with respect to certain contracts Phillips was author- 
ized to file increased rates. Under the Mobile case,“ of course, a seller of gas 
may not file an increased rate unless contractually authorized. Phillips filed 
increased rates for service to El Paso, in Docket No. G—11217, to Michigan- 
Wisconsin in Docket No. G—10793, and to Panhandle in Docket No. G—10883 
on the basis that the spiral clauses in its contracts authorized such increases. 


Phillips’ Rate Schedule No. 68 for service to Cities Service Gas Co. involving an in- 
crease of $21,324, suspended by us in Docket No. G—8623 until May 1, 1955 is still in effect. 
“ United Gas Pipe Line Company v. Mobile Gas Service Corporation, 350 U.S. 332. 
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The examiner found that these clauses in Phillips’ contracts with the three 
companies provided customer consent to increased rates above what would have 
otherwise been the contract level. 

The spiral clauses provide that when the commodity index shall have in- 
creased more than a prescribed number of points and a general increase in the 
customer’s rates shall have been put into effect, then Phillips’ rates to the 
customer shall be increased in proportion. Certain of the California interveners 
contend in their exceptions that the spiral clauses are against the public interest 
and void, so that they cannot be used as a basis for consent to rate increases. 
While we do not approve of such clauses in principle, there is not sufficient basis 
on this record to hold them so derogatory of the public interest as to be void 
as a matter of law. Therefore, the spiral clauses in this proceeding provide 
a contractual consent to rate escalations. It may be recalled that the Supreme 
Court found no invalidity where the contract provided that the buyer should 
pay the rate the seller had on file with the Commission. United Gas Pipe Line 
Co. v. Memphis Light, Gas and Water Division, et al., 358 U.S. 103. This con- 
tract with an unlimited right to file increased rates was not held void; neither 
have contracts with spiral escalation clauses in them been called void. Phillips 
Petroleum Co. v. F.P.C., 227 F. 2d 470 (CA 10), certiorari denied, 350 U.S. 1005; 
Kerr-McGee Oil Industries, Inc. v. F.P.C., 260 F. 602 (CA 10). We emphasize, 
however, with the examiner that Phillips’ costs have been determined in this 
proceeding independently of any spiral clauses. We need not require that they 
be eliminated, since Phillips has already agreed to do so. 

El Paso argues that the spiral escalation clauses in its contracts with Phillips 
have not been activated and therefore do not form a basis for Phillips’ rate 
increase filing in Docket No. G—11217, made as a result of El Paso’s rate increase 
filing in Docket No. G-4769. El Paso contends in its exceptions, dated July 27, 
1959, that the contracts clearly provide that Phillips would not be entitled to 
increased rates until by final decision El Paso’s increased rates are finally 
determined. However, the contracts provide that the price for gas shall be 
adjusted “when revised rates shall become effective.” El Paso’s rates in Docket 
No. G-4769 were allowed to go into effect subject to refund on April 15, 1955, 
and we agree with the examiner that this provided customer consent to Phillips’ 
rate filing in Docket No. G—-11217. We also agree with him that the spiral 
clauses must be given only tentative effect because the rate filing when it became 
effective was subject to Commission action and court review.“ Thus, if the 
amount of the Phillips’ escalation increase under the spiral clause, as estab- 
lished when El Paso’s rates are finally determined, should be less than the 
amount of Phillips’ proposed increase in Docket No. G—11217, the excess portion 
would be a unilateral increase barred by the Mobile doctrine and would have to 
be refunded. 

These same conclusions are also applicable to the similar spiral escalation 
clauses in the Phillips-Michigan-Wisconsin contracts which are the subject of 
Docket No. G—10793 and the Phillips-Panhandle contracts which are the subject 
of Docket No. G—10883. Michigan-Wisconsin made no contention that the escala- 
tion clauses were not operative, but Panhandle contends that any increase 
granted Phillips in Docket No. G—10883 should be conditioned on the effect of a 
final order in Panhandle’s rate proceeding in Docket No. G—2506. Therefore 
we shall leave pending Docket Nos. G—11217 and G—10883 until a final decision 
is made either by us or competent court in Docket Nos. G-4769 and G—2506, 


“In Docket No. G-4769, the Commission issued its order determining E] Paso’s rates on 
August 10, 1959, 22 FPC 260, remanded by the Court. Hl Paso Natural Gas Co. v. F.P.C., 
281 F. 2d 567 (CA 5, August 2, 1960). 
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respectively. At that time Phillips may move that Docket Nos. G-11217 and 
G—10883 be terminated, and any necessary refunds may be ordered if the rates 
approved for El Paso in Docket No. G-4769 and for Panhandle in Docket No. 
G—2506 are not sufficient to permit Phillips under its contracts to file the in- 
creased rates involved in Docket Nos. G-11217 and G—10883. Of course, no other 
matter with respect to these two dockets will remain open. 

Our dispositions here leave outstanding almost a hundred other suspension 
proceedings relating to Phillips’ rates. We do not wish to prejudge those pro- 
ceedings, but it would appear that on the basis of the present record that 
Phillips’ costs probably exceed its revenues at least up through the year 1958, 
after which very substantial further rate increases were filed by Phillips. 
Therefore it may be reasonable to terminate a great many of these suspension 
proceedings, and we invite the filing of motions to this effect on the theory 
that little or nothing would be accomplished if hearings were held and a 
determination of Phillips costs in each case were made. All parties to those 
proceedings would, of course, have opportunity to object to such motions. We 
believe this would be a reasonable step to take and it would have the effect of 
limiting proceedings dealing with Phillips’ rates to the year 1959 and later. 


The Settlement Proposal 


On April 8, 1960, Phillips filed a proposal to settle the present consolidated 
proceedings. The gist of its proposal is that the Commission would accept all 
of its contract rates involved and would terminate the various proceedings with- 
out refund. It contends that the prompt settlement of these extended proceed- 
ings without court review, otherwise almost certain, would be of great benefit 
to the Commission, its staff and all segments of the natural gas industry. It 
adds that the amounts collected by Phillips, subject to refund, are substantial, 
are increasing each month and may adversely affect Phillips’ exploratory pro- 
gram. Phillips notes that under its settlement proposal the annual revenue to 
Phillips at April 1, 1960, contract prices, from the contracts which were the 
subject of the present hearings, amounts to $70.8 million, compared to Phillips’ 
claimed cost of service of $92.3 million. 

While it is possible that Phillips’ proposal may not be unreasonable as a 
settlement, it was rejected by a number of parties to this proceeding including 
Southern California Companies, the State of Wisconsin and Public Service Com- 
mission of Wisconsin, Minneapolis Gas Company, the Eastern Companies, the 
Michigan Public Service Commission, and P.G.&E. The grounds given, stated 
variously, are that the settlement would give Phillips its entire filed rate in- 
crease, would be contrary to the findings of the examiner, would be an abdica- 
tion of regulation, and would fail to settle questions of importance to the 
industry. 

Because of these rejections the settlement proposal may not now be accepted 
as a settlement. It does not represent a new solution to the issues presented by 
this proceeding, but rather, acceptance of Phillips’ present and past contract 
prices, many of which are now the subject of other proceedings. We therefore 
have no basis on which to accept it without agreement of the parties. However, 
if Phillips desires to renew its proposal or a similar proposal, it is free to do so, 
in the light of this opinion and the area pricing standards. 


The Commission further finds: 


(1) Phillips Petroleum Company is a natural-gas company subject ‘to the 
provisions of the Natural Gas Act as determined by the Supreme Court of the 
United States in Phillips Petroleum Co. v. Wisconsin, 347 U.S. 672, and the sales 
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of natural gas for resale which are the subject of this order, are sales of natural 
gas in interstate commerce and are subject to the jurisdiction of the Commission. 

(2) The total jurisdictional cost of service determined for Phillips in this 
proceeding is $55,548,054, or an average of 11.309 cents per Mcf as set forth 
in the appendices attached hereto subject to adjustment of purchased gas costs, 
gathering taxes and royalties. 

(3) It is necessary and appropriate in the administration of the Natural Gas 
Act and good cause exists that the proceeding under Section 5(a) of the Natural 
Gas Act in Docket No. G—1148 and the proceedings in Docket Nos. G-—3175, 
G-4333, G-6621, G—7773, G-—8623, G-—8695, G-8883, G-—10359, G—10793, and 
G-11125, under Section 4(e) of the Act be terminated and Phillips’ obligation 
to refund excess charges with respect to those dockets be discharged. 

(4) It is necessary and appropriate in the administration of the Natural Gas 
Act that proceedings in Docket Nos. G—10883 and G—11217 remain open pending 
completion of proceedings in Docket Nos. G-4769 and G—2506 as provided below. 


The Commission orders: 


(A) The proceedings in Docket Nos. G—-1148, G-3175, G-4333, G-6621, G—7773, 
G-—8623, G-—8695, G-8883, G-—10359, G—10793, and G—11125 are hereby terminated 
and Phillips’ obligation to refund excess charges with respect to those dockets is 
hereby discharged. 

(B) Upon the issuance of a final Commission or Court decision in El Paso’s 
pending Section 4(e) rate proceeding in Docket No. G-4769, Phillips shall file 
with the Commission a Motion Requesting Termination of its Section 4(e) 
proceeding in Docket No. G-11217. A determination will thereupon be made 
of the appropriate Phillips Section 4(e) rates in Docket No. G—11217, based 
upon the rate increase ultimately approved for El Paso in Docket No. G—4769, 
but in no event to exceed the rate filed in Docket No. G-11217. The Phillips 
Section 4(e) proceeding in Docket No. G—11217 will then be ordered terminated, 
subject to such appropriate refund order, if any, as may be warranted in the 
event that El Paso’s proposed Section 4(e) rate increase in Docket No. G-4769 
may not have been approved in toto. 

(C) Upon the issuance of a final Commission or Court decision in Panhandle’s 
pending Section 4(e) rate proceeding in Docket No. G—2506, Phillips shall file 
with the Commission a Motion Requesting Termination of its Section 4(e) 
proceeding in Docket No. G—10883. A determination will thereupon be made 
of the appropriate Phillips Section 4(e) rate in Docket No. G—10883, based upon 
the rate increase ultimately approved for Panhandle in Docket No. G—2506, but 
in no event to exceed the rate filed in Docket No. G—10883. The Phillips Section 
4(e) proceeding in Docket No. G—10883 will then be ordered terminated, subject 
to such appropriate refund order, if any, as may be warranted in the event that 
Panhandle’s proposed Section 4(e) rate increase in Docket No. G—2506 may not 
have been approved in toto. 

(D) Exceptions not granted herein are hereby denied. 

(E) The presiding examiner’s decision is adopted as the decision of this Com- 
mission to the extent not inconsistent with this opinion and order. 

(F) The motion of the Mid-Continent Oil & Gas Association to file a brief 
amicus curiae is hereby granted. 

Commissioner Kline, concurring in part and dissenting in part, filed a separate 
statement. 

KLINE, Commissioner, concurring in part and dissenting in part: 

I concur in the results reached in this case, namely, the dismissal of Section 
5(a) proceeding instituted by the Commission against Phillips, and the dis- 
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position made by the Commission of the various Section 4(e) rate increase cases. 
I do not concur in the cost of service determined for Phillips. 

I also concur with the majority (1) that the traditional rate base cost-of- 
service method of fixing rates is generally neither an adminstratively practical 
or economically sound method to use to determine the rates of any individual 
independent producer, (2) that while ordinarily inappropriate, it can be used in 
this case to determine the justness and reasonableness of the rates charged by 
Phillips during the test year 1954 and the several years following as to which the 
1954 test year can be considered representative, and (3) that we cannot in this 
proceeding fix Phillips’ present or future rates. 

I also concur in most of the methods of allocation and some of the rate-making 
principles adopted by the majority. I dissent vigorously to the method of alloca- 
tion of exploration costs proposed and adopted by the majority and to certain 
of the other rate-making principles and findings contained in the opinion. The 
adoption of the method of allocation of exploration costs and other rate-making 
principles which I advocate would not affect the outcome of this case, although 
it would result in a different cost of service. 

There have been many differences between my colleagues and myself on the 
various issues of this case, on how we should regulate the rates of independent 
producers in the future, and the extent to which we should discuss these 
matters in this opinion and in the statement of policy issued this day. Although 
I deem it entirely too vague and inadequate, I have joined in the statement of 
policy solely because it represents action rather than inaction. 

I shall not at this time set forth my views on these various issues for to do so 
would result in further delay in the issuance of this opinion. I shall express 
myself fully on these various matters when we pass upon the petitions for rehear- 
ing which will undoubtedly be filed in this proceeding, or at some other appro- 
priate future time. 








AppPpENDIx 1 


— 
oO 
ae 


4a 
° 
— 
N 
g 
9 
5 
68 
S) 
e 
© 
8 
2 
S| 
a 
= 
fy 


9L “bLO ‘T 


962 LH 


oeb 
ee ‘Ww 


128 ‘ZF ‘SI £2 ‘ETE ‘Bo Ebb ‘797 ‘SO 


1¥6 ‘L9 


810 ‘g1 
yg ‘soz ‘ST 


62% ‘OL 
SOL ‘878 ‘OL 





680 ‘BLP ‘L¥$ 


608 ‘OBS ‘92 





“919 ‘cue 


968 97 ‘6 





Lvl ‘021 


Ooh ‘282 ‘9 
OPP ‘620 ‘HS 


828 ‘89 
926 ‘89% “LE 





STE ‘eRe ‘% 
OPT ‘CEs ‘I$ 


stg Ve 
496 ‘896 ‘oI 


ZSL ‘ER ‘16 
| eon ‘211 ‘Fe 


G02 ‘8% 
$60 ‘$2 


6ce ‘189 ‘et 


SLL ‘729 ‘L 
989 “HOB “S$ 


Sve ‘SL 
086 ‘222 ‘69 


oot $69 ‘9 g 


sLB ‘g 
189 ‘389 ‘g 


¥e9 SB e 


Z18 ‘290% 
Cel ‘Z6LE 


2L8 ‘9 
O89 “OSL ‘F 


69 1! 186 ‘og 


IL +e 
‘889 ‘968 ‘Se 


882% ‘g1e ‘gg 


‘¥6l ‘ees ‘OL 


or ‘Sze ‘OL 
680 ‘BLE ‘LF 


eve ‘901 ‘% 
£98 ‘P82 ‘TI 
086 ‘TZ8 ‘8$ 


000 ‘001 
Lo “BIZ “69 





ZEL ‘TT 
6bF ‘OSS 
(860 ‘9e) 
S99 ‘$86 ‘ZI 
68F ‘910 ‘Z 
188 ‘90Z 
160 ‘S19 ‘€ 
229 “ILL ‘9 
PST ‘EL 
969 ‘Soo 
900 ‘OZF ‘OI$ 


£00 ‘9¢ 
re L8b e 
199 ‘1S@_ 


(9) 


‘| (208 « 281) 
68I ‘Sz 
(622 ‘8¢) 
FZ ‘978 
OLS ‘LTL 
889 ‘E21 
60 ‘840 ‘Z 
9ZF ‘OEP ‘I 


109 ‘ez 
ele ‘118 ‘L$ 


(¢) 


(seg 
89 


“CZ1) 
“ez¢ 
(LLE ‘¥6) 
662 ‘O18 ‘LI 
690 ‘beL 
690 ‘Oe 
009 ‘E99 “¢ 
86 ‘202 ‘8 
PST ‘eI 

962 ‘TE8 

LE ‘18% ‘SI$ 


(686 ‘0Z) 
b¥9 ‘CEP ‘T 
6S ‘688 
908 ‘bE 
Z9¢ ‘T6E 
SLL 66 ‘T 





$20 ‘61 
Lovs 


(€) 


(ge¢ ‘SzT) 
889 ‘ozg 
(06¥ ‘Z80 ‘T) 
SPP ‘OFZ ‘BI 
STS ‘EzI ‘e 
OFT ‘LE 
909 ‘ZIL ‘6 
606 ‘FOF ‘OT 
PSI ‘ST 

SZL ‘086 
£99 ‘ZL8 ‘szs 


onptsel 


pue 


qusoJed [] 18 8SB¥q 9781 UOTJONposd 1 


~-=“suTe1SAS 
onpoid jo 4809 [RIO], 


OOURMOT[E XBI PUB INIA [890.7 


a" BUBMOTIE XB} BUTOOUT [RsEpeT 
uinjoy 


“-==-suorjesedo UOT B10; dxe [830 
OOUL MOTTE XB} PUB UINIOI [2}0., 


OOUBAMOTIE XB} OUTOOUT [BIOpPI,T 


qusosed IT 38 JUOUIISOAUT UOT}BIO[dxe UO UINj}OY 


“-9susdxe JUOTIdOPPASp puB UOT}t 


(dxq 
:suoyesedo UOTBIOT AX | 


~--@SUedXxe JOOI] PUT [830], 


WIYIVAO JIOITpuyT 
“gsuedxe [810U03 400/TC] 
s9suedxe JOM pUT 


qu0010 gq 
esusdx9 JOOITp [8}9.L 


“839888 [vI}d¥O Jo B[US UO SSOT JO IYOId 
--"“S{UOUTESINGsTp S}yOld JON 
---=""""@UTOOUT SNOBUB [90ST AL 


~*"""84800 suourdore AQP o1qTZuB UT JO WoTe[ ded 


Spyoyesee] Zujonpoid jo uopjotded 
SJUITIGITJOI JO SOO PUB SPUOUI9I}IOY 
wor ePe1dedq 
eee SOXBL 
esuedxe [Bleed 4OOIIC] 
Osusdxs osHOT J9qIO 
esuedxe Zuliei0dO 
:@suedxe eC 


BuypoAo But 
-pnput sjon 
-poid juyor 


SasTey] [TO [e10O.L 
qu9010d OOT juuIyIedep 
3 [einjen 


meysAs 
enpIsey 


queur 
-dojeaep pus 
uol}eso[dx | 


pus wioishs T8I0.L uo} dy10s0q 


Zulieyyery 


quemjyiedep uojjonpold sed pue [IO 








GG]. svah ‘ariaias fo 809 
ANVANO() WAD1OULAG SdAlVITIHG 
I XIQNaday 





"$]088B JOU PEJEPI[OSMOd JO IeTIOp 19d 697894000 STEN 1 


| $86 “SOL P16 ‘SIZ O82 ‘968 ‘T . esuddxe 4S010}0T 
Peat : O82 ‘098 “662 810SSB JOU POIWPITOSUOD [BIO], 
| 220 8bL “€ OOUBMOT[V BSUIdXe 48010] UT 


18% ‘6FT ‘9 4903S 0} PoJI9ATM0D Spuodg UO ssUedxe 4S9010}UT SSO] 
808 ‘268 ‘6 #61 ‘OSuedxo 4s010,U] 











“087 ‘098 ‘662 “"="="""="— S087 ‘SJ98SB JOU POIBPTTOSUOD [BIO,], 
[poe wNoyed 48010} UT 


168 ‘068 ‘S £9P “LI ‘8 O9T “#69 “¢ “9o8 ‘OLL ‘OF xB} PUB WIN4OI [B30], 


Ses | = = == 
962 ‘bbb Tbe ‘%, 2LE ‘9ZL ‘ST 
OeF LK’ 6h ‘OT 810 ‘8 481 ‘¢ 902 ‘8% 6LF ‘S 000 ‘SF Too eesesessece ss >" @OUBMOTIE XB} OUTOOUT [B19PIF 
G98 ‘OFF p82 GOL ‘828 ‘OT $89 ‘80L ‘ST OL ‘ose ‘S 892 60 ‘FZ T89 ‘889 ‘¢ ESE ‘ZL ‘Ob qusoled TT 18 WINjeYy 





SIZ ‘OTe ‘TS 


602 ‘880612 | cse‘sIz‘Is | eee ‘Sze ‘$cp |---- eseq 07Us [810.1 


PIF ‘290 F 
609 “02Z oge ‘ele % 69% ‘Eze ‘9 L¥6 ‘999 ‘9 986 ‘098 ‘Z 286 ‘209 6 Sel ‘PIS ‘T £8h 626 “6I [8}1deo JuyyIOM ssoif) 
(846 '0) ($81 21) (GFL ‘22) (998 ‘OF) | (068 “IT) (992 “IS) (00% 21) (000 ‘00T) 09010 J 
G08 ‘TS ‘e$ | 088202 ‘BFS | L¥8‘690'Z6$ | O28 ‘OTH ‘EDTS | 296 ‘60T ‘OFS | LLL ‘OES ‘60ZS | LEI ‘TOT ‘OSS | 99h ‘OFS ‘FOFS JUSUTISOAUT JON 


OIE SbF ‘86 292 ‘220 ‘OLT Z¥6 ‘096 ‘SF 


BuyyoAo Buy 

-pnypouy ‘sjon SOSBd] [}0 [8]0., 

w193sAs ouT[ose. quomidofeaep | -poid yuyor | yus010d OOT jueurzIedep 
enpIsey pus aejshs pus | sea 
SUTIOY IVA) uoyes0fdxy |~ a "a = a TeInjeEN 
queuljiedep uoljonpoid ses pue [TO 


Z 
© 
_ 
D 
DM 
é 
fo 
me 
e 
© 
re 
_ 
= 
fon} 
mq 
a 
wi 
a 


woy}d]108eq 











¥O6] svah ‘usnjas puv asvg aznaz 


Z XIqNadady 





| 09 ‘ozz e ‘ele : L¥6 ‘999‘9 | 986 ‘0e8‘e | ce6‘209'6 | SEI ‘FIG‘T | Ser ‘676 ‘6I 


‘asuedxy 1021] 
—PewToojlV :80Z “ON MQIGXA | 099 IZ % 106 ‘L¥6 L0L ‘T&F bI9 ‘6LE‘T | STO ‘TZI 766 092 ‘I f . ; , ~sjuouAedalg 


“*QUOTIISOAUT ION 
—PePOOITY °80Z “ON TIGIGX| | $29 ‘EL ‘Ph BE ‘LE geo ‘2et ‘eg | ZLT ‘oss 802 ‘220 F | $99 ‘896 CSP ‘ILL ‘2 “-----sorddns pue sjeiaje yy 
G22 ‘SZI 5 9° 00 ‘ZL ‘% 6S ‘6ZF 600 ‘268 “OT (skep of) 9a0ge Jo % 


OAT ‘Z00 ‘T ogy ‘C0 * £29 ‘gee ‘OE | EEO ‘OLS ‘OZ ; ; 890 ‘OZT ‘es " |-*--gaguedxe Zurjyes0do ‘syusmesnbes yseo 


FES ‘S2Z 90F ‘SZ9 ‘OT | 88s “6r6 ‘Sz net ll 


‘ON xjpueddy 7 : “reset es ‘tt ~-"1 (989 “SzT) “"$}9S8SB [eI]d¥d Jo OTRS UO SsoT 10 IGOIT 

‘ON xipueddy |- , " 6PF ‘OSS ge9 ‘oz “"“S}USUTOSINGSIP S}YOld JON 

‘ON xIpueddy |- ‘ eae: hl - 190‘1bL‘6 =: | -""""*""808B9] poropudins puv pedxg 
| “$1800 

‘L ‘ON xIpueddy 2 Poe OOS ‘$86 ‘ZI | FZ ‘OTB H | 662 ‘OIS‘ZT | HHO ‘SET | SFP ‘OFZ ‘BI qudUIdopoAaep aqIZuBIUT Jo UOTO;deqT 

*T ‘ON xipueddy eg ; 68h ‘910% | OL9‘2TL 690 ‘be ‘% | 69b ‘Ese SIS ‘ezt ‘e Sployesea, Zujonpoid Jo uojjo1deq 

"g put [ ‘SON xIpueddy | 669 ‘69T PPL ‘LES | 8hZ ‘TOR 160 S19‘ | 60F‘8hO‘% | COS ‘E99‘S | Z99 ‘IEE £92 ‘E19 ‘OT 


‘g pue | ‘SON xIpuaddy | ¢eg ‘eg 199 ‘192 LOI ‘€8 229 ‘TLL‘9 | 9zb‘9Sh‘T | 866 ‘LOGS | SZZ‘6FG‘T | 910 ‘89 ‘OT eT SOX®,L, 
S80] 


“sosuedxo 
Okt ‘222 ‘I$ | O80 ‘ORL ‘ZIS [28 ‘SZS ‘OFS STF ‘6ST ‘TZ$| 682 ‘STZ ‘29$] FIT ‘209 ‘Z$ | 796 ‘862 ‘9EI$ | UOTJBIO[dxe puv “yoeNpuy ‘yOaTpP [VIO], 


(6) (¢) (2) (Z) (1) 


| Sesvol [10 
7u9010d 0OI [R101 judul 
Ssyseul8ey ways As quior ~yredeap sed [810,.L uoyd seq 
enpisey UB WIOISAS}| Pt iB Tengen 
Zupeyjyey) | -eiojdxg =f a ie 





a 
S 
—_ 
3 
oO 
8 
a 
z 
° 
& 
3 
‘2 
a 
is 
fy 








jueurjiedep uoljonpold se3 puv [IO 





OG 4val “Qojyidv2 Buryso 4 


€§ XIQNaddy 





FEDERAL POWER 





COMMISSION 


APPENDIX 4 


Summary of cost of production, direct and allocated, year 1954 





Natural gas 


Total, direct lease expense____| $4,756,580 | $2,743,943 
Total, indirect expense. ..--..- 2, 845, 534 | 1, 487, 555 
Return and tax allowance_-__.- 5, 694,160 | 4,316,731 


Subtotal, production__..| 13,296,274 | 8, 548, 229 


Liquids 


Total Direct Allocated Total 


$7, 500, 523 | 16, 968, 954 |$34, 515,033 | $51, 483, 987 
4, 333,089 | 4,220,464 | 7,779,340 | 11,999, 804 
10,010,891 | 5,390,891 | 14,409,841 | 19, 800, 732 


21, 844, 503 | 26,580,309 | 56,704,214 | 83, 284, 523 





Exploration operations: 























Exploration expense... -....|............ 13, 090, 967 | 13,090, 967 |............ 31, 930, 089 31, 930, 089 
Return and tax allowance |-............ 2, 988,908 | 2,988,908 |............ 7, 290, 225 7, 290, 225 
Subtotal exploration-_--|..........-- 16, 079, 875 | 16,079,875 |.........-.- 39, 220,314 | 39, 220,314 
— nd = 
TOE cewinncencdgelaa 13, 296, 274 | 24, 628,104 | 37,924,378 | 26, 580,309-| 95,924,528 | 122, 504, 837 
Unit costs: Mef Mef Mef Bbls Bbls Bbls 


i 226, 681, 178 |149, 009, 734 


375, 690, 912 | 13,056, 309 | 30,261,670 | 43,317,979 
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585 


Allocation of joint products, including cycling, on the basis of relative cost, year 1954, 


relative cost method 





COST OF SINGLE PRODUCT PRODUCTION 











Description Volume Amount Unit cost 
Direct expense: 
100 percent oil leases. ._.............. ‘ $16, 968,954 | $1. 299674663 
Natural gas department __ 4, 756, 580 . 02098356838 
Indirect expense: 
100 percent oil leases. ............ 4, 220, 464 . 323250927 
Natural gas department --........ 2, 845, 534 . 012553022 
Return and tax allowance: 
100 percent oil leases. ...................... $5, 390, 891 . 41289548 
Natural gas department __................... 5, 694, 160 . 02511968 
COST OF JOINT PRODUCT PRODUCTION 
Volume Unit cost Amount Percent | Allocated 
amount 
Direct expense: 
OEE < ecniesondsnmibenndcctiniee 30, 261,670 | $1. 299674663  /$39, 330,325 | 92. 6354899 | $34, 515, 033 
Sis dannii cicihccomecbaceuubeneddibiiunns 149, 009, 734 . 02098356838 | 3, 126,756 | 07. 3645101 2, 743, 943 
OR ctiesnainbetithaiinstanaittidag ett iain aint 42, 457,081 |100 37, 258, 976 
Indirect expense: 
EE: Ghncenmenésnmenmuadehinienn 30, 261, 670 - 323250927 9, 782,113 | 83. 947648 7, 779, 340 
bis cucetlncsudiecnidesenuman 149, 009, 734 012553022 1, 870, 522 16. 052352 1, 487, 555 
De ddtiascieinttamieied foomnonneenrwnnfnwonecenennnnes 11, 652, 635 |100 9, 266, 895 
Return and tax allowance: 
ERED scctiincenscedbdpependban 30, 261, 670 . 41289548 12,494,907 | 76. 948634 14, 409, 841 
UE. ccssdedbaccnsdasecdbenteeoed 149, 009, 734 . 02511968 3, 743, 077 23. 051366 4, 316, 731 
TWO, <cnsidiicanteesacens bd dlionibedbdini tee 16, 237, 984 |100 18, 726, 572 
SUMMARY 
Joint products, Allocated to— 
Description including 
cycling 
Liquids Gas 
"SE NONI circ toa sibenob iaesennemaneigianaelociigabimnindeelian $37, 258, 976 $34, 515, 033 $2, 743, 943 
EE NE 9, 266, 895 7, 779, 340 1, 487, 555 
a Se es 18, 726, 572 14, 409, 841 4, 316, 731 
FO cctntincncdacnnietdemanmsandiialliainaiiies 65, 252, 443 56, 704, 214 8, 548, 229 
Volume..... é-diittinidnnabutpaimntuhsnemanninainmngummmalaaminmetitiainiaia 30, 261, 670 149, 009, 734 


RE CU in oc tiscsdecenscctnccdiuncdtinccnibhinntctnnpeoutinnahdiendn $1. 87 


$0. 05737 
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FEDERAL POWER COMMISSION 


APPENDIX 7 


Exploration and development expenses, year 1954 


1 


Reclassification 


Description 


(i) 


Phillips Petroleum Co.: 
Drilling tool income 
Clean out and miscellaneous tool income- -.. 
Drilling tool expemse-_-..................-..-.- 


Natural gas 
department 


Oil and gas 
production 
department 


(5) 





($7, 308, 354) 
(217, 046) 


6, 745, 896 
Clean out and miscellaneous tool expense 7 
Undeveloped lease rentals 

Taxes, exploration 

Depreciation 

Retirements, exploration 

Cost of retirements, exploration 

Dry holes, exploration and developmental. 





Expired and surrendered leases 
Profit and loss from sale of capital assets___ 
Geological, geophysical, and land expense_. 


Total, Phillips Petroleum Co. 
Phillips Chemical Co.: Dry hole contributions. 





($7, 308, 354) 

(217, 046) 

6, 745, 896 
120, 057 

5, 346, 958 
83, 107 
801, 248 


12, 551, 004 


47, 397, 583 





West Edmond Oil Co.: 
Undeveloped lease rentals 
Dry holes, contribution 
Expired and surrendered leases 


Total, West Edmond Oil Co. 
Phillips Offshore Oil Co.: Undeveloped lease 
rentals 


510 
4,149 
1, 682 
6, 341 


65, 15 








28, 109, 927 | 1 5, 852, 173 





1 Exhibit No. 282. 





2 13, 511, 999 | 


7, 474, 039 


c v , p. 8, col. (e), lines 14, 15, 16, and 19. 
2 Land and geological expense from exhibit No. 282, p. 12; undeveloped lease rentals, developmental dry 


holes, expired and surrendered leases from TR 10,138, 


APPENDIX 8 


Summary of gas purchases, year 1954 


(1) (2) | (3) 


Gas pur- |Adjustment 


Description chases and | to calendar 


| 


(4) 


Total 1954 


content cost} year basis | purchased 


statement 


Mef Mef 


3, 009, 457 


System gas purchases from leases in which 
Phillips owns no working interest 

System dry gas royalties and system dry 
gas purchases of outside working inter- 
ests, applicable to leases in which 
Phillips owns an interest 

System casinghead gas royalties and sys- 
tem casinghead gas purchases of outside 
working interests, applicable to leases in 
which Phillips owns an interest 


192, 892 


31, 377,131 | 1, 538, 662 


Med 
336, 373, 922 


32, 915, 793 


(5) 


1954 pur- 
chased 
volumes 
adjusted 


to January 
1956 prices 


}$23, 411, 181 


(6) 


Unit cost 
per MCF 
(5) +(4) 





403, 243,199 | 4,741,011 


676-807-6440 





407, 984, 210 
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DECISION 


UPON A CONSOLIDATED PROCEEDING UNDER SECTIONS 4(€) AND 5(&) OF THE NATURAL 
GAS ACT TO DETERMINE JUST AND REASONABLE RATES FOR AN INDEPENDENT PRODUCER 


(Issued April 6, 1959) 
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FEDERAL POWER COMMISSION 593 


ZWERDLING, Presiding Examiner: This case is an outgrowth of the historic 
June 7, 1954 decision of the United States Supreme Court in Phillips Petroleum 
Co. v. Wisconsin, 347 U.S. 672, which held that the Federal Power Commission 
has jurisdiction “over the rates of all wholesales of natural gas in interstate 
commerce, whether by a pipeline company or not and whether occurring before, 
during, or after transmission by an interstate pipeline company.” * 

The Commission on October 28, 1948 had instituted In the Matter of Phillips 
Petroleum Co., Docket No. G-1148, 7 FPC 983, an investigation under Sec. 5(a) 
of the Natural Gas Act to determine whether Phillips was a natural-gas company 
within the jurisdiction of the Commission, and, if so, whether its natural-gas 
rates were unjust or unreasonable. The hearing, held in 1951, was directed 
solely to the jurisdictional question, and culminated in a Commission decision 
issued August 16, 1951, holding that Phillips was not a “natural-gas company” 
within the meaning of the Natural Gas Act. Accordingly, by an order accom- 
panying that opinion the Commission terminated the investigation proceeding. 
On appeal, the decision of the Commission was reversed by the Court of Appeals 
for the District of Columbia,? and on June 7, 1954 the United States Supreme 
Court affirmed the opinion of the Court of Appeals. 

In compliance with the mandate of the Court of Appeals, the Commission on 
November 22, 1954 issued an order in Docket No. G—1148, vacating its previous 
termination of the G—1148 proceedings, and reinstituting the Sec. 5(a) investiga- 
tion of Phillips’ jurisdictional rates and charges under that docket. By Order 
issued May 28, 1956, the Commission consolidated the reinstated proceedings in 
Docket No. G-1148 for hearing with certain Sec. 4(e) rate increase proceedings 
filed by Phillips in Docket Nos. G-3175, G-4333, G-6621, G-7773, G—-8623, G—8695, 
G-8883 and G—10859, and directed that hearing in such consolidated proceeding 
should commence June 26, 1956. After the hearing commenced, and during the 
pendency thereof, the Commission issued additional orders on July 25, 1956, 
October 24, 1956 and December 14, 1956, adding subsequent Sec. 4(e) rate 
increase filings by Phillips in Docket Nos. G—10793, G—10883, G—11125, and 
G-11217 to the instant consolidated proceeding. The increased rates proposed by 
Phillips in such Sec. 4(e) rate filings have since become effective at various dates 
subject to undertaking to assure refunds of any excess charges, and Phillips is 
currently collecting such increased rates and charges under such undertakings. 

The hearing in the instant consolidated proceeding commenced on June 26, 
1956 and was closed on December 18, 1957. It totaled 82 hearing days, and the 
hearing record comprises 10,620 pages of transcript and 235 exhibits.* 





1347 U.S. at 682. 

2 State of Wisconsin v. Federal Power Commission, 205 F. 24 706 (C.A.D.C., 1953). 

* Because the Commission order of November 22, 1954, supra, treated the instant 
proceeding as a reopening and continuance of the original 1951 Phillips hearing in Docket 
No. G—1148, the pagination of the transcript and the numbering of the exhibits in the 
instant hearing were treated in the same way. Accordingly, the record of the instant 
hearing commences with Volume 42, page 6223, and the first exhibit is Exhibit No. 197. 
As a matter of fact, since the original 1951 Phillips hearing was devoted solely to the 
jurisdictional question, and since that question has been finally disposed of by the Supreme 
Court’s Phillips decision of June 7, 1954, the record made in the original 1951 hearing is 
not of interest in connection with this decision. 

































































































594 FEDERAL POWER COMMISSION 






The parties include Phillips, the Staff of the Commission, and some thirty-one 
interveners. 

Four major, full-scale cost-of-service studies were presented—by Phillips, the 
Staff, the Eastern Seaboard Interveners (Eastern),* and the State of Wisconsin 
and Public Service Commission of Wisconsin (Wisconsin). In addition, evidence 
on various selected aspects of the cost of service and other problems was pre- 
sented by certain other interveners—i.e., Southern California Gas Company and 
Southern Counties Gas Company of California (Southern); Pacific Gas and 
Electric Company (Pacific) ; Consolidated Edison Company of New York, Ine. 
(Consolidated Edison) ; El Paso Natural Gas Company (El Paso), and Minne- 
apolis Gas Company. 

It is relevant to note here a motion made by Wisconsin during the latter 
stages of the hearing, which was rejected by the Examiner, followed by a 
Commission order affirming the Examiner’s ruling on December 17, 1957. During 
the direct testimony of the Wisconsin cost-of-service witness, Van Scoyoc, at 
the October 15, 1957 session, he indicated at various points that the record, in 
his opinion, was deficient in that certain types of data which he characterized 
only in general terms was not included. At the conclusion of Van Scoyoc’s 
direct testimony, Wisconsin’s counsel orally moved the Examiner to make an 
order or otherwise direct that the Staff make the necessary studies and present 
on the record voluminous additional data of the type required to fill such alleged 
gaps. At the time when this request was made by Wisconsin, the Phillips and 
Staff cases in this proceeding had already long since been presented on both 
direct and cross-examination, and the request followed the long recess which 
had been granted for the period from June 13 to October 7, 1957, to provide the 
interveners with an opportunity to prepare their own cases for presentation at 
the October session. It also appeared that during the lengthy cross-examination 
of the Phillips’ witnesses prior to such recess, counsel for the various inter- 
veners and the Staff from time to time had submitted various requests to 
Phillips for additional data of all types, which they contended was essential 
for the preparation of their cases. In order to handle this problem on an 
orderly basis, the interveners finally presented Phillips with a coordinated 
written list incorporating all of such additional data requests, and prior to the 
October 1957 session such data had in fact been made available by Phillips 
(101 :13, 407). In spite of these facts, no request for any such additional data 
as that outlined by Van Scoyoc had been made by Wisconsin in any form until 
the oral motion was made at the close of Van Scoyoc’s direct testimony on 
October 15, 1957. 

Under these circumstances, the Examiner denied the Wisconsin motion. On 
November 4, 1957, Wisconsin filed with the Commission a document entitled 
“Motion of State of Wisconsin and Public Service Commission of Wisconsin 
for Order Directing Staff to Supply Additional Evidence for Record.” In this 
written motion, which the Commission treated as an appeal from the Examiner’s 
ruling, Wisconsin requested that the Commission Staff undertake a study to 
obtain and incorporate in the record evidence with respect to the following 
matters: 

(1) basic data necessary for the determination of just and reasonable rates 
for appropriate areas; 

(2) comprehensive data with respect to gas purchased by Phillips ; 


«Four Eastern Seaboard dstribution company interveners, Long Island Lighting Com- 
pany, Philadelphia Electric Company, Public Service Electric and Gas Company, and The 
United Gas Improvement Company, cooperated in making a joint presentation throughout 
this proceeding. 
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(3) comprehensive data with respect to royalty transactions and lease buying 
and selling transactions ; 

(4) additional data with respect to cycling operations ; 

(5) additional data with respect to the methods and procedures utilized by 
Phillips in allocating income taxes to departments ; 

(6) additional data with respect to gas balance ; 

(7) additional data with respect to gasoline plants ; and 

(8) additional data with respect to Phillips’ adjustments to the test year for 
“known” changes. 

By order issued on December 17, 1957, the Commission found that: 

* * * Movants’ request at this stage of the proceedings for the acquisi- 
tion and inclusion of the substantial amount and variety of additional 
evidence is neither timely nor warranted. 

Accordingly, the Wisconsin appeal from the Examiner’s ruling was denied. 

On December 2, 1957, two weeks before the lengthy hearing closed, Staff 
counsel orally moved the Examiner to grant a recess of six months in order 
to permit the Staff to make a further investigation of Phillips’ books and 
records, for the purpose of adding to the record at a later session comprehensive 
data with respect to the costs of Phillips’ joint product wells, broken down on an 
area basis, and the necessary allocation of such joint product costs on an 
area basis. The Staff contended that in the event the Commission should 
ultimately conclude that Phillips’ rates should be fixed on an area basis, rather 
than a system-wide basis, it would be important for the record to contain such 
data. Actually, in its initial presentation of its case-in-chief in the summer 
of 1956 the Staff had presented a cost of service broken down into certain 
selected areas, using actual cost figures for the dry gas produced by Phillips 
in such areas. However, because the Staff in the course of this presentation 
adopted the technique of simply imputing or assigning to gas produced from 
the joint product wells the same unit costs which had been derived for the dry 
gas production on an area basis’, the Staff did not present actual cost figures 
on an area basis for the gas produced from the joint product wells. The pur- 
pose of the Staff motion of December 2, 1957 for the six months delay was to 
obtain and present on the record the required evidence to fill this gap. 

As already noted, this Staff motion was made for the first time in the closing 
days of the already lengthy hearing, at a time when the record had already 
been completed with respect to: (a) the Staff case on direct and cross- 
examination; (b) the Phillips case on direct and cross-examinations; (c) the 
presentations by various groups of interveners, on direct and cross-examination. 
The only unfinished business remaining open at that time was the presentation 
of a brief rebuttal case by Phillips. The Examiner denied the Staff motion on 
the ground that: (a) there was no justification for the delay in making such 
a motion until the closing weeks of the hearing, since the problems raised in the 
Staff motion had been apparent and obvious during the preceding eighteen 
months of hearing; (b) even if the Staff request had been granted and the 
additional evidence thereby had been added to the record in the form of addi- 
tional Staff exhibits, prepared upon the basis of the principles and positions 
adopted by the Staff in its cost-of-service study in this proceeding, such an 
expanded record would still not necessarily include all of the data required for 
area rate fixing, in the event the Commission should ultimately fail to adopt 
all of the Staff cost-of-service positions or techniques; (c) if the Staff motion 


5 This technique, as adopted by the Staff, will be described in detail at a later point in 
this decision. 
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had been granted, procedural due process would have required that both 
Phillips and the various intervener groups be subsequently provided with an 
opportunity to submit further substantial evidence of their own, directed to 
such a new Staff presentation, thus indefinitely delaying the closing of the 
record in this important proceeding; (d) respect for the administrative process 
required that the hearing be concluded and that the point of decision be reached 
without such interminable delay. 

By order issued December 17, 1957 the Commission affirmed the Examiner's 
ruling. 

The hearing was concluded on December 18, 1957. Thereafter comprehensive 
and extremely helpful briefs were filed with the Examiner by Phillips, the Staff, 
Eastern, Wisconsin, Southern, Pacific, Consolidated Edison, El Paso, Michigan 
Wisconsin Pipe Line Company (Michigan Wisconsin), Northern Natural Gas 
Company and Permian Basin Pipeline Company, Panhandle Eastern Pipe Line 
Company (Panhandle), Minneapolis Gas Company, Brooklyn Union Gas Com- 
pany, Texas Gas Transmission Corporation, and the County of Wayne, Michigan. 
The last reply briefs were filed as of May 5, 1958, and the case is now ready for 
decision. 

As a result of the excellent and helpful presentations made by the various 
parties in this case, the instant record includes a comprehensive presentation 
with respect to all of the major, key problems, including four different complete 
cost-of-service studies, and including the presentation and testing by cross- 
examination and rebuttal of the major alternative allocation methods which 
have thus far been proposed in independent producer rate cases currently pend- 
ing before this Commission. It is further concluded that, in spite of the allega- 
tions made in the Wisconsin and Staff motions referred to above, the record 
made in the instant proceeding does provide an adequate and sufficient basis 
for a reasonable resolution of all the issues presented in this case. 


I. The Landmark Court and Commission Decisions in the Field of Producer 
Regulation, by Which This Case Is Governed 


In proceeding to our discussion of the important producer problems involved 
here, it will be helpful to restate and to bear in mind certain basic and control- 
ling statements made by the Supreme Court in its historic Phillips decision, 
supra. The Court there referred to its earlier decision in Interstate Natural Gas 
Company v. Federal Power Commission, 331 U.S. 682, involving a company which 
produced or purchased natural gas, which it in turn sold and delivered to three 
interstate pipeline companies. The Court then quoted with approval the fol- 
lowing language from its earlier Interstate decision: 


We have held that these sales are in interstate commerce. It cannot 
be doubted that their regulation is predominantly a matter of national, as 
contrasted to local concern. All the gas sold in these transactions is des- 
tined for consumption in States other than Louisiana. Unreasonable charges 
exacted at this stage of the interstate movement become perpetuated in 
large part in fixed items of costs which must be covered by rates charged 
subsequent purchasers of the gas, including the ultimate consumer. It 
was to avoid such situations that the Natural Gas Act was passed. Id., at 
692-693 (347 U.S. at 680). 


At the conclusion of its decision in the Phillips case the Supreme Court stated: 


Regulation of the sales in interstate commerce for resale made by a so- 
called independent natural-gas producer is not essentially different from 
regulation of such sales when made by an affiliate of an interstate pipeline 
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company. In both cases, the rates charged may have a direct and sub- 
stantial effect on the price paid by the ultimate consumers. Protection of 
consumers against exploitation at the hands of natural-gas companies was 
the primary aim of the Natural Gas Act. Federal Power Commission v. 
Hope Natural Gas Co., supra, at 610. Attempts to weaken this protection 
by amendatory legislation exempting independent natural-gas producers 
from federal regulation have repeatedly failed, and we refuse to achieve the 
same result by a strained interpretation of the existing statutory language. 

Since the Supreme Court’s historic holding in the Phillips decision, supra, that 
the Commission has jurisdiction over independent producer natural gas sales 
in interstate commerce, there have been two major Court of Appeals decisions 
dealing with the broad problem as to how “just and reasonable” rates should 
be determined for such producer sales under the Natural Gas Act. 

The basic, controlling decision in this area was handed down on December 
15, 1955 by the Court of Appeals for the District of Columbia Circuit in the City 
of Detroit case, City of Detroit v. Federal Power Commission, 230 F. 2d, 810, 
certiorari denied, 352 U.S. 829. As will be noted below, the Commission since 
that time has regarded the City of Detroit decision as controlling in independent 
producer rate cases. Under the circumstances, it will be helpful at this point 
to summarize the holding of the City of Detroit case at some length. That case 
was a proceeding to determine “just and reasonable” rates for the jurisdictional 
sale of natural gas by Panhandle Eastern Pipe Line Company, and the issue 
before the Court was whether the Commission had erred in fixing “just and 
reasonable” rates for Panhandle’s own produced gas on the basis of “field price” 
or “commodity value.” The Court held that the Commission had erred, and in 
the course of its decision setting aside the order of the Commission the Court 
‘aid down the following basic principles : 

(1) 

* * * the primary aim of the Act in the words of the Supreme Court is 
“to protect consumers against exploitation at the hands of natural gas com- 
panies.” Federal Power Commission v. Hope Natural Gas Company, 320 
U.S. at 610. See also, Id. at 612; Phillips Petroleum Company vy. Wisconsin 
347 U.S. 672,685. (230 F. 2d at 815.) 


The Court further stated that in considering whether investor and consumer 
interests were properly balanced, 


* * * we must keep in mind the basic purpose of the statute to protect 
consumers from excessive rates, though at the same time the statute affords 
the support of public authority to the regulated utility. (230 F. 2d at 816.) 


(2) The Court noted that: 


In Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591, 
the Supreme Court approved use of the “prudent investment” rate-base 
method for establishing rates to be charged by natural gas companies. 
Since then, until the instant case, the Commission has consistently employed 
this rate-base method, under which rates are considered “just and reason- 
able” if they will return to the company a certain percentage of profit on 
its rate base. The rate base is a figure representing the money prudently 
invested in the properties and equipment utilized in the company’s trans- 
mission and production business. The percentage of profit prescribed by 
the Commission depends upon a variety of factors, such as the risks of the 
business, the necessity for attracting capital. and the desirability of lower 
cost of gas to the public. In order to return a profit on the rate base the 
rates are set high enough to recover all costs of service, including taxes, 
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depreciation, depletion, and all operating expenses chargeable to production 
andtransmission. (230 F.2d at 813.) 






(3) Although holding that the use of field price was not necessarily pro 
hibited,® the Court noted: 




















The fair field price * * * is not an item of cost. Its inclusion as an 
amount to be recouped from consumers as though it were a cost incurred 
by Panhandle must find some other justification within the periphery of 
the “just and reasonable” standards. It is not an ingredient of any of the 
usual needs of a regulated utility, that is, to obtain revenues for operating 
expenses, for preservation of its financial integrity, for capital costs, for 
servicing of debt and payment of dividends, or for delayed rentals or costs 
of exploration and development. See Federal Power Commission vy. Hope 
Natural Gas Co., 320 U.S. at 605, 615. The Commission, however, advances 
other factors of an economic character as justification. We may not deny 
these a place in the total structure underlying rates if, in a balancing 
of investor and consumer interests, they are brought by evidence and 
findings into rational relationship to what is “just and reasonable” (230 
F. 2d at 816). 


(4) The Court then held that use of the field price method can be justified 
“only in terms of a demonstrated public interest” ; that when so used 



















* * * the evidence and findings must show that the increase in rates 
thus caused is no more than is reasonably necessary for the purposes 
advanced for any increase. (230 F. 2d 818). 

(5) The Court finally held: 

While as we have indicated the Commission may be empowered to 
\ consider some of these factors it must also, and always, relate its action 
to the primary aim of the Act to guard the consumer against excessive 
rates. If the Commission contemplates increasing rates for the purpose 
of encouraging exploration and development, or the ownership by pipeline 
companies of their own producing facilities, it must see to it that the 
increase is in fact needed, and is no more than is needed, for the purpose. 
Further than this we think the Commission cannot go without additional 

authority from Congress (230 F. 2d 817). 


+ * a ~ oa * * 

Furthermore, it is seen that when we refer to an “increase” we mean 
an increase in the rates above those which would result from use of the 
conventional rate-base method. For, though we hold that method not to 
be the only one available under the statute, it is essential in such a case 
as this that it be used as a basis of comparison. It has been repeatedly 
used by the Commission, and repeatedly approved by the courts, as a 
means of arriving at lawful—‘just and reasonable’—rates under the Act. 
Unless it is continued to be used at least as a point of departure, the 
whole experience under the Act is discarded and no anchor, as it were, 
is available by which to hold the terms “just and reasonable” to some 
recognizable meaning (230 F. 2d 818-19). 












Subsequently in Opinion No. 300, In the Matters of Union Oil Company of 
California, et al., Docket Nos. G-4331, et al. (December 6, 1956), 16 FPC 100, 
the Commission held that the City of Detroit decision was controlling in 
independent producer rate cases. Later, in its “Order Denying Petitions for 
Rehearing and Amending Order Accompanying Opinion No. 300” (issued Jan- 






230 F. 2d at 814, 815. 










































FEDERAL POWER COMMISSION 599 





uary 31, 1957, 17 FPC 89, the Commission held that the City of Detroit 
decision required: 


* * * the presentation of rate base and cost evidence as a point of 
departure plus a showing that any additional allowance is no more than 
is reasonably necessary for the purposes advanced for any increase. * * * 

Significantly, in the City of Detroit case, the court was interpreting the 
substantive statutory and constitutional standards which we must follow. 
These are applicable to the rates of all natural-gas companies whether 
they be interstate transmission companies or independent producers. We 
carefully considered the applicants’ contentions with respect to the City 
of Detroit case before we issued our Opinion No. 300 and could find no 
legal basis for excluding independent producers from the application of 
the law of that case. Further, this conclusion is consistent with the 
effect of the decision in Phillips Petroleum Company v. Wisconsin, 347 
U.S. 672 (1954) (17 FPC at 91). 


On review of Opinion No. 300, this holding was affirmed by the Court of 
Appeals of the Fifth Circuit in Bel Oil Corporation v. Federal Power Com- 
mission, 255 F. 2d 548 (April 23, 1958).’ In the course of its decision upholding 
the Commission in that case, the Court quoted at length, as being germane 
to the Commission decision it was there affirming, the following language from 
the City of Detroit decision: 


For, though we hold that method [the rate base or cost of service 
method] not to be the only one available under the statute, it is essen- 
tial in such a case as this, that it be used as a basis of comparison. 
It has been repeatedly used by the Commission, and repeatedly approved itp 
by the courts, as a means of arriving at lawful—‘“just and reasonable” « 
rates under the Act. Unless it is continued to be used at least as a 
point of departure, the whole experience under the Act is discarded 
and no anchor, as it were, is available by which to hold the terms “just 
and reasonable” to some recognizable meaning (255 F. 2d at 551-552). 


The Court further held, in the Bel Oil decision: 























We do not hold that evidence of field price is irrelevant. We do hold 
that evidence of unregulated prices in the field is not sufficient to warrant 
a finding by the Commission that a price comparable to them is just and 
reasonable within the intendment of the Natural Gas Act. Neither is 
evidence of the field price when coupled with the opinion of experts that 
the price must be high enough to provide an incentive for exploration 
and development of new sources of supply (255 F. 2d at 553). 


Since the City of Detroit decision, supra, the Commission has consistently 
held in numerous independent producer rate cases that the conventional rate 
base method of ratemaking must be used as a basis of comparison or point 
of departure.’ The Commission has most recently reaffirmed that position 
in strong language in its Order Denying Applications for Rehearing and Motions 
for Stay, In the Matters of Pan American Petroleum Corporation, et al., Docket 
Nos. G—8679, et al., (issued June 6, 1958), 19 FPC 917, where it stated: 


* * * the companies cannot show their proposed increased rates are just 





7 Certiorari denied October 13, 1958. 
8 Sun Oil Co., et al., Docket Nos. G—8288, et al., Feb. 6, 1957, 17 FPC 174; Orange Grove 
Oil and Gas Corporation, et al., Docket Nos. G—8518, et al., Feb. 6, 1957, 17 FPC 199; 
Crow Drilling Company, Inc., et al., Docket Nos. G—6622, et al., Feb. 6, 1957, 17 FPC 226; 
H. F. Sears, et al., Docket Nos. G—6502, et al., Sept. 3, 1957, 18 FPC 244; Dethi-Taylor 
Oil Corp., et al., Docket No. G—6504, Sept. 30, 1957, 18 FPC 375. 














































600 FEDERAL POWER COMMISSION 


and reasonable, absent evidence of cost-of-service or revenues require- 
ments * * *°*, ‘ 

The Court of Appeals for the Fifth Circuit has recently had occasion to com- 
ment upon this situation again in a decision issued on February 20, 1959, in 
Forest Oil Corporation, et al., v. Federal Power Commission, 263 F. 2d 622. 
The Forest Oil case was identical in character with the Bel Oil case, supra, and 
presented the same questions for review—i.e., (1) whether fleld price evidence 
alone was sufficient to make a prima facie case that the producer’s proposed 
rates were just and reasonable, and (2) whether, in the event such evidence 
was not regarded as sufficient, the record should be reopened to give the peti- 
tioners one more opportunity to present satisfactory evidence in support of their 
rate proposals. The Court adopted the same position which it had taken in the 
Bel Oil case, supra, affirming the Commission’s findings that field price evidence 
alone was not sufficient, but directing that the proceedings be reopened to afford 
petitioner 


reasonable opportunity to adduce such evidence as it may be advised is 
relevant to the inquiry whether the proposed rate is just and reasonable. 


Although there was nothing further before the Court for disposition, it noted 
the persistent and strong pleas which had been made by petitioner’s counsel in 
the course of oral argument for some further guidance as to the types of evi- 
dence which might be deemed relevant on the issue of just and reasonable rates. 
Because of these pleas, the Court in the Forest Oil decision proceeded to set 
forth several pages of general observations, by way of dictum. 

That Court without a doubt has been amply supplied, both in the Beil Oil 
series of cases and in the Forest Oil case, with all of the general arguments 
which all segments of the natural gas industry, the Staff of the Federal Power 
Commission, and State regulatory commissions have now been making since 
June 7, 1954 on the general theoretical question whether producer rates can or 
should be fixed under the rate base or cost of service method, whether that 
method is administratively feasible or impossible of administration, whether it 
produces sensible or ludicrous results, etc. It is of utmost importance, however, 
to note that ali of the arguments made on these subjects up to this time have 
been made in @ vacuwm. The fact of the matter is that up to this date neither 
the Federal Power Commission itself, nor the Court of Appeals for the Fifth 
Circuit, nor any other Court, has yet had the opportunity to examine a record 
made in a major, representative producer rate case, in which the rate base or 
cost of service method has actually been applied to the books and records of a 
specific producer, and in which an actual attempt was made to develop “just 
and reasonable” rates for the producer by that approach. 

That very opportunity, however, is now provided, for the first time, in the 
instant Phillips proceeding. In view of the circumstances outlined above, it is 
here concluded that the general observations set forth by the Court in the Forest 
Oil decision by way of dictum were intended by the Court to be treated only as 
preliminary and advisory in character, and not as a firm and binding precedent 
which would be dispositive of any of the issues involved in the instant Phillips 
proceeding. 


II. General Attacks on the Cost-of-Service Method 


However, in spite of the fact that the Courts and the Commission have thus 
consistently held that in determining “just and reasonable” rates for jurisdic- 
tional natural gas sales by independent producers the conventional rate-base, 
or cost-of-service method must be used at least as a point of departure, argu- 


°19 FPC 917, at 919. 
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ments continue to be made in producer rate cases before this Commission that 
producer rates should not be fixed under the cost-of-service or rate-base method. 
In the instant proceeding thirteen pages of the El Paso brief are devoted to 
arguing that “independent producer rates cannot be determined by the tradi- 
tional rate base cost of service method applicable to transportation utilities” 
(El Paso brief, pages 20-33. Contentions are made that the cost-of-service 
method, as applied to producer rate cases, is unworkable, that it presents mon- 
strous problems which are impossible of solution, that it is administratively 
unfeasible, and that it produces incongruous results. 

Since this is the first major, comprehensive cost-of-service producer rate case 
to reach the point of decision before this Commission, it is anticipated that it 
will provide a vehicle for resolving many of the major problems connected with 
producer rate regulation which have remained unsolved up to this time. Further- 
more, in view of the comprehensive and helpful cost-of-service presentations made 
in this proceeding by Phillips, a number of representative groups of interveners, 
and the Staff, an opportunity has been provided to observe concretely, on the basis 
of fact, rather than on the basis of academic, general speculation, the problems 
encountered in attempting to fix producer rates on a cost-of-service basis, the 
methods which are available to resolve those problems, and the nature and 
reasonableness of the results obtained. Accordingly, it would seem useful to 
set forth here certain relevant over-all conclusions, based upon what was devel- 
oped in this proceeding. 

It may be noted at the outset that Phillips itself has taken the position 
throughout this proceeding that its “just and reasonable” rates should be deter- 
mined under the cost-of-service method, rather than under a field price method 
(92: 12,481, lines 10-15)”. The Phillips position was clearly stated by its policy 
witness, Stanley Learned, Chairman of the Executive Committee and Assistant 
to the President of Phillips, during cross-examination by El Paso counsel. In 
the course of this interrogation El Paso counsel referred to the question as to 
how the concept of commodity value (or field price) could be employed in regula- 
tion. The following colloquy then occurred: 


Q. And do I understand that you think that that should be the method 
by which the prices of independent producers should be regulated, rather 
than by the cost of service method? 

No, I do not think so. 

Did you formerly espouse that method for regulation? 

The value method? 

Yes. 

. No, sir. 

. Now, is it your position, sir, that when these parties at arms-length deal 
a effect a price which represents the value, as you have defined it, that 
that is the fair and equitable price? 

A. Under regulation? 

Q. Either way, sir. 

A. It is not necessarily fair and equitable under regulation. 

Q. You think then, that despite the fact that the parties agree at arms- 
length with these elements that you have in mind, that nevertheless that 
should be abandoned and a cost of service method rather instituted to de- 
termine the price? 


ROPOPO>D 


1 Based on its claimed cost-of-service as proposed by Phillips in this proceeding, it has 
developed proposed rates ranging from high of 22.75¢ per Mcf to a low of 16.5¢ per Mef, 
depending on delivery conditions. (Phillips initial brief, page 169) Such maximum 
Proposed rate of 22.75¢ is higher than any of the claimed “commodity value” or “field 
Price’ levels presented in this proceeding. 
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A. Well, under regulation I think that the interests of the consumer and 
the interests of the public have to be given consideration, and they may not 
have been given consideration at the time that the contract was entered 
into. (93 : 12,494, line 23-12,495, line 22 ; emphasis supplied.) 


It is also relevant to note that, on the basis of its own actual experience in 
presenting its instant case on a cost-of-service basis, Phillips has not at any 
time taken the position that the cost-of-service method, as applied to producer 
rate cases, is unworkable, or that it presents unduly complex problems. On 
the contrary, the Phillips initial brief summarizes the situation as follows: 


Important differences exist among the parties in the various methods of 
allocating costs. Before discussing differences, however, it is important to 
note the similarities. The differences in basic approach are not as great as 
they might appear. While there was disagreement among the parties with 
respect to specific matters, there was complete unanimity with respect to 
many of the fundamental principles which serve as the starting point for 
any method of cost allocation. (page 83) 


* * * * * * * 


In addition to these points of agreement on basic principles, it becomes 
clear upon analysis that many of the apparent differences are merely differ- 
ences in the application of the same method, rather than differences in 
choice of methods. The result is that, while the various cost studies by no 
means represent complete harmony, there is surprising unity of thought to a 
novel problem which is by its nature complex and filled with potential points 
of controversy. (page 85) 


We now turn to some of the major contentions made by those who oppose the 
use of the cost-of-service method for the regulation of producer rates: 

(1) It is pointed out that over four years have now elapsed since the Supreme 
Court’s historic Phillips decision and that no final solutions have yet been 
arrived at for the major problems involved in applying a cost-of-service method 
to the determination of “just and reasonable” producer rates—and this fact is 
advanced as evidence that the complexity of the problems is such as to render 
the cost-of-service method unworkable in this field. However, a somewhat dif- 
ferent impression will be obtained if the history of the past four years is briefly 
examined. The fact of the matter is that the first two years subsequent to the 
Supreme Court’s Phillips decision on June 7, 1954, constituted a phase during 
which the producers abstained from presenting any evidence with regard to 
cost-of-service or revenue requirements. During this period the evidence pre 
sented by producers in producer rate hearings before the Commission consisted 
only of such matters as field price evidence, together with testimony and 
exhibits designed to persuade the Commission that the public interest would be 
better served if producer prices were left to be fixed by the law of supply and 
demand rather than by regulation. This phase culminated in the Commission 
decision issued December 6, 1956, in the Union Oil case (Op. No. 300, supra), 
subsequently affirmed by the U.S. Court of Appeals for the 5th Circuit on 
April 23, 1958,"—in which it was held that evidence of field prices and evidence 
of arm’s-length bargaining alone were not sufficient to sustain the burden of 
proof as to “just and reasonable” rates, imposed upon the producers under 
Sec. 4(e) of the Natural Gas Act. Thereafter the second phase commenced 
in June 1956 with the instant Phillips proceeding in which, as noted above, a 
comprehensive cost-of-service presentation has been made by Phillips and the 
other parties. In addition, a number of other major producer rate cases have 


1 Bel Oil Corporation v. Federal Power Commission, 255 F. 2d 548. 
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been in hearing before this Commission, in which comprehensive cost-of-service 
studies have been presented. It would seem reasonable to expect that this 
second phase, which commenced only two years ago, will produce the experience 
and the understanding required to develop reasonable, fair and workable solu- 
tions for the major problems. 

(2) Those who oppose the use of the cost-of-service method also stress the 
size of the record and the length of the hearing in the instant Phillips proceeding 
as evidence of the allegedly impossible complexity of the task. However, it is 
important to note in this connection that the instant proceeding represents the 
first major producer rate case before this Commission to reach the point of de- 
cision ; that the Commission at this point is still at the threshold of the problem 
of producer rate regulation, and that no firm positions have yet been reached 
by the Commission on any of the major issues involved in this area. Under 
these circumstances, it was inevitable that a very substantial portion of the 
record made in this proceeding should necessarily fall into the following major 
categories: 

(a) The presentation by Phillips, numerous intervener groups and the Staff 
of a large number of different, alternative proposals for the handling of various 
allocation problems, and for the solution of other issues such as the type of rate 
of return to be developed for producers, the treatment of “phantom” taxes, etc. 
Each one of these numerous alternative proposals was, of course, followed by 
detailed cross-examination and rebuttal. 

(b) The presentation by Phillips of voluminous general, industry-wide data 
and material, designed to indicate certain allegedly basic characteristics and 
trends operating with respect to the natural gas production industry—i.e., the 
national gas supply picture, increasing market requirements, and increasing 
cost trends. This type of evidence was designed to suggest that where various 
alternative methods are available, a method liberal to the producer should be 
adopted. 

It is important to bear in mind, however, that the length and complexity of 
the instant Phillips proceeding cannot fairly be regarded as representative of the 
situation which will be commonly encountered in future producer rate proceed- 
ings, once the Commission has firmly established the applicable standards and 
methods to be used in determining producer rates. From that point on, the two 
categories of evidence outlined above, which consumed so much time in the 
instant Phillips proceeding, will no longer be required. 

(3) A further argument is made with respect to the claimed difficulty of 
obtaining from the producer’s records the type of data required to develop a true 
cost of service and to make the necessary allocations. It is contended that in 
many cases such data is not available in the required form because producers 
normally do not keep their books in this manner; that it accordingly imposes 
a serious burden upon the producers to develop such data from the information 
on their books. It is interesting to note, however, that before the record was 
closed in the instant proceeding all reasonable requests made to Phillips by the 
interveners and Staff for additional data had been met. No contention can 
seriously be made here that the instant record does not contain all the data with 
respect to Phillips’ operations which is reasonably required for the resolution of 
the major problems in this case. 

It is also relevant to note that difficulties similar to those referred to above 
were ultimately solved in the early years of this Commission’s regulation of 
pipeline rates by the adoption of such techniques as a Uniform System of Ac- 
counts, under which pipeline companies subject to Commission regulation were 
required to set up and maintain their records in such a way that the required 
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data would at all times be readily available. There is no reason to doubt that 
the Commission will be able to work out similarly effective techniques for solving 
such problems in connection with the exercise of its jurisdiction over independent 
producers. 

(4) One of the major arguments made against the use of the cost-of-service 
method for regulation of producer rates is directed to the complexity of the 
allocation problems arising in connection with joint product wells. As in the 
case of most producers, Phillips produces gas not only from dry gas wells, but 
also from joint product wells. The latter category includes casinghead gas wells, 
producing both oil and casinghead gas, and gas condensate wells which produce 
condensate gas and condensate liquids.” Since the production cost of such 
joint product wells are joint costs, it becomes necesasry to allocate such joint costs 
as between oil and gas. In addition, joint exploration costs must be allocated 
as between the two products. A major portion of the record in this proceeding 
was directed to the presentation of alternative methods for making such allo- 
cations. Opponents of the cost method argue that such allocations are tremen- 
dously complicated and difficult; that because there is in fact no such thing as 
a separate cost for the gas produced from a joint product well, the results ar- 
rived at by the use of any of such allocation methods do not represent the costs 
actually incurred with respect to the separate product, and, accordingly, the 
entire effort to determine which allocation method should be adopted is 
misdirected. 

It can be agreed, at the outset, that there is in fact no such thing as a separate 
cost for the gas produced from a joint product well, and that allocations must, 
therefore, be made. However, this fact becomes less impressive when it is 
realized that pipeline rate proceedings, where the cost-of-service method has 
for years constituted the established and accepted approach, similarly involve 
complicated and difficult allocation problems. It will help to restore this situa- 
tion to perspective if a brief reference is made here to some of the complex 
allocation problems commonly encountered in pipeline rate proceedings. 

(a) One such pipeline allocation problem, which is present in practically all 
pipeline rate proceedings, is the determination as to what portion of system-wide 
costs should be classified as demand costs, and what portion as commodity costs. 
This allocation becomes necessary because pipeline perform both a capacity and 
a volumetric function, and therefore represent, in a sense, a joint facility. 

The leading Commission decision on this particular problem was Jn the Mat- 
ter of Atlantic Seaboard Corporation, et al., 11 FPC 43 (April 25, 1952). The 
language there used by the Commission on the subject of cost allocation can be 
read with interest and profit here: 


In this, as in most of our natural gas rate proceedings, we are confronted 
with a cost allocation problem. 


= * x * * * 2 


Because this question of proper allocation of costs is of such great im- 
portance in practically all rate proceedings before us—and usually, as here, 
is one of the most controversial of issues—we consider it appropriate to set 
out at some length our views as to proper methods of cost allocation so that 
all may be informed and guided in situations which may be substantially 
similar to the conditions here present. 

The controversy generally engendered in rate proceedings as to the proper 
method for allocation of costs stems largely from the fact that the relative 
importance of the demand (capacity) and commodity (volume) functions 






12The gas produced from joint product wells is also referred to as “associated gas”. 
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cannot be measured with scientific accuracy. In the final analysis the 
allocations of cost to these respective functions are and must be largely 
dictated by informed judgment. Throughout our administration of the 
Natural Gas Act we have continually strived to develop—and improve— 
methods of allocation which would most properly apply to the natural-gas 
industry activities subject to our jurisdiction in the matter of rates. The 
methods used in the determination of early rate proceedings were modified 
somewhat in our latter decision in the Mississippi River Fuel Corp. case 
because additional experience under the methods first applied indicated 
the necessity for modification thereof. Further experience and knowledge 
gained since the time of our decision in the Mississippi River Fuel Corp. 
case—continuing study of this troublesome question—and the facts in evi- 
dence in this proceeding disclose the need for further departure from 
methods of allocation previously applied if results are to be obtained which 
are equitable to the various classes of customers and which attribute to each 
such class their proper share of the cost. 


+ we * x * * * 


A natural-gas transmission facility performs both a capacity and a volumet- 
ric function. In this sense it is a joint facility, which thus presents the 
problem, always difficult, of allocating joint costs. This problem is not 
unlike that which was presented to the Supreme Court in the Colorado 
Interstate case” as to which it was stated: “Allocation of costs is not a 
matter for the slide-rule. It involves judgment on a myriad of facts. It 
has no claim to an exact science. Hamilton, Cost as a standard for Price, 
4 Law & Contemporary Problems 321.” 


21 Colorado Interstate Gas Co. vy. Federal Power Commission, 324 U.S. 581, 589. 
(11 FPC pp. 52-54) 

Although the pipeline cost allocation problem above described was thus recog- 
nized as an extremely difficult one, commonly involving one of the most contro- 
versial issues, inherently incapable of being resolved with scientific accuracy, 
and therefore calling for the application of “informed judgment,” it was not 
there contended and it has, in fact, never been contended that the presence of 
such complex allocation problems in pipeline rate proceedings requires or war- 
rants the abandonment of the cost-of-service method in such cases. 

(b) Another complex allocation problem arises in pipeline rate proceedings 
where rates for a given pipeline system are fixed on a zone basis, rather than on 
a system-wide basis. In such cases it becomes necessary to determine what 
portion of the pipeline company’s total system-wide costs should fairly be borne 
by each of the different zones, and this requires the application of complicated 
allocation methods. An illustrative case of this nature was Op. No. 281 (May 
20, 1955), In the Matter of Northern Natural Gas Co., Docket No. G—2217, 14 FPC 
ll. The Commission there noted that the allocation problem before it was not 
susceptible to solution with scientific accuracy. It stated: 


In theory, the ideal, non-discriminatory, and non-preferential rate struc- 
ture would be one designed to assess each point of sale and delivery with the 
total of the various cost components incurred in the rendering of service 
to each point. But any attempt to arrive at such perfection would be * * * 
delusory.* 


18 Colorado Interstate Gas Company v. Federal Power Commission, et al., 324 U.S. 
581, 589; Hamilton, Cost as a Standard of Price, Supra; Op. No. 225, In the Matter 
of Atlantic Seaboard Corporation, et al., 11 FPC 43. (Op. No. 281, 14 FPC 11, 24- 
25; emphasis supplied.) 
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Nevertheless, in spite of the great complexity of the problem and the impossi- 
bility of obtaining perfection, the Commission there proceeded to make a detailed 
and careful analysis of the problem, and applied its judgment and expertise to 
arrive at a solution. That solution was upheld by the Court of Appeals for the 
8th Circuit in Interstate Power Company v. Federal Power Commission, 236 F. 
2d 372 (July 9, 1956) ,” in an opinion which referred to the Commission as: 


“one of the agencies presumably equipped or informed by experience to deal 
with a specialized field of knowledge, whose findings within that field carry 
the authority of an expertness which courts do not possess.” Universal 
Camera Corp. v. National Labor Relations Board, 340 U.S. 474, 488 * * * 
Its “function is not only to appraise the facts and to draw inferences from 
them, but also to bring upon the problem an expert judgment.” United 
States v. Detroit é Cleveland Navigation Co., 326 U.S. 236, 241 (236 F. 2d 
at 385). 


(5) The Courts have never regarded the cost-of-service method for regulation 
of pipeline rates as being unworkable or unsatisfactory because complex alloca- 
tions were required, or because such allocations were not susceptible to mathe- 
matical exactness. In Colorado Interstate Gas Co. v. Federal Power Commission, 
324 U.S. 581 (1945), the U.S. Supreme Court stated: 


Allocation of costs is not a matter for the slide rule. It involves judgment 
on a myriad of facts. It has no claim to an exact science. Hamilton, Cost 
as a Standard for Price, 4 Law and Cont. Prob. 321. But neither does the 
separation of properties which are not in fact separable because they func- 
tion as an integrated whole (324 U.S. at 589) * * * 

These circumstances illustrate that considerations of fairness, not mere 
mathematics, govern the allocation of costs (324 U.S. at 591). 


In a later case, Colorado Interstate Gas Co. v. Federal Power Commission, 209 
F. 2d 717 (CCA 10, 1953), one of the major issues before the Court was the 
question as to how joint costs of producing and gathering the wet gas stream to 
the inlet of the gasoline plants should be allocated as between residue gas and 
gasoline. The Commission had adopted the relative value method, as presented 
by the Staff, whereas the pipeline company argued for the adoption of a vol- 
umetric method. In affirming the Commission, the Court stated: 


* * * True, it did say that neither method was entirely satisfactory, but 
the same could be said with respect to any method which might be proposed. 
Mathematical exactness in the apportionment of cost is an impossibility. 
Because a method may have some infirmities does not of itself condemn it 
as a proper method.’ It is the duty of the Commission to select that method 
which in its considered judgment more nearly reaches a just and sound 
result. The Commission did approve and apply the relative value method, 
and without extended discussion, we think its conclusion with respect 
thereto finds support in the record and is, therefore, approved. 


8 Golorado Interstate Gas Company v. Federal Power Commission, 324 U.S. 581, 
65 S. Ct. 829, 89 L. Ed. 1206 (209 F. 2d at 726). 

Similarly, with respect to the joint cost allocation problems presented in the 
instant Phillips proceeding, where we are attempting to determine what portion 
of the joint product well costs should fairly be borne by gas and what portion 
should fairly be borne by oil, a number of different alternative methods have been 
suggested—as to each of which it may fairly be said that there are some ad- 





18 Certiorari denied 352 U.S. 967, January 14, 1957. 
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vantages and some disadvantages. Our problem is to determine, as among all of 
those possible alternative methods, which one more closely meets the following 
basic requirements : 

(a) that it assigns a fair share of the joint costs to gas; 

(b) that it is a method which can be practicably administered, and that the 
data required is not unreasonably difficult to obtain and the method itself is not 
unreasonably cumbersome and time-consuming ; 

(c) that the results reached, through applying such method, make sense. 

In spite of what has been said above, it would not be realistic or fair to suggest 
here that there are not extremely difficult problems to be solved in working out 
the application of a cost-of-service approach to producer rate-fixing. However, 
the resolution of those problems requires the following steps: 

(a) reasonably prompt determination by the Commission as to the various 
criteria, standards and methods to be applied in this area ; 

(b) the subsequent consideration of techniques which would result in producer 
records being kept in such a manner that the data required for the application 
of such determined methods and criteria would thereafter be readily available; 

(c) the gradual and continuous accumulation of experience in applying such 
determined methods and criteria from case to case, this being the normal process 
by which all regulatory agencies develop the implementation of established gen- 
eral methods and criteria, until finally the problems no longer appear to be 
unmanageable. 

Ill. Summary of Phillips Operations 


Before turning to a discussion of the specific cost-of-service issues involved in 
this proceeding, it would be appropriate to summarize briefly the nature of 
Phillips’ operations. Phillips was incorporated on June 13, 1917. Its principal 
executive offices are located at Bartlesville, Oklahoma, and New York City. The 
company is a diversified, integrated enterprise engaging in virtually every phase 
of petroleum industry operations and many related petro-chemical activities in 
the United States (Exh. 296, p. 7). These activities include the exploration for 
and the development and production of oil and gas, the purchase of oil and gas 
from other producers, the gathering of natural gas, the processing of natural gas 
in gasoline plants for the extraction of liquid hydrocarbons, the refining of crude 
oil and other petroleum products, the manufacture and sale of various chemi- 
cals, the operation of crude oil and refined products pipelines, the sale of re- 
fined petroleum products through various types of marketing outlets, and the 
research for and development of new products (56:7856). Its over-all opera- 
tions are spread throughout the United States.™ 

In terms of total consolidated balance sheet assets as of December 31, 1955, 
Phillips was ninth in size among oil companies in the United States (Exh. 296, 
p. 7). It is one of the largest gas producers in the United States (p. 112 of 
Phillips’ initial brief). However, its annual revenue from sales of natural gas 
in 1955 were slightly less than 6% of the company’s total gross income from all 
sources (Exh. 222, p. 26). In the test year 1954, Phillips sold 688,811,312 Mcf 
of natural gas, of which 491,178,953 Mcf, or 71.3 percent of the total, were sales 
for resale in interstate commerce. A total of 375,690,912 Mcf of gas was pro- 
duced in that year, and an additional 407,984,210 Mcf was purchased from other 
producers (Exh. 224) .* 





% Phillips also has operations in several foreign countries, but these operations are, of 
course, not involved in the instant proceeding. 

% The difference between the total volume sold, and the somewhat higher total volume 
Produced and purchased, consists of company uses, losses, residue returned to leases, etc., 
as shown in Exh. 224. 
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Phillips’ natural gas operations extend from the Gulf Coast to Montana and 
Wyoming, with its greatest concentration of sales occurring in Texas, Louisiana 
and Oklahoma. In addition to its natural gas operations, it owns all or part 
interest in 43 gasoline plants, 27 of which are wholly owned (56:7865). 

Of the more than twenty different departments which carry on Phillips’ 
operations, three are directly concerned with the production, handling and sale 
of natural gas. These are the Natural Gas Department, the Natural Gasoline 
Department, and the Oil and Gas Production Department. The Natural Gas 
Department operates all wells producing dry gas only,” and all gas gathering 
systems. The Natural Gasoline Department operates the gasoline plants. The 
Oil and Gas Production Department operates the 100 percent oil wells, and the 
joint product wells. The latter include: (a) wells producing both oil and 
ecasinghead gas, and (b) wells producing both condensate and condensate gas. 
In addition, several service departments perform services in connection with 
natural gas operations (56: 7858-60). Out of the total of 375,690,912 Mcf of 
gas produced by Phillips in 1954, 226,681,178 Mcf was produced in the Natural 
Gas Department and 149,009,734 Mcf was produced in the Oil and Gas Production 
Department. 

We now turn to a consideration of the specific cost-of-service problems involved 
in the instant proceeding. 


IV. Phillips’ Right to Sec. 5(a) Increases Under the Mobile and Sierra Pacific 
Doctrines 


The annual rate increases provided for in Phillips’ instant consolidated Sec. 
4(e) rate filings (involving jurisdictional contracts which by their terms per- 
mitted price revisions under escalation clauses, or for other reasons), amount 
in the aggregate to $5144 million—including increases in specific contract rates to 
levels ranging from as low as only 5.5 cents per Mcf to 13.5 cents per Mecf (with 
one increase to 17 cents per Mcf). 

Phillips’ prayer for relief in this proceeding, however, goes much farther than 
the $5%4 million increase reflected in such Sec. 4(e) dockets. In addition to 
requesting that the proposed rates contained in its Sec. 4(e) rate filings should 
be found “just and reasonable” and that the Sec. 4(e) proceedings should there- 
fore be terminated, relieving it from any obligation to make refund thereunder, 
Phillips also makes the following contentions: (a) that its total jurisdictional 
cost of service is $92,309,488 (Exch. 323, p. 1, line 5); (b) that its present 
revenues at November 1, 1956 prices (reflecting the consolidated Sec. 4(e) rate 
increases) are substantially below such cost of service; (c) that in order to 
eliminate such claimed deficiency Phillips must be allowed gross revenue in- 
ereases amounting to $44,031,762 ” over and above its revenues at the November 
i, 1956 prices (Exh. 324, Schedule I), and must be allowed rates ranging from 
a maximum of 22.75 cents per Mcf to a minimum of 16.50 cents per Mcf, depend- 
ing upon delivery conditions. 

Phillips accordingly requests the Examiner and the Commission to make a 
finding under Sec. 5(a) of the Act that unless it is permitted to recover such 
rates and revenues, its rates will be so low as to adversely affect the public 
interest, and to impair its ability to continue its service, within the meaning of 
the Sec. 5(a) standard laid down by the U.S. Supreme Court in Federal Power 
Commission vy. Sierra Pacific Power Company, 350 U.S. 348 (1956) (63: 8780- 
8782). Phillips’ ultimate prayer for relief is that in the instant Docket G-1148 





16 Also referred to as gas well gas. 
17 Based on 1954 sales volumes. 
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proceedings, the Examiner and the Commission should find that its jurisdictional 
rates are so low that they are not in the public interest, and that the necessary 
findings and order should therefore be issued permitting Phillips to file rates 
equal to its total claimed cost of service, it being contended that the specific 
rates recommended in its Exh. 324 are adequate and appropriate to accomplish 
this purpose (Phillips’ reply brief, pp. 141-142). 

It thus appears that if Phillips’ total prayer for relief in the instant consoli- 
dated proceeding were granted, its annual jurisdictional revenues would be in- 
creased in an &mount totalling approximately $49 million over and above the 
level of its revenues prior to the instant Sec. 4(e) rate filings. 

It also appears that the $44 million annual increase sought here by Phillips 
solely on the basis of the requested Sec. 5(a) finding would, if granted, fail 
upon Phillips’ various pipeline customers in the following distribution, based 
upon 1954 sales volumes: 


ee ae ee ee eS ee $12, 500, 109 
ES OE SCENE, | cattndiacsuiinghitinteecudtdsiiie huebbieinc oa 2, 212, 496 
SE UEIRIPINIININT » isocsiibsod nctnspscacsalsinsdetcnvasiginicemehatcalen-aibtpetsenccinisighshiedicinakdadl eileen acendiandmanailicaiia 8, 161, 586 
PN TR a he i ciciechbeciscca eae eine Pe adh adstantnaiiel 2, 504, 918 
PRERA. TEAM CIO BIN CO iibetsiice etcctchtinnaonaal 2, 591, 630 
Texas Illinois Natural Gas Pipe Line 00. sx. ncc eens 1, 793, 576 
RI Oy I Ci eitcarie ahi ie i td ae 1, 134, 143 


The remaining customers would sustain increases under $1 million each (Exh. 
363). 

It may be noted that with respect to those jurisdictional contracts which, by 
their terms, do not presently authorize a price change by Phillips, we have a 
situation falling within the prohibition laid down by the Supreme Court in 
United Gas Pipe Line Company vy. Mobile Gas Service Corporation, 350 U.S. 332 
(1956), that under the Natural Gas Act a natural gas company has no power 
to change its contracts unilaterally. It is therefore clear that with respect to 
those contracts the Phillips rates cannot be changed unless the Commission here 
determines such contract rates to be so low as to conflict with the public in- 
terest—in which case Phillips may be auhorized under Sec. 5(a) to file sched- 
ules increasing those rates. Phillips itself recognizes that this is the only 
avenue open for a rate increase under such contracts (63:8781-84), and con- 
tends that the instant record justifies and requires such a Sec. 5(a) 
determination.” 

The standards which must be met in order to warrant such a Sec. 5(a) finding 
were set forth by the Supreme Court in the Sierra Pacific case, supra, decided 
on the same day as the Mobile case, and which similarly involved a unilateral 
rate increase filing. Although the Sierra Pacific case arose under Sections 
205(e) and 206(a) of the Federal Power Act, those provisions, as noted in the 
introductory portion of the Court’s decision, are substantially identical to See- 
tions 4(e) and 5(a) of the Natural Gas Act. The Court held: 


The condition precedent to the Commission’s exercise of its power under 
Sec. 206(a) is a finding that the existing rate is ‘unjust, unreasonable, un- 
duly discriminatory or preferential” (350 U.S. at 353). 

* > = 7 - = 





1% The conclusion that the Sec. 4(e) route is not available to Phillips in this situation is 
not affected by the recent decision of the Supreme Court in the Memphis case—United Gas 
Pipe Line Company v. Memphis Light, Gas and Water Division, et al. (decision issued 358 
U.S. 103). Unlike the pipeline contracts which were under consideration in the Memphis 
case, the Philips contracts here contain a specified, fixed price for a term of years, and no 
general right was reserved to change such fixed price except pursuant to the terms of the 
specific escalation clauses therein contained. 
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In such circumstances the sole concern of the Commission would seem 
to be whether the rate is so low as to adversely affect the public interest— 
as where it might impair the financial ability of the public utility to con- 
tinue its service, cast upon other consumers an excessive burden, or be 
unduly discriminatory. 

7” * * * * s 

Whether under the facts of this case the contract rate is so low as to have 
an adverse effect on the public interest is of course a question to be deter- 
mined in the first instance by the Commission (350 U.S. at 355). 


However, with the exception of the Eastern Seaboard companies (Eastern), 
the interveners generally take the position in this proceeding that the instant 
record does not establish that Phillips’ contract rates presently in effect are so 
low as to adversely affect the public interest by impairing its financial ability 
to continue service; that even in the event it should appear, on the basis of the 
jurisdictional cost of service determined in this proceeding, that approval merely 
of the Sec. 4(e) rate increases, and no more, would leave Phillips with a cost 
of service deficiency, the required findings to justify a Sec. 5(a) order still 
cannot be made here because Phillips has not been losing money on its gas 
operations and is not losing money on those operations today. 

The Staff’s reply brief strongly disagrees with this position, contending that 
the Phillips contract rates vary so widely, even as between contracts for the 
same service from the same producing areas, as to patently contravene the 
public interest, generating and perpetuating undue preference and undue dis- 
crimination ; that this results in a rate structure completely adverse to the very 
principles and purposes of the Natural Gas Act; that the Sierra Pacific decision, 
supra, clearly recognizes the power of the Commission under Sec. 5(a) to modify 
contract rates in order to eliminate undue discrimination or preference; that 
accordingly the Examiner and the Commission should modify Phillips’ contract 
rates in such a way as to eliminate such undue discrimination and preference, 
and that such modification when effected should permit Phillips opportunity 
to obtain revenues from jurisdictional sales sufficient to meet its jurisdictional 
cost of service as determined in this proceeding. 

The important factor to bear in mind here is that we are not in the instant 
proceeding dealing with a single, low-priced contract, as in the Mobile and 
Sierra Pacific cases, supra, but what is involved here is Phillips’ entire jurisdic- 
tional rate structure. In the Mobile and Sierra Pacific cases, where only a single 
contract was involved, there obviously could be no contention that the failure to 
permit the pipeline seller to increase its existing rate on that one contract would 
impair its financial ability to continue its over-all service. In the instant 
proceeding, however, if the interveners’ position were adopted Phillips would 
be required to absorb the burden of a substantial over-all cost-of-service de- 
ficiency, on a system-wide basis. In fact, the application of the interveners’ 
position in the instant case would produce the following concrete results: 

(1) Phillips’ rates for the contracts involved in the consolidated Sec. 4(e) 
dockets would be fixed on the basis of the cost-of-service herein determined. 
With respect to some of the Sec. 4(e) dockets, where the proposed rate level 
exceeds the “just and reasonable” rates here determined, this would mean 
rejection of a portion of the proposed rate increase. 

(2) With respect to those contracts not involved in the instant Sec. 4(e) 
rate filings (hereafter referred to, for purpose of convenience, as the Sec. 
5(a) contracts), in those cases where the existing contract rates exceed the 
“just and reasonable” rates here determined, a rate reduction would be required 
under the Sec. 5(a) order to be issued in this proceeding. 








FEDERAL POWER COMMISSION 611 


(3) However, with respect to those Sec. 5(a) contracts where the existing 
eontract rates were, in fact, lower than the “just and reasonable” rates here 
determined, it would follow under the interveners’ position that no relief could 
be provided to Phillips. And Phillips would thus be frozen in a situation 
where it would be compelled to absorb the resultant over-all system-wide 
deficiency, until such time as a price revision was authorized under the terms 
of such contracts—whether as the result of activation of an escalation provi- 
sion, or a price renegotiation between the parties. 

The Phillips reply brief (page 120) correctly characterizes such a situation 
as follows: 


These Intervenors would thus convert Sierra, which held that the public 
interest may permit one sale at less than cost, into a decision that requires 
that all sales in total be at less than cost. Nothing in Sierra supports 
that conclusion. 


It is concluded here tnat such a situation would adversely affect the public 
interest, in that (a) it would impair Phillips’ financial ability to continue 
to render adequate service; (b) it would so impair the Phillips incentive for 
continued exploration and development as to jeopardize the continued program 
for the discovery of new gas reserves, which is essential to meet increasing 
market requirements; (c) it would result in an unduly discriminatory general 
rate structure for Phillips. It should further be noted that in the broader 
context of the entire problem of producer rate regulation now before the 
Commission, where the Commission is attempting to develop a reasonable, fair 
and workable system for the fixing of “just and reasonable” producer rates, the 
adoption of any such position would produce an unfair and discriminatory rate 
system which would clearly not be in the public interest. As well stated by 
Phillips in its initial bref (page 173): 

The finding of a deficiency, without a corresponding finding that rates 
must be adequate to recover costs, would constitute a finding that it is in 
the public interest for a natural gas company to provide its services at 
less than cost. Jf cost is to be the standard for rate regulation, a refusal 
to permit the recovery of costs under the circumstances here presented 
would be the clearest kind of confiscation. (Emphasis supplied.) 


The interveners argue, however, that such a position actually would merely 
leave Phillips in the same price position it occupied prior to regulation, when 
it remained bound by the terms of its contracts until they were renegotiated 
by the parties. But this ignores an important part of the picture prior to 
regulation, because in the absence of regulation producers were free (a) to 
raise an existing contract price to the full level permitted under an escalation 
provision, or to the full level agreed upon in a price renegotiation, without 
limitation to the “just and reasonable” rate level determined by the Commission ; 
and (b) to negotiate higher price levels in new contracts, without being sub- 
ject to the possibility that the Commission might in a subsequent Sec. 5(a) 
proceeding order such new contract price reduced as being in excess of the 
“just and reasonable” rate. None of these “laissez faire” avenues remain 
open any longer to the producers since the Supreme Court’s Phillips decision. 

As noted above, the adoption of the interveners’ position here would also 
result in an unduly discriminatory general rate structure for Phillips, and 
this alone is sufficient to warrant its rejection. As noted by the Supreme 
Court in the Sierra Pacific decision, contract rates may be set aside under 
Sec. 5(a) where they are found to be unduly discriminatory. (350 U.S. at 355). 

The U.S. Court of Appeals for the District of Columbia Circuit dealt with 
this problem in Mississippi River Fuel Corporation v. Federal Power Com- 
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mission, 252 F. 2d 619 (1957).” In that case United Gas Pipe Line Company 
sold natural gas to Mississippi River Fuel Corporation under two different 
contracts—i.e., (1) a 1929 contract, providing for a 45-cent demand charge 
and a 5-cent commodity charge; and (2) a 1951 contract, providing for a $1.30 
demand charge and a 12.5-cent commodity charge. The Commission decision, 
issued in a Sec. 5(a) proceeding, fixed a single rate of 75-cent demand and 
10-cent commodity charge for all sales by United in its Central Rate Zone, 
including both of these two sales to Mississippi. Mississippi contended, on 
appeal, that under the Supreme Court decisions in the Mobile and Sierra 
Pacific cases, until the Commission determined, upon a proper record, that 
the public interest required abrogation of the two existing Mississippi contracts, 
the separate contractual basis must be maintained; that the Commission was 
required to find specifically that the old contract rate of 45-cent demand and 
5-cent commodity charge was itself unlawful before a change in that contract 
rate could be required. 

The Court of Appeals rejected this contention and affirmed the order of the 
Commission on this point, stating: 


* * * The Commission found * * * that continuance of two rates for 
the same service at the same point was not in the public interest and would 
result in unreasonable differences * * * The Commission has power under 
Section 5(a) of the Natural Gas Act to determine a just and reasonable 
rate or contract affecting rates whenever it finds that an existing rate or 
contract affecting rates is unjust, unreasonable, unduly discriminatory or 
preferential. In the case at bar the findings of the Commission were that 
the two rates on the separate contracts “are not in the public interest,” 
that the continued existence of two rate schedules would constitute “main- 
tenance of an unreasonable difference’, and that compliance with Section 
4 of the Act would be effected by a filing by United which would “elimi- 
nate unjust, unreasonable and unduly discriminatory rates to Mississippi” 
and would apply to Mississippi the same rates applicable to other cus- 
tomers. We think these findings adequately met the statutory prescription 
for underlying findings in Section 5(a) (252 F. 2d at 623). 

* e * * « * e 

Mississippi argues that the Commission was required by the Mobile and 
Sierra Pacific cases, supra, to find specifically that the old contract rate of 
forty-five cents and five cents was itself unlawful before it could order it 
changed. Those cases each dealt with a single existing contract. The 
Court held that before the Commission could cause such a contract rate 
to be raised it must make the findings required by the statute. In the case 
at bar there are two existing contracts, one with a low rate and the other 
with a high one. The Commission did not find specifically that the low 
rate was unreasonable, ete. It found that the two contracts, with two rates, 
were not in the public interest and would maintain an unreasonable dif- 
ference. It seems to us that the action of the Commission was within 
the scope of the statute and within the doctrine of the Mobile and Sierra 
Pacific cases, even though not within the factual bases of those opinions. We 
think that in a situation involving two contracts, at different prices, for 
different portions of a single service, it is within the power of the Commission 
to combine the two contracts even though the combination results seemingly 
in a technical breach of the contractor’s or the public’s rights under the 


lower priced of the two contracts (252 F. 2d at 624-25; emphasis supplied). 
* * + * * * * 





19 Certiorari denied 78 S. Ct. 331 (December 16, 1957). 
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The whole action was to substitute a single rate for two separate rates 
found by the Commission to be unduly preferential. The Commission had a 
positive duty under the basic provisions of Section 5(a) to eliminate pref- 
erential discriminations * * * (252 F. 2d at 626; emphasis supplied). 


There can be no doubt that the adoption of the intervenors’ position here 
would be far more seriously contrary to the public interest and would maintain a 
far more unreasonable and unwarranted difference in the Phillips jurisdictional 
rate structure than the two-contract situation which the Court of Appeals in the 
above case found to be within the power of the Commission to remedy under the 
standards of Section 5(a). 

It is therefore concluded that the controlling facts in the instant proceeding 
satisfy the Section 5(a) standards as laid down by the Supreme Court in the 
Mobile and Sierra Pacific cases, supra, and that accordingly Phillips should 
be permitted to file rates sufficient to return its total jurisdictional cost of 
service, as determined in this decision. It should be noted, however, as will 
be made clear in the order to be entered herein, that with respect to the Section 
5(a) contracts no rates higher than Phillips’ existing contract rates will become 
effective until after Phillips may file new rates schedules for such contracts pur- 
suant to the instant order, and until the Commission approves any such new 
schedules as may thus be filed. 


V. Summary of the Different Cost-of-Service Approaches in This Proceeding 


Before proceeding to a point-by-point analysis of each of the contested issues 
in this proceeding, it would be helpful to set forth at the outset, for purpose of 
comparison, a concise summary of the general cost-of-service approach followed 
by each of the parties presenting a comprehensive cost-of-service study in this 
ease. All of these studies were presented on the basis of a 1954 test year.” 

(1) The Phillips Cost of Service 

The cost-of-service presentation relied on by Phillips in this proceeding is 
embodied in its Exhibits 282, 284, and 323. 

In Exh. 282, Phillips’ witness Cramer™ presented the total cost of exploring 
for and producing crude oil, condensate and raw natural gas by Phillips and its 
wholly-owned subsidiaries. In addition, he showed the total cost of natural 
gas purchased by Phillips from others, the total cost of gathering the produced 
and purchased gas, including the extractable liquid hydrocarbons, and the cost 
of marketing the produced and purchased gas. Costs which could be associated 
directly with either crude oil and condensate or with natural gas were charged 
accordingly. The great bulk of the total costs, however, were joint costs which 
could not be associated directly with one product or the other and which 
accordingly were allocated on various bases. All costs were based upon 1954 as 
the test year, with certain proposed adjustments which Phillips contends are 
necessary to make the test year representative of the future. The rate base 
consisted of the year-end balances, the only adjustment here being the addition 
of the cost of construction of the Tex-Booster, a field compressor station con- 
structed subsequent to the test year for the sole purpose of maintaining con- 
tracted volumes at the level delivered during the test year (60:8459-60). 

Production costs (excluding exploration) were first determined by depart- 
ments. Costs of dry gas production included all costs of the Natural Gas 
Department. Costs of production from joint product leases in the Oil and Gas 


% At a later stage of the hearing, Phillips’ witness Cramer presented a 1956 cost-of- 
Service study (Exh. 303) solely for the purpose of demonstrating that the 1954 cost-of- 
service relied on by Phillips was, in fact, truly representative of the future (73: 10,006). 
2 Senior Auditor in Phillips’ Comptroller’s Department. 
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Production Department were allocated between oil and gas on the basis of the 
“relative cost” method. This method allocates the costs of producing oil and 
gas together, in proportion to the known costs of producing each separately 
(60 :8461-5). 

Exploration costs which can be attributed directly to either the Natural Gas 
Department or the Oil and Gas Production Department are so charged on 
Phillips’ books. After giving effect to these charges, the balance of the explora- 
tion costs was then allocated between and assigned to those departments in 
proportion to the net investment in producing leaseholds of each department 
(59 :8257-8), resulting in an allocation of 37.69 percent of such remaining 
exploration costs to the Natural Gas Department (Exh. 282, p. 14, line 2, 
col. 6). Within the Oil and Gas Production Department the sum of direct 
and allocated exploration costs was further allocated among the separate 
products in proportion to the total Btu’s produced for each of the separate 
products (60 :8464). 

The production and exploration costs so determined for all gas produced 
by Phillips were then added to the purchased gas and gathering costs to 
determine a total cost for natural gas, including extractable liquid hydro 
earbons. Costs associated with liquid hydrocarbons extracted by Phillips 
were then deducted under a combined volumetric and Btu allocation method. 
Costs of marketing the residue gas were then added, and the total costs of 
gas were then divided between jurisdictional and non-jurisdictional business in 
proportion to the volumes sold (60: 8474). 

Phillips’ witness Cramer used a rate of return of 12 percent applied to year-end 
investment (60: 8482). Federal income taxes were computed at the 52 percent 
rate, without reflecting the special deductions provided by the tax statutes, 
and taken advantage of by Phillips, for expensing of intangible drilling costs 
and percentage depletion (60: 8483-4). To the total cost of service, Cramer 
added $400,000 for regulatory expense (60: 8470). 

Exh. 282 shows a total cost of service for jurisdictional sales of gas of 
approximately $82,000,000, reflecting only the claimed purchased gas cost increase 
adjustments related to the Sec. 4(e) rate filings, but not those relating to the 
requested Sec. 5(a) increases. This total cost of service would amount, on 
an average unit cost basis, to 16.707 cents per Mcf (Exh. 282, p. 1, line 5, 
col.(c)). Exh. 282 further shows revenue from jurisdictional sales of approxi- 
mately $45,500,000 and a resulting deficiency between revenues and cost of 
service of approximately $36,500,000. That exhibit, however, takes into account 
actual revenue and the Sec. 4(e) proposed revenue increases only through 
January 1, 1956. Prior to November 1, 1956, Phillips filed additional Sec. 4(e) 
rate changes in dockets consolidated with this proceeding, providing additional 
revenues of approximately $2,738,000. The net claimed impact of these further 
Sec. 4(e) filings upon Phillips’ cost of service and revenues is set forth in 
Exh. 284, and the two exhibits combined show a net claimed deficiency between 
revenues and cost of service of approximately $35,250,000. 

It is to be borne in mind, however, that in Exhs. 282 and 285 Phillips reflected 
a claimed purchased gas cost increase adjustment computed only on the basis 
of its See. 4(e) filings. In its final presentation in this proceeding Phillips 
relies upon Exh. 323, showing a total jurisdictional cost of service of $92,309,438, 
computed on the basis of reflecting the claimed purchased gas cost increase 


2 After accounting for producing royalties, the amount remaining applicable to pro- 
ducing leases of the Natural Gas Department comprises approximately 34 percent of the 
total costs attributable to exploration operations (60: 8481). 
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which Phillips claims it would incur if it were allowed to recover its entire 
calculated jurisdictional cost of service, as a result of the Commission making 
the Sec. 5(a) findings here requested by Phillips. This total jurisdictional 
cost of service in the amount of $92,309,438 would amount to an average unit 
cost of 18.793 cents per Mcf (Exh. 323, p. 1, line 5, col. 3; Phillips’ initial 
brief, p. 149). 


(2) The Staff Cost of Service 


The Staff did not determine costs for casinghead and condensate gas. Instead, 
the Staff in Exhs. 208 and 212, prepared by Staff witness Vaught, computed 
unit costs for dry gas by areas, and “imputed” the unit cost of producing dry 
gas in the Panhandle-Hugoton field to casinghead and condensate gas produced 
by Phillips’ Oil and Gas Production Department in all areas. As a result, the 
Staff study does not constitute an allocation of total cost. 

The Staff computed unit dry gas costs as follows: Staff costs were based upon 
recorded amounts for the year 1954, without reflecting Phillips’ claimed adjust- 
ments for “known changes.” The Staff accepted the direct charges to the 
Natural Gas Department for exploration as shown on Phillips’ books 
(50: 7172-3), but rejected the method used on Phillips’ books for allocating the 
balance of exploration costs between departments on the basis of net investment 
in producing leaseholds. Instead, the Staff assigned 15 percent of the remaining 
exploration costs to the Natural Gas Department (44: 6496). The exploration 
costs thus allocated to the Natural Gas Department were then included in the 
computation of the unit dry gas costs imputed to casinghead gas. 

The dry gas costs thus calculated, including purchased gas and gathering 
costs, were allocated between natural gas and liquid hydrocarbons extracted 
by Phillips on a relative value basis (45: 6571-5), using settlement figures shown 
on Phillips’ books for gas purchased by Phillips as the relative value between 
gas and liquids (49: 7017). <A rate of return of 9 percent was applied to a rate 
base consisting of an average of beginning and ending balances for the year 1954 
(Exh. 208, Sched. 5, Sheet 1). With respect to the federal income tax com 
ponent, the Staff’s initial brief (pp. 113-121) takes the position that the com- 
putation should be made on the basis of Phillips’ actual tax liability, reflecting 
both the statutory depletion and intangible well drilling allowances. 

On this basis, the Staff concludes that Phillips is entitled to a total jurisdic- 
tional cost of service of $42,024,180 (p. 148 of Staff’s initial brief) and this 
would amount to an average unit cost of service of 8.55 cents per Mcf.* 

(3) The Eastern Seaboard Interveners’ Cost of Service 

The cost-of-service study presented by witness Caplan™ on behalf of the 
Eastern Seaboard group appears in Exh. 388. Caplan used Cramer’s relative 
cost method (but with some changes) for the purpose of allocating joint product 
well production costs in the Oil and Gas Production Department between gas 
and oil (100:13217). Direct exploration charges to departments by Phillips 
were accepted by Caplan, but remaining exploration costs were allocated directly 
between oil and gas on the basis of what he termed the “reserves added realiza- 
tion” method (RAR), without any preliminary allocation of such costs as 
between the Natural Gas Department and the Oil and Gas Production Depart- 


%3 $42,024,180, divided by 1954 jurisdictional sales volume of 491,178,953 Mef. 

* Dr. Benjamin Caplan, formerly a member of the Staff of the Council of Economic Ad- 
visers in the Ixecutive Office of the President, and subsequently Economic Adviser to the 
Economie Stabiliation Agency. Dr. Caplan is presently associated with the firm of Boni, 
Watkins, Jason and’ Company in New York City, as a senior consultant. 
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ment (Exh. 388, Sched. 28). Caplan then allocated total cost of exploration, 
production, gas purchases and gathering costs between natural gas and natural 
gas liquids extracted on the basis of what he termed a “modified sales realiza- 
tion” method (101:13303). Return was computed using a rate base consisting 
of an average of beginning and ending investment balances (Exh. 388, Sched. 
31). No witness for the Eastern Seaboard group recommended a specific rate 
of return, but for illustrative purposes only, Caplan showed the results of his 
study using three different rates of return of 6 percent, 9 percent, and 12 percent 
(Exh. 388, Sched. 40). In computing the income tax component, Caplan re- 
flected the statutory depletion allowance, but did not reflect the expensing of 
intangible drilling costs (101:13305). He also used a higher interest expense 
deduction in computing income taxes than that used by Phillips (101 :13304). 

On the basis outlined above, Caplan derived a total cost of service for jurisdic- 
tional sales of gas amounting to $55,046,180, or an average unit cost of 11.207 
eents per Mcf with a 9-percent rate of return (Exh. 388, Sched. 40, p. 2, Col. 
(F), lines 6 and 7); and a total cost of service of $60,489,481, or an average 
unit cost of service of 12.315 cents per Mcf with a 12-percent rate of return 
(Exh. 388, Sched. 40, p. 3). 


(4) The Wisconsin Cost of Service 


The cost-of-service study presented by witness Van Scoyoc,” on behalf of the 
State of Wisconsin, Public Service Commission of Wisconsin and City of Detroit, 
Michigan, appears in Exh. 389. Production costs of Phillips’ Oil and Gas Pro- 
duction Department were allocated between oil and gas on the basis of what 
Van Scoyoe terms the “separate products cost” method (Exh. 389, Sched. 11)— 
roughly similar to Cramer’s “relative cost” method. Direct exploration charges 
to departments were not accepted by Van Scoyoc and were added back to the 
totals to be allocated (119:16064-5). Allocation of total, system-wide explora- 
tion costs between natural gas and crude oil and condensate was made in direct 
proportion to the net revenue of the various products, using actual income for 
oil and condensate liquids and cost of service as the income for gas before 
deducting expenses to arrive at net revenue (101 :13386-7; 119: 16061). Joint 
costs between natural gas and natural gas liquids were allocated on the basis of 
what Van Scoyoc termed the “single marketable products basis” (101 :13359-64). 
Since the allocated cost of service for gas was used as the basis of allocation 
with respect to both exploration and natural gas liquids, the methods used by 
Van Scoyoe necessarily required multiple trials before arriving at the final 
figures (119:16062-4) Wisconsin takes the position that average year rate base 
should be used.” The rate of return employed was an assumed 7% percent 
(101 :13369). In computing federal income taxes, both the statutory depletion 
and intangible well drilling allowances were reflected as deductions (101 :13398). 

On the basis above outlined, Van Scoyoc arrived at a total cost of service for 
jurisdictional sales of gas amounting to $48,647,832, or an average unit cost 
of 9.904 cents per Mcf. 

In summary, it is of interest to note here, for purpose of comparison, that the 
four comprehensive cost-of-service studies presented in this proceeding pro- 
duced the following results : 





23 Melwood W. Van Scoyoc, formerly a member of the Federal Power Commission staff 
from 1938—1954, serving as Assistant Chief of the Bureau of Accounts, Finance and Rates 
from 1946—54—presently engaged in consulting work in the public utility field. 

% However, Van Scoyoe, for comparative purposes only, used Cramer’s year end figures 
in his Exh. 389 (Wisconsin initial brief, pp. 5-6). 
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This decision does not adopt, without modification, the total cost-of-service 
as presented by any one of the parties. However, for purpose of convenience, 
the cost-of-service here derived uses the Eastern cost-of-service study (Exh. 
888) as its point of departure. Wherever there is a departure from the Eastern 
position on a given item, the appropriate recalculation, if deemed necessary for 
clarity, is set forth in a table contained in the Appendix at the end of this de- 
cision. In addition, wherever a given schedule in Exh. 388 contains figures 
which are affected by any such recalculations, that schedule has been reworked 
in an Appendix table. 

VI. Regulatory Expense 


Phillips included in its cost of service an item of $400,000 as regulatory ex- 
pense (Exh. 282, p. 1, line 4). This item has not been opposed in the briefs 
filed by any of the parties, and it will be disposed of briefly at this point. The 
$400,000 represents the sum of two items: 

(1) $150,000, as the cost of current compliance with Commission regulations, 
representing costs actually incurred by Phillips (65 :8941). 

(2) $250,000, as the appropriate portion of the expenses of the instant pro- 
ceeding to be charged to the test year. This figure was derived on the basis 
of an original estimate of $750,000 as the total expense of conducting this 
proceeding, amortized over a period of three years in accordance with Com- 
mission practice (60:8470; 65:8940). It appears that as of December 31, 1956, 
Phillips had already accumulated actual charges, for this purpose, in the amount 
of $542,000 (65 :8940) ; and by June 1957, six months before the hearing closed, 
actual charges had mounted to a total of $718,862 (91:12,322). It would thus 
appear that the original estimate of $750,000 as the total cost of conducting 
the instant proceeding was a conservative figure. Under these circumstances, 
the $400,000 regulatory expense item is approved. 


VII. Inclusion of Phillips’ Wholly-Owned Subsidiaries 


The Phillips cost of service (Exh. 282) reflects the costs of Phillips and its 
wholly-owned subsidiaries—i.e., Phillips Chemical Company, Phillips Natural 
Gas Company, West Edmond Oil Company, Phillips Realty Company, and 
Phillips Oil Company (56:7857; Exh. 295, p. 37)—and the same procedure was 
followed in the various intervener cost-of-service studies. However, the Staff 
included only the operations of Phillips itself (50:7073; Exhs. 208 and 212). 

The Staff position results, primarily, in the following: 

(1) It excludes from the Phillips rate base certain assets, such as general 
office buildings, which are owned by the Phillips Realty Company, a wholly- 
owned subsidiary, and in which some of the Phillips operations related directly 
and indirectly to natural gas are conducted (50:7074-75; 59:8275). However, 
this has only a de minimus effect because, as will later be set forth in greater 
detail in connection with the discussion of the “general and service assets” 
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item under the heading of “Rate Base’, the adoption of the Staff position on 
this particular item would have only a negligible impact upon the total return 
component of the cost of service here determined. 

(2) In addition, the Staff position resulted in excluding from the Phillips 
rate base an item of $17,765,332 for offshore leases, title to which was held 
by Phillips Oil Company, a wholly-owned subsidiary, during the test year. 
The circumstances surrounding this item are such that common sense and 
fairness would seem to dictate that it should be included in Phillips’ test 
year rate base in any event. It appears that this particular wholly-owned 
subsidiary was dissolved in 1955 and that the offshore leases were trans- 
ferred to Phillips in the course of liquidation (56:7857; 59:8281). In ex- 
plaining the history of this transaction, Phillips’ witness Learned stated: 

The question ef whether you purchase direct on those leases or a 
subsidiary can be involved in two or three things. At that particular 
time we were bidding some sizable sums and we weren’t too sure but 
what after we had acquired the leases we might try to take in a 
partner and we therefore thought it would be simpler to handle it 
if we had itin a subsidiary. After the leases were acquired and we had done 
considerably more work, we concluded that we were going to keep them a 
hundred percent and put them into the parent company (92:12,451-52). 

Learned indicated that the decision as to whether specific properties were 
to be held by the parent company or by an existing or newly-formed sub- 
sidiary was dependent upon such factors as convenience of operation and 
ease of financing (92 :12,451-54). 

Under these circumstances, the issue as to whether the jurisdictional 
operations of Phillips’ wholly-owned subsidiaries should be included in its 
instant cost of service would appear to be more academic than real. That 
question has been given consideration, however, and it is concluded that 
under all the circumstances of this case the question should be answered 
in the affirmative. 

In arguing to the contrary, the Staff stresses that these subsidiaries did 
not make any jurisdictional sales of natural gas, or made only de minimus 
jurisdictional sales in the test year.” This consideration, however, is not 
regarded as impressive because if it is concluded that the entire Phillips 
operation should be considered as a unit for the purpose of the instant 
cost-of-service study, the total jurisdictional costs of that entire unit would be 
matched against the total jurisdictional revenues of the entire unit. 

The following reasons are regarded as compelling the conclusion that the 
jurisdictional operations of Phillips’ wholly-owned subsidiaries should be in- 
cluded in its instant cost of service: 

(1) The various departments of Phillips (i.e., the Natural Gas Department, 
the Oil and Gas Production Department, and the Natural Gasoline Department) 
operate all of the oil and gas business of both Phillips and its subsidiaries, 
and the supervisory duties of Dan L. Mayer, Assistant Manager of Phillips’ 
Natural Gas Department, include the natural gas operations of the sub- 
sidiaries as well as those of the parent company (56 :7857-8). 

(2) These departments constitute the accounting unit for Phillips and all 
of its wholly-owned subsidiaries. Accordingly, the accounts of each department 


7 Staff's initial brief, pp. 28-30. It appears that out of the entire list of Phillips’ sub- 
sidiaries referred to herein, Phillips Chemical Company and West Edmonds Oil Company 
made de minimus jurisdictional sales of natural gas in 1954. Phillips Natural Gas Com- 
pany did make significant sales of gas in that year, but no interstate sales were involved 
(56: 7857). 
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reflect not only the expenses and income of property owned by Phillips, but also 
the expenses and income of those properties owned by its wholly-owned sub- 
sidiaries (59 :8257). 

(3) As noted above, the decision as to whether specific properties are to be 
held by Phillips itself, or by an existing or newly-formed subsidiary, is de 
pendent upon such factors as convenience of operation and ease of financing. 

(4) For the reasons outlined above, the cost study which includes both 
Phillips and its wholly-owned subsidiaries is essential to present a complete 
picture of all the company’s natural gas operations. The significance of this 
is strikingly illustrated by the fact that the detailed description of “Phillips’ 
Operations”, set forth by the Staff at length under that heading at pp. 4-8 of 
its initial brief, reflects and includes the operations of both Phillips itself and 
its wholly-owned subsidiaries. 

(5) Furthermore, the Staff made its rate of return presentation in the instant 
proceeding on the basis of a Phillips capitalization which includes and reflects 
the debt capital of Phillips’ wholly-owned subsidiaries (Exh. 207, pp. 73-74). 
The Staff rate of return witness Goubleman testified that his rate of return 
study covered the operations of the consolidated activities of Phillips, including 
all of its wholly-owned subsidiaries, and that he followed this procedure 

* * * because the market prices of Phillips’ common stock contains all 
of the elements of the operations of the over-all activities of Phillips 
Petroleum Company. 

Q. That was the only way you could make the study? 

A. As far as I know, that’s the only way I could have made it (53:7511- 
12).* 


VIII. The Staff's General Cost-of-Service Approach 


As noted earlier, the Staff did not determine costs for Phillips’ casinghead and 
condensate gas, produced from the joint product wells in the Oil and Gas 
Production Department. Instead, the Staff computed a total cost of service for 
gas produced from the dry gas leases in Phillips’ Natural Gas Department, by 
areas. The Staff broke Phillips’ production down into three selected areas, 
designated as (1) Panhandle Area, (2) Permian Basin Area, and (3) Miscel- 
laneous.” Thereafter, the Staff imputed to the casinghead and condensate gas 
produced by Phillips’ Oil and Gas Production Department in all areas the unit 
cost thus derived for the production of dry gas by Phillips in the Panhandle 
Hugoton Field—amounting to 8.77 cents per Mcf, including liquids, and 7.37 cents 
per Mcf excluding liquids (Exh. 212, Sched. 3, Sheet 2, line 7, col. 2, and line 8, 
col. 4). 

In arriving at its unit cost for dry gas the Staff, as a preliminary step, found it 
necessary to make an allocation of exploration costs, which constitute a joint 


73 A similar type of inconsistent treatment was criticized by the Court of Appeals in 
South Carolina Generating Company v. F.P.C., 249 F. 2d 755 (CCA 4, 1957). In that case 
the Commission was fixing the rates of South Carolina Generating Company, a wholly- 
owned subsidiary of the South Carolina Electric € Gas Company. In computing the 
income tax component of the Generating Company, the Commission used the tax paid by 
that company alone as a separate corporate entity, rather than the substantially higher 
tax borne by the system as a whole. In reversing the Commission, the Court noted that 
this appeared to be inconsistent with the position taken by the Commission that in deter- 
mining rate of return the capitalization of the system as a whole should be used. See also 
the later opinion issued by this Court in the same case on December 19, 1958, 267 F. 2d 
165. 

2 The Staff selection of areas, for the purpose of developing an area-pricing proposal in 
this proceeding, will be discussed in detail in a later portion of this decision in connection 
with the issue of “area rates v. system-wide rates.” 
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eost, between the Natural Gas Department and the Oil and Gas Production 
Department. As noted previously, a similar allocation was made in the cost-of- 
service study presented by Phillips’ witness Cramer. Cramer used the “net 
investment” method for this purpose, resulting in an allocation of 37.69 percent of 
joint exploration costs to the Natural Gas Department. For reasons which will 
be set forth in detail at a later point, this Cramer approach is not regarded as 
acceptable. 

The Staff’s proposed cost-of-service exhibits and testimony for use in this pro- 
ceeding were originally prepared by Staff technician Ball, who used the “gross 
investment” method for this purpose in order to arrive at a 15 percent allocation 
of joint exploration costs to the Natural Gas Department. However, shortly 
before the instant hearing commenced in June 1956, it developed that Ball would 
not be available as a witness in this proceeding, due to illness, and accordingly 
the Staff’s cost-of-service presentation was made by witness Vaught. Although 
Vaught adopted the 15 percent ratio for this purpose, he testified that he did not 
reach this result by using the gross investment method; that in his opinion the 
gross investment basis should not be adopted as a general principle, because it 
eould yield a very distorted and inequitable result if the investment in either 
the Natural Gas Department or the Oil and Gas Production Department included 
substantial sums for acquired developed reserves (44 :6496-97). Instead, he cal- 
culated that a ratio of 12.40 percent would be derived for this purpose under a 
“depletion experience” method, 12.14 percent on a “sales realization” basis, 12.87 
percent on the basis of depletion allowable for Federal income tax purposes, 
and 14.47 percent on the basis of a ratio of successful producing wells. Under 
these circumstances, he concluded that the range of justifiable allocation ratios 
would run from 12 to 15 percent. Since it was his view that the use of a 15 
percent ratio as the allocation factor under these circumstances would fully 
allow for any error as to facts or judgment, he concluded that a 15 percent 
ratio was reasonable and should be adopted (44 :6497-98). 

As will be set forth in detail below, it has been concluded that the Staff’s 
imputed cost method does not constitute a satisfactory basis for the determina- 
tion of the cost of Phillips’ casinghead and condensate gas, and must be rejected 
in its entirely. Under these circumstances, it will not be necessary to devote 
any time here to a consideration of the merits of Vaught’s 15 percent allocation 
of joint exploration costs to the Natural Gas Department, which constituted only 
one of the steps in connection with his application of the imputed cost method.” 

We turn now to a discussion of the Staff’s imputed cost method, which was 
used to arrive at a cost figure for Phillips’ casinghead and condensate gas pro- 
duction, constituting more than 39.6 percent of its total gas production (Exh. 
224). As noted previously, the imputed cost method makes no attempt to allo- 
eate Phillips’ total costs. It simply assumes that the unit cost of casinghead 
and condensate gas is the same as the unit cost derived for dry gas produced 
in the Panhandle-Hugoton Field, without using or reflecting in any way the 
total joint costs of the joint product wells. 

Wisconsin’s cost-of-service witness Van Scoyoc rejected the imputed cost 
method with the following explanation: 


I felt it was a less desirable method than even a relative value method. 

The method does not really allocate the joint cost to production but 
assumes that the cost of producing casinghead gas is the same as the cost 
of producing dry gas. 


* Vaught’s 15 percent allocation ratio, and the reasoning upon which it was based, are 
attacked in the Phillips initial brief, at pages 115-116. 
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While it is possible that the method would produce a reasonable answer 
in a specific situation, and it appears in this case it is not far out of line, I 
feel that it would be more satisfactory to use a method that takes into 
consideration the joint costs and allocates them between the co-products. 

However, it is possible that in some cases the method may be the most 
appropriate method which can be applied to secure a practical solution of 
a joint cost problem (101 :13, 381, lines 6-19). 


In addition to the factors pointed out above, it is noted that in Vaught’s 
application of the imputed cost method he used only the dry gas production 
costs in the shallow Panhandle and Hugoton fields for the determination of an 
imputed cost to be applied to Phillips’ companywide production of casinghead 
and condensate gas in all areas (45:6581). Those costs were admittedly the 
lowest dry gas production costs on the Phillips system. If, instead, Vaught 
had used as his imputed cost figure the average cost of producing all dry gas, 
the result would have been to increase his imputed cost from the 8.77 cent per 
Mef figure used in his Exh. 212 to a unit cost of 11.8088 cents per Mef, or a 
difference of over 3 cents per Mcf (48 :6970). 

The only rationale offered by Vaught in support of his use of the Panhandle- 
Hugoton Field dry gas cost figure for imputation to the Phillips’ company-wide 
production of casinghead and condensate gas was the following bare and unsup- 
ported statement: 


Phillips’ cost of dry gas production in the Panhandle region was used as 
the basis for imputing the costs to be allowed for casinghead gas because its 
experience in those areas with dry gas was considered more nearly com- 
parable with the conditions under which casinghead gas was produced and 
sold in the various areas where such production and sales occurred. In my 
opinion, it would have been unreasonable and unrealistic to have imputed 
casinghead costs on an area basis using dry gas costs in the respective areas. 
This would have resulted in using abnormally high dry gas production costs 
due in part to low volume production in areas in which the casinghead is 
produced under more normal conditions without the influence of low volume 
production on unit costs (45 :6581, lines 12-24). 


Vaught admitted, however, that he had made no study to determine whether the 
producing conditions were comparable in actuality, and that he did not con- 
sider himself qualified as a production engineer to testify as to what makes pro- 
ducing conditions comparable (49:6946-59; 6952, lines 10-13). He had no 
information, other than so-called general knowledge, as to any of the different 
factors which might bear upon differences in operating conditions, and had made 
no attempt to learn any of those facts (48 :6926-7). Actually, it appears that the 
only comparability of conditions he really knew anything about, or considered, 
was that relating to the respective volumes of dry gas and casinghead gas pro- 
duction (45 :6581, lines 20-24). 

It finally developed, under cross-examination, that the Staff’s use of the im- 
puted cost method for this purpose was a matter of expediency, resulting from 
the fact that the Staff had not been successful in obtaining the necessary Phillips 
Oil and Gas Production Department data, required for a determination of joint 
product well costs, until a few months before the instant hearing opened in 
June 1956; that accordingly, in order to avoid delay, the Staff had proceeded 
to prepare its exhibits for its case-in-chief on the basis of the imputed cost method 
(48 :6925-26 : 6929-6931 ; 49 :6954). 

In response to a question from the Presiding Examiner as to what method 
he would have used to determine the unit cost for casinghead gas if the Oil 
and Gas Production Department records had in fact been available to him in 
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time for the preparation of his exhibit in this proceeding, Vaught stated, “I 
am sure we would have used the realization method.” (48:6931, lines 15-21) 
As noted in more detail at a somewhat later point, it was ultimately developed 
that if Vaught had used the sales realization method for this purpose, instead 
of the imputed cost method, he would have arrived at a unit cost of 11.47 cents 
per Mcf for casinghead gas instead of the 8.77-cent figure which he actually 
used under his imputed cost method. To make matters more confusing, how- 
ever, in response to the Presiding Examiner’s later direct question as to what 
was the Staff’s final position on the proper method to be used for determining 
a unit cost for casinghead gas in this proceeding, Staff Counsel stated: 


As far as the Staff is concerned, Mr. Examiner, it has not changed, that 
is, imputing the cost of dry gas to casinghead (48:6934, line 1; 6935, 
line 23).” 


In an attempt to demonstrate that the imputed cost method produces a reason- 
able result for this purpose, the Staff presented testimony to the effect that the 
average unit cost thus derived for casinghead gas was comparable to that which 
would be derived under the sales realization method (42:6338; 43 :6357). 
For the purpose of this comparison, Staff witness Lyon used as his point of 
comparison an imputed cost figure of 9.03 cents per Mcf. This figure had 
originally been developed by Staff technician Ball who ultimately, because of 
illness, was unable to participate as a witness in the instant hearing (42 :6343). 
Using certain data and calculations obtained from Ball’s working papers, Lyon 
developed a unit cost for casinghead gas of 8.7 cents per Mcf under the sales 
realization method (42 :6342-43; 47:6697-99). Comparing this 8.7-cent unit 
cost allegedly derived under the sales realization method, with an even higher 
claimed imputed cost figure of 9.03 cents per Mcf, Lyon concluded that the im- 
puted cost method employed by the Staff had produced a reasonable result. 

However, there subsequently developed a series of successive corrections to 
the basic figures used in the Lyon comparison. Staff witness Vaught, who re- 
placed Ball as the Staff’s chief cost-of-service witness in the instant proceeding, 
derived an imputed cost figure of 8.77 cents per Mcf, which is here relied on 
by the Staff, in place of Ball’s 9.03-cent imputed cost (Exh. 212, Sched. 3, sheet 
2). Vaught later testified that after further study of the matter he was unable 
to adopt the Ball data and calculations which had been used by Staff witness 
Lyon to arrive at an 8.7-cent unit cost of casinghead gas under the sales realiza- 
tion method. He then proceeded to read his own calculations into the record, 
producing a figure of 9.55¢ per Mcf as his own unit cost under the sales realiza- 
tion method (47 :6703, Lines 1-5 6699-6704), and at the conclusion of this testi- 
mony Staff counsel stated that this was the figure relied on by Staff as the 
unit cost under the sales realization method (47 :6704, lines 138-19). A few 
moments later, however, witness Vaught pointed out that in arriving at the 9.55¢ 
figure he had not reflected in rate base any amount for “general plant facilities” ; 
that an appropriate figure should be included for this item, and that the result 
of this necessary adjustment would be to produce a unit cost under the sales 
realization method of approximately 9.7¢ per Mcf (47:6705-6). In the course 
of cross-examination on the same day, Vaught later agreed that certain other 
adjustments should properly be made in his calculation, and that these adjust- 


“It should be noted that although the necessary Oil and Gas Production Department 
data, admittedly became available at some point before the instant hearing commenced in 
June 1956, and remained available at all times thereafter, the Staff rested its presentation 
on the imputed cost method and made no attempt to present its case on any other basis—- 
although the hearing continued until December 1957. 
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ments would result in a unit cost of 10.5¢ per Mcf under the sales realization 
method (47 :6739-40). During cross-examination on a subsequent date, Vaught 
agreed that still further adjustments were required, pushing the sales realiza- 
tion unit cost up to approximately 11.2¢ per Mcf (49:6986). Finally, on a 
third date he agreed to certain additional adjustments, pushing the sales 
realization unit cost up to 11.47¢ per Mcf (52 :7331). 

It thus appears that the Staff’s comparison of the unit cost derived for casing- 
head gas under its imputed cost method, with that derived under the sales 
realization method, is not the comparison made by Lyon of a 9.03¢ imputed 
cost with an 8.7¢ sales realization cost, but instead becomes the comparison 
of an 8.77¢ imputed cost with an 11.47¢ sales realization cost. 

In response to this development, Vaught attempted to show that the total 
dollar difference in ultimate result between the two methods was still actually 
only approximately $250,000. This contention results from the fact that with 
respect to residue gas sales, as distinguished from wellhead and gathering sales, 
it becomes necessary to allocate out an appropriate portion of the casinghead 
gas cost to liquids extracted. Under the imputed cost method, this liquids alloca- 
tion was made on the basis of liquids allocation ratio derived for Phillips’ dry 
gas. Since the dry gas liquid content is significantly lower than that of the 
casinghead gas, this procedure under the imputed cost method provided an up- 
ward thrust for the unit cost ultimately derived under the imputed cost method 
for the casinghead residue gas. Taking this situation into account, Vaught 
testified that the ultimate total cost figure for all casinghead gas sales under 
the sales realization method would amount to $10,750,744, to be compared with 
the figure of $10,507,042 derived under the imputed cost method (51 :7286-88: 
Exh. 212, Sched. 3, sheet 1, line 21, col. 3). 

However, at a later session Vaught agreed under cross-examination that even 
these calculations had been in error; that the correct calculation would produce 
an ultimate total cost figure for all casinghead gas sales under the sales realiza- 
tion method of $12,131,539, and that the total dollar difference in ultimate result 
between the two methods would therefore amount to $1,624,497 (52:7361). At 
the conclusion of this interrogation, Vaught stated: 


There was confusion in my mind, I guess, when I did it the way I did it. 
I admit that this is, I believe, more nearly correct than the figure I gave. 
However, I am still inclined to think it is not the currect figure that should 
be in there. (52 :7363, lines 18-22 


In view of the circumstances outlined above, it is apparent that the computa- 
tions presented by the Staff under the sales realization method, for the purpose 
of demonstrating that the results derived under its imputed cost method were 
not out of line, were themselves the subject of such utter confusion as to render 
those calculations worthless for the purpose of any meaningful comparison. 
The Staff’s imputed cost method must therefore stand or fall on the basis of its 
own separate merits. For the reasons outlined earlier herein, it is concluded 
that the imputed cost method is not an appropriate method to be adopted by 
this Commission for the derivation of cost for the gas produced from joint 
product wells. 


IX. Allocation of Production Costs of Joint Product Leases in Oil and Gas 
Production Department 


A. The Relative Cost Method 


We now come to the allocation of the production costs of the joint product 
leases in the Oil and Gas Production Department, as between oil and gas. 
ince oil and casinghead gas are produced together from the same joint product 
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well, with the same situation applying to condensate gas and condensate 
liquids, the oil and gas produced by these wells are joint products, with joint 
costs. Accordingly, some method of allocation must be used to arrive at separate 
costs for the oil and the gas. 

The method adopted for this purpose by Phillips’ cost-of-service witness 
Cramer (Exh. 282, p. 11) was the “relative cost” method, which will be 
described below. The same method was employed, with some modifications in 
application, by Eastern witness Caplan, and by Wisconsin witness Van Scoyoc; 
and no contention has been made by any of the parties to this proceeding 
that the relative cost method does not, in fact, constitute a reasonable alloca- 
tion method for this particular purpose. 

Under the relative cost method the actual costs of joint oil and gas produc- 
tion are allocated in proportion to the known costs of producing each product 
separately. The records of Phillips’ Natural Gas Department provide the 
unit expenses on dry gas produced from single product leases. The hundreds 
of dry gas leases in that department serve as a broad base for determining 
a representative cost of producing gas alone. In order to obtain the cost of 
producing oil as a single product, Phillips broke down the leases in its Oil 
and Gas Production Department into two groups: (a) 100 percent oil leases; 
(b) joint product leases. All leases from which no gas was sold were designated 
as 100 percent oil leases (100:13,217, line 22; 13,218, line 1). From the 100 
percent oil lease expense data, Phillips developed the unit cost of oil produced 
as a single product. 

The second step was to multiply these per-unit expenses for the two prod- 
ucts by the volumes of oil and gas produced on the joint product leases, 
This provided a tentative total cost for the oil and gas produced from such 
leases, and a ratio of tentative gas cost to tentative total cost. The total 
actual cost accumulated for the joint product leases was then multiplied by 
this ratio, to obtain the cost of the jointly produced gas. The same calcula- 
tions were followed to obtain the cost of the jointly produced oil. The result 
was an allocation of joint costs of producing oil and gas in direct proportion 
to the known costs of producing each product separately—the theory being 
that when the allocation is made on this basis, the costs assigned to each of 
the joint products reflect the same factors and the same influences which 
affected the cost of producing each product separately (60 :8462). 

In applying the relative cost method, Phillips’ witness Cramer divided pro- 
duction costs into three categories: (1) direct expenses, which are identifiable 
in the records by leases; (2) indirect expenses, which must be allocated to 
producing leases; and (3) return and tages, the return being based on invest- 
ment which is identifiable by leases. He made a separate allocation under the 
relative cost method for each of these three categories, his rationale being that 
this segregation of production costs into three classes would insure that a change 
or fluctuation in any one of such classes would affect only that particular category 
and not the others (60 :8477-8). 

The relative cost method would appear to be particularly suitable for a com- 
pany such as Phillips, where the number of leases and the geographical spread 
of operations provide a broad base for determining the unit costs of the separate 
products. Cost allocations should be based, if possible, upon the factors which 
affect the various costs under consideration. The relative cost method has the 
advantage, over other methods available for this purpose, of being a composite 
evaluation of all these factors without requiring a separate evaluation of each 
one (60 :8461). 

As noted above, the relative cost method was also adopted for this purpose 
by Eastern cost-of-service witness Caplan, and by Wisconsin’s cost-of-service 
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witness Van Scoyoc. Caplan described the basic justification for the relative 
cost method in the following terms: 


The justification for such an approach is that it furnishes a method for 
dividing the benefits of joint production between the two joint products 
in a determinable manner. Both products share in whatever efficiency re- 
sults from the joint production. It also has the advantage that it starts 
from a known cost of single products in estimating the costs of the joint 
products (100 :13,219, lines 11-17). 

In addition, Caplan stated : 


In general, the relative cost method is in principle superior to every 
practicable alternative method for which we have the necessary data. True, 
it suffers from certain defects, as I shall point out, but it is not alone in 
that respect. 


Caplan then cited as one of the most important defects of the relative cost 
method the fact that, in his view, it does not fully reflect the credit which asso- 
ciated gas ™ should receive for the contribution it makes to the lifting of oil in the 
joint product wells—although he agreed that it does reflect such a credit in 
part (100:13,232). He stated in this connection: 


It is regrettable that this important gap in determining the price of gas 
should exist (100 :13,234, lines 23-25) .* 
Van Scoyoe set forth his rationale in support of the relative cost method 
(which he referred to as the “separate products cost” method) as follows: 


I believe that the underlying assumptions on which the separate 
products cost method is based are sound. It gives effect to the incur- 
rence of the joint costs of production. The method appears realistic 
in the light of industry practices and operations, and the results which 
it has produced in this case are, I believe, reasonable and logical. 

Since the separate products cost method splits the joint costs in pro- 
portion to the known costs of producing each product separately, it neces- 
sarily follows that any savings resulting from producing both products 
jointly are split in proportion to the respective separate costs. 

The question is whether gas is given proper credit for the savings 
in oil production cost, which arise from the fact that in the joint 
operation, the energy of the gas in the reservoir lifts the oil to the 
surface and benefits oil production in other ways. 

This is a problem which I feel requires a good deal of detailed data 
concerning reservoir operations and production costs, in order to quanti- 
tatively determine a practical method for computing any credit which 
may be appropriate (101:13,380, line 9; 13,381, line 3). 


It is true that Caplan differed with Phillips’ witness Cramer in his han- 
dling of two problems arising in connection with the application of the 
relative cost method, as will be set forth in detail below.“ However, the 
important point to bear in mind here is that these three major parties 
(Phillips, Eastern and Wisconsin), with divergent interests, had no difficulty 
in agreeing that the relative cost method should be employed for this particular 
allocation in this proceeding. 


32 Gas produced by the joint product wells is referred to as “associated gas.” 
% This question as to the credit which should properly be assigned to gas for the contri- 
bution it makes to the lifting of ofl in the joint product wells will be discussed in more 
detail at a later point. 
*% Van Scoyoc similarly differed with Cramer with respect to one of those problems. 
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B. Allocation of the Departmental General Expense Item 


Caplan’s first departure from Cramer in his application of the relative cost 
method occurred in connection with the category of indirect expense, This item 
consists of two main classifications, as follows: 

(1) General company overhead, distributed to the Oil and Gas Production 
Department. This item (Exh. 282, page 12, line 18) consists of Phillips’ top- 
level company-wide management expenses, such as salaries and related items. 
Cramer made his determination of the portion of general company overhead to be 
assigned to the Oil and Gas Production Department on the basis of net capital 
employed. His next step, in this connection, was to distribute this particular 
amount between the 100 percent oil leases and the joint product leases within 
that Department on the basis of net investment. Caplan accepted this particular 
allocation as made by Cramer under the net investment method, on the basis of 
the following rationale: 


Furthermore, it does make good sense to say that the primary function 
of management is to be responsible for the return on investment and that, 
therefore, top management probably distributes its time in proportion to the 
relative net investment in the several departments (100:13,238, lines 12-16). 


(2) The second main item included in the category of indirect expenses con- 
sists of departmental general expense incurred within the Oil and Gas Produc- 
tion Department, in the amount of $10,574,996 (Exh. 282, page 12, line 14, Col. 
(e)). It is this particular item which creates the problem to be discussed at 
this point. The specific question is how the departmental general expense item 
should be allocated as between the 100 percent oil leases and the joint product 
leases. That problem has an impact in two areas: (a) It has a bearing upon 
the amount to be characterized as indirect expenses for the 100 percent oil leases 
and this, of course, has a direct bearing upon the ratio which is ultimately com- 
puted, of tentative gas cost to tentative total cost in the category of indirect 
expense; (b) it also determines the size of joint product lease indirect expense, 
to which the final relative cost ratio thus computed is to be applied. 

The departmental general expense item includes the following: 

(1) Direct general expenses, in the amount of $5,183,986. This item includes 
such expenses as salaries of management of the Oil and Gas Production De- 
partment, the thrift plan expense related to such salaries, employees’ retirement 
and insurance expense, vacation expense, and bad debt expense (74:10,122, lines 
2-7 ; 10,132, lines 8-11). 

(2) Developmental dry hole expense, amounting to $4,521,943. 

(3) Lease rental expense, in the amount of $163,716. 

(4) Expired and surrendered leases, in the amount of $24,750 (74:10,138, 
lines 11-19). 

Phillips’ witness Cramer made his allocation of the departmental general 
expense item between the 100 percent oil leases and the joint product leases 
under the “net investment” method, based upon Phillips’ relative net invest- 
ment in these two categories of leases, producing an allocation of 22.0995 per- 
cent to the 100 percent oil leases and 77.9005 percent to the joint product 
leases. However, Caplan used a “total direct lease expense” method, result- 
ing in an allocation of 31.2919 percent to 100 percent oil leases and 68.7081 
percent to joint product leases (Exh. 388, Sch. 18, Cols. (A) and (B), lines 
1-6). Under this method the allocation is made on the basis of relative test- 
year levels of production costs expended on the 100 percent oil leases as 
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compared with the joint product leases. The “direct lease expense” used by 
Caplan for this purpose included lifting expenses, production taxes, and de 
preciation and depletion attributable to individual leases (Eastern initial 
brief, pg. 35, footnote 2). 

Before proceeding to an evaluation of the alternative allocation methods 
involved here, it should preliminarily be noted that one of the adjustments 
made by Caplan in connection with this entire general problem was his trans 
fer of a portion of Cramer’s item of land, geological and geophysical expenses 
to the heading of departmental general expense. This total item, amounting 
to $12,551,004 for both the Natural Gas Department and the Oil and Gas 
Production Department, was broken down by Caplan (on the basis of Cramer’s 
own figures) into two parts: (a) developmental land and geological expense, 
amounting to $2,137,687 for both departments, and (b) exploratory land and 
geological expense, amounting to $10,413,317. Cramer had treated the entire 
item, including the developmental expense portion, as an exploration expense 
item in his cost of service. However, Caplan took the position that the 
developmental expense portion was just another departmental general expense 
item, in the same sense as developmental dry hole expense, and therefore 
should be treated in the same way. Accordingly, Caplan took $1,699,037, 
representing that portion of the developmental land, geological and geophys- 
ical expense item (hereinafter referred to, for convenience, as developmental 
land and geological) which Cramer had assigned to the Oil and Gas Produc- 
tion Department, and included it as a part of the departmental general expense 
item, which is the subject of the instant discussion. The result of this Cap- 
lan adjustment is to increase the total departmental general expense item, 
with which we are dealing here, from $10,574,996 (Exh. 282, p. 12, line 14) to 
$12,274,033 (Exh. 388, Sched. 13, footnote 2). The Phillips briefs do not take 
issue with this adjustment in any way, and it is concluded that the adjust- 
ment is an appropriate one to be made herein, The developmental land and 
geological expense item represents the same type of expense as the developmen- 
tal dry hole expense item, both being a direct charge to departmental overhead. 
Since Phillips included developmental dry hole expenses under the heading 
departmental general expense, there is no logical basis for excluding the 
developmental land and geological expense item from that category. 

We turn now to a discussion of the allocation method to be adopted for the 
purpose of distributing departmental general expense as between 100 percent oil 
leases and the joint product leases. Although this is a troublesome question 
to resolve, it will help to keep the matter in perspective if it is noted at the 
outset that the entire amount involved is relatively minor, representing an 
ultimate difference of $885,985 as between the Cramer approach and the Caplan 
approach. It appears that under Caplan’s total direct lease expense method 
the indirect expenses allocated to gas under the relative cost allocation method 
would amount to $3,118,499, whereas if Cramer’s net investment method were 
used the ultimate figure would be $4,004,484. (Exh. 388, Sched. 14, line 15, Cols. 
(F) and (A)). It will also be helpful to bear in mind that, whichever one of 
the many possible alternative methods available for this purpose were to be 
adopted here, criticism could be directed against each one. Caplan tried out 
nine different methods, as set forth in Exh. 388, Sched. 10, and it is of interest 
to note that the total amount of indirect expense ultimately allocated to gas 
from the joint product wells under each of these nine methods actually does not 
vary in strikingly large amount from one method to another. Cramer's net 
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investment method produces the highest allocation to gas in the amount of 
$4,004,484. The lowest allocation to gas, amounting to $2,346,515, is produced 
under the “direct operating lease expense’ method (Sched. 14, col. (I)), a 
variant of Caplan’s total direct lease expense method. The Caplan method 
produces a result in the lower range of these possibilities, amounting to 
$3,118,499. 

Caplan’s adoption of the total direct lease expense method was based upon 
the following rationale: (a) that the amount of departmental general expense 
varies in direct proportion to the volume of output or scale of operation; (b) 
that, generally speaking, there is a relationship between direct and indirect 
expenses, and accordingly in allocating indirect costs between two or more 
processes it makes sense to reflect the relationship between their respective 
direct costs. In considering this rationale, it is important to bear in mind that 
the departmental general expense item consists of two major categories: (a) 
direct general expense, such as management salaries; and (b) expenditures 
in connection with developmental activities such as developmental dry hole ex- 
pense and developmental land and geological expense. Looking at the first of 
these categories, it is obvious that the activities of top management in the Oil 
and Gas Production Department are directed not only to problems relating to 
the already developed and producing 100 percent oil wells and joint product 
wells, but are also directed in substantial measure to developmental-type 
activities. Furthermore, even with respect to that portion of top management 
activities directed to the already developed and producing wells, it must be borne 
in mind that Caplan’s total direct lease expense method reflects lifting expenses 
as a major item. Eastern itself makes a basic contention in this proceeding 
that lifting expenses are lower in joint product wells, because of the presence 
of gas, than in 100 percent oil wells. The result of adopting Caplan’s total 
direct lease expense method is therefore to reflect the relatively high lifting 
cost experienced in the 100 percent oil wells, as compared with the joint product 
wells. Yet it is impossible to see how this could have any bearing upon the 
relative time spent by top management in connection with activities relating 
to 100 percent oil wells in production, as distinguished from joint product wells. 

With respect to the second major type of expenditure included in the de- 
partmental general expense item—i.e., the developmental-type activities such 
as developmental dry hole expense, and developmental land and geological ex- 
pense—the use of the total direct lease expense method seems even more un- 
justifiable. In this connection, it is significant to note that the general objective 
of these developmental-type activities is to further extend the limits of a proven 
field, in order to open up new reserves which would be the source of Phillips’ 
production in the future. It, therefore, seems logical that such expenses should 
be allocated on some basis which adequately reflects the anticipated results of 
the developmental-type activity as between 100 percent oil leases and joint 
product leases. The total direct lease expense method tends to reflect in some 
way the relative cost of current drilling operations conducted in these two 
eategories during the test year—and this current ratio is bound to reflect a 
number of factors which are totally irrelevant here, such as the relative rates 
at which test-year drilling was conducted as between the two categories, and 
the relative difference in lifting costs. These factors, of course, do not in any 
way measure or reflect the objective of developmental-type operations, which 
are designed to produce total ultimate resources for the future. The same com- 
ment, of course, applies with equal force to that portion of management time 
which is directed to developmental-type activities. It is, therefore, concluded 
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that Caplan’s total direct lease expense method is unacceptable for this par- 
ticular purpose.” 

For similar reasons, the following other basic methods set forth in Schedule 
10 (Exh. 388) are also rejected: 

(1) the “sales realization” method (Schedule 10, col. (C)), based on the 
relative test-year levels of the value of production from the two categories 
of leases : 

(2) the “depletion” method, or variations thereof (Sched. 10, cols. (D), (BE) 
and (G)), based upon the relative amounts of accumulated investment in the 
two categories which had already been used up as of the test year; 

(3) the “net number of wells in operation” method (Sched. 10, col. (H)), 
which attempts to measure the relative current activity in the two categories, 
based upon a mere number count of wells in operation. 


All of these methods introduce and reflect factors which are irrelevant for 
the purpose of the instant allocation—such as the relative rates at which 
the two categories of leases are being currently produced, the relative price 
levels of oil and gas, disparities in relative lifting costs, the rate at which 
that which has been found has been depleted, and the disparity in the 
relative number of wells required to develop a 100 percent oil well area, as 
compared with a joint product well area. : 

It is concluded here that the gross direct lease investment method (Sched. 
10, col. (B)) provides the most appropriate answer to the instant allocation 
problem for the following reasons: 

(1) The departmental general expense item reflects, in the main part, 
developmental-type activities. 

(2) Such operations generally occur contiguous to or in an already proven 
field, for the purpose of extending the limits of the proven field (67 :9297-98). 

(3) Under these circumstances, it would not seem unreasonable to expect 
that the result to be obtained from such activities would fall between 100 
percent oil leases and joint product leases in a ratio roughly comparable to 
the relative results already found in these two categories in the already 
proven fields. 

(4) Accordingly, the anticipated results of developmental-type activity, 
as between these two categories, may roughly be measured by the relative 
level of Phillips’ gross investment, as of the test year, as between 100 percent 
leases and joint product leases. 

The Cramer net investment method is rejected because it measures and 
reflects only that portion of Phillips’ original investment in the already devel- 
oped and proven fields which remained undepleted as of the test year. As 
such, it provides no measure of the anticipated results of developmental-type 
activity as between 100 percent oil leases and joint product leases. Phillips, 


= 
= 
—_ 





* Before leaving this point, it is noted that one of the chief arguments made by Eastern 
(p. 36 et seq. of initial brief) in support of the total direct lease expense method is that 
the Cramer net investment method allegedly produces an unreasonable result in that it 
derives an ultimate higher total cost for the associated gas than for the dry gas, and, 
therefore, allegedly fails to reflect the fact that the joint products are cheaper to produce 
than the single products. However, Caplan himself, in characterizing the joint product 
operation as more efficient than the single product operation, directed his remarks exclu- 
sively to direct erpenses, as would be expected, it appears (Exh. 282, p. 11) that the direct 
ezpenses which are imputed by Cramer to the joint product leases on the basis of the 
separate product unit costs are in fact higher than the final direct expense costs derived 
for oil and gas from the joint product leases under the relative cost method. However, it 
has not been suggested that this engineering phenomenon should be reflected in connection 
with the categories of indirect expenses, or return and tareés. 
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however, attempts to support this method on the basis of a totally dif- 
ferent rationale—i.e., that the relative levels of net investment as between 
the two categories of leases reflect Phillips’ live investment therein, and 
“the departments pay the most attention where they have the most money 
invested.” * This rationale might have some reasonable justification with 
respect to the relatively minor portion of the departmental genera! expense 
item consisting of that part of management time devoted to the already 
developed and producing wells. However, it could have no applicability what- 
soever to the developmental-type activity outlined above, since the latter 
operations are not directed to the already developed and proven leases. 

The adoption here of the gross investment method for the allocation of 
departmental general expense results in an allocation of 24.7129 percent of 
that item to 100 percent oil leases and 75.2871 percent to joint product 
leases, as compared with percentages of 22.0995 percent and 77.9905 percent 
under Cramer’s net investment method. (Exh. 388, Sched. 13, lines 1 and 2, 
eols. (A) and (B)). The ultimate effect is a final allocation of $3,719,707 
as indirect expenses for gas from the joint product leases, as compared with 
a final allocation to gas of $4,004,484 under Cramer’s net investment method, 
and $3,118,499 under Caplan’s total direct lease expense method. (Exh. 388, 
Sched. 14, line 15, cols. (A), (B) and (F). Stated in another way, the adoption 
of this position eliminates $601,208 of the adjustment proposed by Caplan 
with respect to the departmental general expense item. 


C. Caplan’s One-Step Method 


The second Caplan departure from Cramer’s application of the relative 
cost method consisted of his adding the two categories of direct and indirect 
expenses together, and then allocating the combined figure in one step— 
contrary to the Cramer method under which these two categories were allocated 
separately. Caplan supported his use of the “one-step” method on two grounds: 

(1) He pointed out that in deriving his indirect lease expense, he had 
used the direct lease expense method for the purpose of allocating the depart- 
mental general expense item between the 100 percent oil and the joint product 
leases, on the theory that indirect expense should be treated as a function 
of direct lease expense; that it accordingly appeared consistent and sensible 
to him to use the “one-step” method. 

As noted above, however, this Caplan theory that direct lease expense 
is an appropriate measure of indirect lease expense has been rejected in 
connection with our discussion of the departmental general expense item. 
For the reasons already outlined, it is here concluded that indirect lease 
expenses are not necessarily a function of direct lease expense, and that 
changes in the one do not necessarily reflect or produce corresponding changes 
in the other. Under Caplan’s “one-step” method this unnatural situation is 
artificially induced, with the result that under his method a change in the 
indirect lease expenses would affect the allocation of direct lease expense, 
and vice versa (113 :15,078-79; 15,083-84). No justification has been presented 
for any such situation. 

(2) Caplan’s second argument in support of his “one-step” method was 
that Cramer’s “two-step” method produced what seemed to him an unreasonable 
result—i.e., it produced a total combined direct and indirect lease expense 
for associated gas which was higher than the combined direct and indirect 
lease expense for dry gas, in spite of the fact that the direct lease expense 
for associated gas was admitted lower than that for dry gas. Caplan charac- 


* 88 :11,867; Phillips’ initial brief, page 99. 
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terized this as an unreasonable result, flowing from the fact that under 
Cramer’s calculation indirect lease expense, alone, for associated gas was rela- 
tively high. He, therefore, used the “one-step” method, in order to water 
down the weight of associated gas’ indirect lease expense in the final result 
(113 :15,079). 

However, it has already been pointed out that although the superior efficiency 
of the joint product lease operation is properly reflected in connection with 
the category of direct lease expenses, it does not necessarily follow at all that 
this same situation should be similarly reflected with respect to indirect lease 
expenses. Caplan’s erroneous assumption to the contrary flows from his earlier 
erroneous assumption that indirect lease expenses are a function of direct 
lease expenses, and that charges in the one necessarily reflect or produce 
corresponding changes in the other. 

Because these various assumptions are herein rejected, it is concluded that 
there is no justification for combining both direct and indirect lease expenses 
in a single step, for the purpose of calculating the allocation to associated 
gas under the relative cost method. The net effect or impact of this position 
is illustrated by the fact that, after using the gross investment method for 
allocation of the departmental general expense item, our adoption of Cramer’s 
“two-step” method to make the relative cost allocation produces a final alloca- 
tion of direct and indirect lease expense to associated gas in the amount of 
$6,463,648 ;** whereas the use of Caplan’s “one-step” method would have produced 
a final allocation of $6,144,703 to associated gas“—a difference of $318,945.” 


D. Credit Claimed for Gas for Its Contribution to Lifting of Oil 


The final point to be discussed with respect to the relative cost method is 
the argument made by some of the interveners with respect to the contribu- 
tion made by gas in the lifting of oil. Eastern witness, Professor H. G. Botset,” 
presented major testimony describing at length the physical factors involved 
in the production of natural gas and liquid hydrocarbons, and the contribution 
made by gas to the current production of oil and to its ultimate recovery. 
This testimony indicated that gas helps in the recovery of crude oil in the 
following areas: 

(1) it reduces the retentive forces of surface tension, viscosity and wetta- 
bility of the oil, and also acts as a substantial source of energy for the move- 
ment of oil through the porous producing formation to the well bore; 

(2) it reduces specific gravity and facilitates lifting of much of the oil 
from the producing horizon to the surface of the ground ; 

(3) the presence of gas in the oil leads to the recovery of substantially 
more oil than if gas were not present. (100:13,141, 13,149, and 13,152-7; 
also pages 13-15 of Eastern initial brief) Furthermore, Phillips’ counsel Hudson 
stated that: 


* * * up to a certain point, gas is helpful, not only in the current produc- 
tion but in the ultimate recovery * * * (107 :14,240, lines 4-6). 


Based upon this proposition, the interveners make two arguments: 


* Direct lease expense allocated to associated gas in the amount of $2,743,941 (Exh. 282, 
p. 11, line 14); plus indirect lease expense in the amount of $3,719,707 (Exh. 388, Sched. 
14, line 15, col. (B))—totalling $6,463,648. 

* Bxh. 388, Sched. 19, line 21, col. (B). 

* For similar reasons, there is also rejected the Van Scoyoc “one-step” method (Exh. 389, 
Sched. 11). Van Secoyoc compounded the difficulties noted above by basing his relative cost 
allocation upon the total of all costs, including exploration costs. As a result, a change in 
any one of four separate classes of costs would affect the allocation of the other three. 

* Head of the Department of Petroleum Engineering, University of Pittsburgh. 
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(1) Consolidated Edison contends that since Phillips classified as 100 per- 
cent oil leases all those leases from which no gas was sold, this category 
admittedly includes some oil leases where enough gas is produced for lease 
operation, even though none may be marketed: that in such cases gas is used 
for the operation of pumping equipment to produce the oil, and accordingly 
the costs of those leases do not represent the true cost of producing oil alone, 
Consolidated Edison contends that this represents a fatal defect in Cramer's 
relative cost method. (Pp. 8-11 of Consolidated Edison brief) 

However, Phillips’ witness Tarner® testified that “many” of the leases in- 
cluded in the 100 percent oil lease classification “do not have any gas, or do not 
have enough gas to lift the oil out of the ground” (61:8593, lines 1-2) ; that on 
these leases some form of artificial lift must be provided for the oil by pur- 
chasing gas or electricity to operate pumps, by waterflooding, or by purchasing 
gas for injection; that where this occurs, the costs of these operations are in- 
cluded in the direct lease expense of such 100 percent oil leases, thereby in- 
creasing the unit cost of those leases; that, to this extent at least, the oil in the 
joint product leases is charged under the relative cost method with the cost of 
a portion of the lifting force required to produce the oil. In addition, Tarner 
testified that the 100 percent oil leases are predominantly the relatively low 
volume, high unit cost oil-producing leases, whereas the dry gas leases repre- 
sent the relatively high volume gas producing leases (61:8592); that this has 
the effect, under the relative cost method, of reflecting a relatively high unit 
cost for the oil production and a relatively low unit cost for the gas production. 

(2) Although Eastern does not stress the above proposition, it strongly con- 
tends that its own adoption of Cramer’s relative cost method for the allocation 
of direct lease expenses fails to give gas the appropriate credit for its contribu- 
tion towards increasing efficiency and reducing the cost of oil production. As 
previously noted, both Eastern witness Caplan and Wisconsin witness Van Scoyoce 
cited this problem as one of the most important defects of the relative cost 
method. Nevertheless both of these witnesses concluded that they did not have 
adequate data to compute the appropriate amount for any such credit, and both 
indicated that this would be a difficult task. Since both Eastern and Wisconsin, 
however, adopted the relative cost method for this purpose, the thrust of this 
argument is simply to suggest that, because of this claimed deficiency, Phillips 
is being provided with an unwarranted “windfall” under the relative cost method, 
although it is not possible on this record to quantitatively measure the extent 
of any such claimed “windfall.” 

Phillips’ response to this contention is that only the gas content up to 300 cubic 
feet per barrel of oil contributes in any material way to the production and ulti- 
mate recovery of oil; that the presence of greater volumes of gas in solution is 
actually harmful, resulting not only in the presence of less oil in the reservoir 
but also in a lower recovery of the oil in place (107 :14, 138-39; 121:16,255, lines 
15-20). 

But this latter proposition is hotly disputed in the briefs filed by Eastern, 
Pacific and the Staff, and it became the subject of extensive, highly technical 
and conflicting testimony by various expert witnesses during the hearing.“ 

In view of the numerous uncertainties outlined above, together with the posi- 
tion taken by witnesses Caplan and Van Scoyoc that the instant record does not 
contain the data required for a computation of what credit, if any, should appro- 


41Mr. Tarner is a petroleum engineer, presently serving as technical adviser to the 
manager of Phillips’ Oil and Gas Production Department. 

42 More detailed reference to this conflicting expert testimony will be made at a later point 
in this decision, in connection with the discussion of the Phillips thesis with respect to the 
claimed trend toward increasing costs of exploration and production. 
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priately be assigned to the gas in the joint product leases, it is concluded that no 
useful purpose would be served by giving any further consideration to this point 
on our present record. It is not thereby intended, however, to suggest that such 
a credit might not appropriately be assignable to the gas in the joint product 
wells if an adequa*+ record were made, providing the basis for a meaningful 
computation of the ¢, oropriate amount of such a credit. 











X. Allocation of Haeploration Costs—Alternative Methods Considered in This 
Proceeding 







The determination of Phillips’ exploration costs “ constitutes one of the most 
important issues in our entire cost-of-service study. The impact of this particular 
question is demonstrated by the fact {: at Phillips’ total jurisdictional exploration 
costs (including exploratioz expenses, plus exploration return and related Fed- 
eral income taxes) as computed by Cramer amount to $23,372,077, or 28.48 
percent of Phillips’ claimed (Exh. 282) total jurisdictional cost of service ( (Exh. 
388, Sched. 1—-A, cols (H) & (1), lines 8, plus 10, plus 13.)) Total exploration 
expenses (not including expioration return and taxes) amount to $15,016,511, 
or 18.3 percent of the total jurisdictional cost of service (Exh. 388, Sched. 1—A, 
line 8). 

Although a minor portion of Phillips’ exploration costs can be attributed di- 
rectly to its Natural Gas Department, and therefore requires no allocation, the 
bulk of exploratory costs are by their inherent nature joint costs which must 
be allocated as between gas and oil. A substantial portion of the record and 
briefs in this proceeding was, accordingly, directed to the issue as to what alloca- 
tion method should be adopted for this purpose. 

In addition to the Staff approach, which has already been discussed, alterna- 
tive methods for the allocation of exploration costs were presented by Phillips, 
Wisconsin, Pacific, Southern and Eastern. The following table“ indicates the 
alternative methods proposed, and the percentage of exploration costs allocated 
to gas under each: 


















Allocation of exploration costs 


Party | Allocation basis Allocated 
| to gas 
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Because of the totally different approach employed by the Staff, as noted above, 
it is difficult to make a meaningful comparison of the Staff figures in this 
regard with those developed by the other parties. However, it is of some 
interest to note here that the Staff’s initial brief (pg. 39) summarizes the effect 
of its method as allocating approximately $16,000,000 to natural gas explora- 
tion operations in the test year, and alleges that the comparable Phillips figure 
(based on Exh. 283) was approximately $34,000,000.“ 











# Throughout this discussion it will be helpful to bear in mind that where the term 
“exploration costs” is used, it includes exploration return and related taxes. Where the 
term “exploration expense” is used, these items are not included. 

“ Southern brief, page 25. 

“ These two figures, as cited by the Staff, represent jurisdictional exploration costs only 
(Staff’s initial brief, Exh. A, sheet 2), whereas the exploration cost ratios set forth above 
reflect the exploration cost situation prior to the allocating out of liquid extraction costs 
and the costs attributable to non-jurisdictional gas sales. 
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Before proceeding to a detailed discussion of these alternative allocation 
methods, reference will be made to a few preliminary matters. No issue is 
raised as to the total amount of Phillips’ exploration expenses for the test 
year 1954, calculated by Phillips at $47,474,039.“ In addition, all parties have 
treated such exploration expenses as current charges, rather than as capital 
charges to be amortized.” 

Southern complains of the fact that under the Phillips cost-of-service ex- 
ploration costs are distributed on a pro-rata basis to all jurisdictional sales, and 
are therefore equally reflected in the rates to be paid by all Phillips’ customers 
without regard to whether deliveries to such customers consisted of gas actually 
produced by Phillips itself, or purchased by Phillips from other producers.* 
Southern objects to the fact that customers such as itself on the western part 
of the Phillips system would thus be required to pay in their rates a pro-rata 
portion of Phillips’ total exploration costs, in spite of the fact that most of those 
costs were actually expended in southern and offshore Louisiana, and despite 
the fact that a relatively high portion of the gas delivered by Phillips from the 
Permian Basin area, which constitutes a major source of supply for its western 
system, consists of purchased gas. 

It is concluded that the above position is without merit for the following 
reasons: 

(1) The exploration activities carried out by Phillips in any major area are 
of ultimate long-range benefit and importance in connection with the problem 
of satisfying the supply requirements of its entire system. 

(2) The situation complained of by Southern is balanced out by the fact that 
the Phillips purchased gas costs for that purchased gas which is actually de 
livered to its western system are also distributed on a pro-rata basis to 
customers in other parts of the Phillips system. 

(3) The Southern position, if carried out to the ultimate degree, would 
require that the rates paid by any given Phillips customer should not reflect 
any costs not directly related to the gas actually delivered to such customer— 
including not only exploration costs, but production costs and other costs as 
well. The net result of such a position would be to require the making of 
multiple, separate cost-of-service studies, on a contract-by-contract basis. Such 
a procedure would be highly impracticable and undesirable, and is completely 
unnecessary to the determination of a fair and reasonable result in the public 
interest. 

In response to the Phillips contentions as to the level of exploration cost 
allowance allegedly required to provide it with the necessary incentive for con- 
tinued exploration and development, the briefs filed by Pacific and other inter- 
veners have stressed the fact that there is no assurance that any exploration 
funds made available to Phillips through rates approved in this proceeding will 
necessarily benefit its interstate gas customers; that any new reserves dis- 
covered as a result of such exploration operations might be diverted by Phillips 
to intrastate uses, or that such funds could be used by Phillips for overseas 
exploration.” 


© The only differences were that the Staff figure was lower by $143,000, due primarily to 
its exclusion of Phillips’ subsidiaries from the cost of service. In addition, with respect 
to that portion of the total figure representing land, geological and geophysical expenses, it 
has been noted earlier that Eastern witness Caplan took the developmental portion of this 
item out of “exploration expenses” and transferred it to “indirect lease expenses.” 

Vaught, 50: 7182-4; Caplan, 100: 13,257; Cramer, 84: 11,320; Wisconsin witness 
Colbert, 112 : 14896-S8. 

*8In the test year 1954 approximately 52 percent of Phillips’ gas supply was purchased 
by it from other producers (Exh. 224). 

** Phillips carries on a substantial level of exploration activity in other countries. 
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It seems clear, however, that if Phillips’ jurisdictional rates are to be de 
termined on the basis of a test year cost-of-service, then in the absence of 
compelling reasons to the contrary there must be reflected in such cost-of-service 
Phillips’ actual test-year exploration costs, adjusted to reflect the appropriate 
allocation to non-jurisdictional sales.” Mere speculation that Phillips in future 
years could, if it so desired, devote a larger portion of its exploration expendi- 
tures to foreign operations, or could resell a larger percentage of its gas supply 
in intrastate commerce, cannot be regarded as a basis for departing from this 
general principle in the instant proceeding. Of course, if such a major change 
in the direction of Phillips’ test-year operations should develop in the future, 
the Commission would always have the power to institute a new Sec. 5(a) rate 
investigation, in which a new cost-of-service study would then be developed 
reflecting such changes. 

In addition to the above, it is relevant to note here that the Phillips policy 
witness in this proceeding, Mr. Learned, testified that the entire exploration 
allowance ultimately approved by the Commission in the cost of service to be 
adopted in this proceeding, including return allowed on exploration investment, 
would be used by Phillips: 


* * * in an exploration and development program which would have for its 
purpose the finding, developing and marketing of sufficient new gas supplies 
to enable Phillips to maintain the service which it is now performing 
(62 :8678, 8680 and 8682). 


Before proceeding now to discuss the various allocation methods which have 
here been proposed for the allocation of exploration costs, it will be helpful, at the 
outset, to indicate the breakdown of items which are included in exploration 
expense and exploration investment. Cramer’s Exh. 282, pg. 14, lists exploration 
expense as $28,109,927.27 (line 6). This total figure includes, among other things, 
the following items (Exh. 282, pg. 16) : 


Undeveloped lease rentals "—$4,994,085 (line 5). 
Expired and surrendered leases—$9,479,898 (line 12). 
Dry holes exploration—$11,306,964 (line 10). 

Dry holes contribution—$2,025,395 (line 11). 


It is thus clear that the total exploration expense represents largely the costs of 
unsuccessful exploration—i.e., dry hole expense, and the expense for expired and 
surrendered leases. 

Cramer’s gross exploration investment figure was $98,992,143 (Exh. 282, pg. 15, 
Col. 8, line 12). Out of this total, $76,347,909 represented investment in un- 
developed leases (pg. 15, Col. 8, line 9). 


A. The Phillips Approach 


A portion of the Phillips exploration costs can be identified directly with the 
Natural Gas Department or the Oil and Gas Production Department, and are so 
recorded on Phillips’ books. These direct charges were accepted by Caplan 
(100 :13,210-11). 

The balance of exploratory costs was then allocated by Phillips witness Cramer 
in three steps: (a) such costs were first allocated between the Natural Gas 
Department and the Oil and Gas Production Department in proportion to the net 
investment in producing leaseholds; (b) out of the total amount thus assigned 
to each Department, a portion was then allocated to royalties owned by Phillips, 


5% The procedure for making the allocation to non-jurisdictional sales, which is not the 
subject of dispute in this proceeding, will be outlined at a latez point. 

5 “Tndeveloped lease rentals” represent delay rental expense charges paid in order to 
hold the undeveloped leaseholds (79: 10,715-16). 


676-807-6443 
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again on the net investment basis—using the ratio of net “royalty investment” 
to total net investment in royalties and producing leaseholds, this being the 
“royalty adjustment” (Exh. 282, pg. 14) ; (c) finally, the remaining amount of 
exploratory costs allocated to the Oil and Gas Production Department, plus the 
direct costs charged to that Department, were then allocated between gas and oil 
in proportion to the total test-year Btu production of each of the separate products 
in that Department—i.e., the Btu method. The amount thus allocated to gas in 
the Oil and Gas Production Department was then added to the amount, less 
royalties, allocated and charged to the Natural Gas Department to determine the 
total exploration costs charged to gas.” 

Under this method, Phillips charged to gas 61.883 percent of its total explora- 
tion costs (Exh. 304, line 4, col. 5), or $37,686,309 (86:11,540; Phillips’ initial 
brief, page 112). 


1. Allocation between departments on net investment basis 


As noted previously, Cramer allocated the joint exploration costs between the 
Natural Gas Department and the Oil and Gas Production Department in propor- 
tion to the net investment in producing leaseholds in those two departments 
(59 :8258). He testified that prior to 1951 no consistent basis had been used to 
charge exploration expenses to the natural gas operations. However, in that 
year there was established for the first time a systematic method of allocating 
exploration expenses between departments, on the net investment basis 
(59 :8258-59). 

Phillips makes the following argument in support of its net investment 
method: 

(1) It is contended that the purchase of oil and gas leases is nothing more 
than the acquisition of reserves, and accordingly net leasehold investment is 
actually the investment in, or cost of the reserves; that accordingly the net 
investment method represents an allocation based on the cost of the reserves 
discovered, and as an allocation based on cost it is preferable per se (Phillips’ 
initial brief, page 111, footnote 1; reply brief, page 60, lines 3-7). However, 
this is not a completely accurate characterization of the net investment method. 
Actually, that method does not constitute an allocation on the basis of the “cost 
of the reserves discovered” at all, but instead is based on the cost of those 
discovered reserves which still remain unproduced. Wisconsin witness Van 
Scoyoe characterized the situation aptly as follows: 


The net leasehold investment is an expression of the capital costs of the 
remaining discovered but undepleted reserves (101 :13,390). 


(2) Phillips witness Cramer further justified the net investment method as 
being “the net resultant of the company’s experience up to the end of 1954” 
(76 :10,306), and as the “living figure’ with respect to exploration (84:11,322). 
However, here again the characterization is misleading. The fact is that net 
investment does not really reflect the company’s experience. It rather reflects 
what is left over after that experience has produced its results, and after the 
product of such experience has been removed. 


52 It should be borne in mind throughout the discussion of this issue that the exploration 
cost figures referred to here are the figures prior to allocating out the natural gas liquids 
share of such costs (ie., the costs to be assigned to Phillips’ extraction operations), and 
prior to allocating out the portion assignable to non-jurisdictional sales. These other 
allocations were made at a later point. 

53 Total exploration costs claimed by Phillips amount to $60,817,973 (Exh. 282, p. 10, 
line 4, col. (a) plus (b)). As noted previously, these figures are prior to the allocations 
for natural gas liquids and for non-jurisdictional sales, 
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It is interesting to note that when Cramer later presented testimony in support 
of his use of the Btu method for the second step of his exploration cost alloca- 
tion, he used a rationale which seems clearly to point in an opposite direction. 
He there stated : 


I used the comparative Btu produced as the basis of allocation because 
in my judgment that basis more nearly than any other method results in 
a distribution of the exploratory costs among the various separate products 
in the proportion that the production of each separate product contributes 
to the need for exploration. 

The purpose of the exploration is to find oil and gas reserves to maintain 


the productive capacity which is being depleted through production. 
* * * * * * x 


The Btu method provides a common denominator for measuring the 
comparative current production of each of the separate products, which 
* * * nermits the exploratory cost to be distributed among the separate 
products in the proportion to which further exploration is required to main- 
tain the productive capacity of each product (60:8479, lines 2-10, and 20-25; 
also see 86:11,629, lines 11-14; emphasis supplied). 


However, the net investment method, instead of distributing exploration 
costs between the two departments in the proportion that the production from 
each contributes to the need for exploration, accomplishes just the opposite— 
since it reflects not what has been used up and needs to be replaced, but only 
what is left over. Asa result of years of high-level oil production, we find that 
Phillips’ net investment in oil leases in 1954 was relatively low, and that its 
depletion reserve for oil leases was relatively high. For example, as of Decem- 
ber 31, 1953, the depletion reserve for oil leases was 81.5 percent of its investment 
in such leases, and it continued at that level as of December 31, 1954. On the 
other hand, the depletion reserve for dry gas leases was only 45.4 percent 
of the investment in such leases as of December 31, 1953, and 40.7 percent as of 
December 31, 1954 (44:6495-96). Under these circumstances, it might more 
logically be argued that a higher level of exploration activity was required to 
replace the depleted oil reserves, and that this would justify a higher allocation 
of exploration costs to the Oil and Gas Production Department. 

In the course of cross-examination directed to this seeming paradox, Phillips 
witness Cramer advanced the following rationale in support of his position: 


The net leasehold, it is true, is what we have left, and that is the net 
resultant of the past exploration, the investment in the properties, and the 
production, and it is what I would characterize as the living, real figure 
that we would have on our books, and I have characterized the portion of 
the investment that has been written off or reduced by way of depletion * * * 

I have characterized that as capital which was once employed in the 
business, which is no longer employed, and that is one of the basic points 
why I consider the net leasehold basis a proper and a very good basis for 
making an allocation of this kind (86 :11,622, lines 5-17). 


The suggestion here, based upon the substantial depletion of the oil leases, 
seems to be that although a major portion of the Phillips capital was at one 
time employed in connection with the oil leases, this is no longer the case; that, 
accordingly, it makes sense to allocate a high percentage of exploration costs 
to the Natural Gas Department. This would connote a situation in which 
Phillips was gradually getting more and more away from the oil business. 
However that, of course, is clearly not the case, and it is a clearly untenable 
position. 
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Phillips’ final contention is that the objection made by Staff and interveners 
in this proceeding to Cramer’s use of the net investment method for this purpose 
represents fundamentally an objection to basing the allocation upon costs, and 
an attempt to substitute a “value” method. It is suggested that Eastern witness 
Caplan unwittingly offered conclusive support to the net investment method, 
in that Caplan himself had testified that the relative cost method should be used 
wherever possible, and had arrived at a 58 percent allocation of exploration 
costs to gas by using the relative cost method in conjunction with the net in vest- 
ment method (Exh. 388, Sched. 21—-A )—this result being not far off from Phillips’ 
ultimate allocation of 61.883 percent to gas (p. 115 of Phillips’ initial brief). It 
is perfectly clear, however, that Caplan did not make this calculation in his 
Sched. 21-A for the purpose of recommending any such approach, but only in 
order to indicate, by way of illustration, what results would have been arrived 
at under such an approach. The combination of the two methods for this 
purpose was subject to two fatal defects: (a) it artificially constructed mythical 
separate exploration costs for the dry gas leases and for the 100 percent oil 
leases under the net investment method, which is here found to be unacceptable. 
It then proceeded to use such artificially constructed and mythical separate 
product exploration costs as the basis for application of the relative cost 
method, despite the fact that all parties, including Phillips witness Cramer 
and Eastern witness Caplan, based their recommendation of the relative cost 
method upon the availability of known costs for producing each product 
separately. 

In further justification of its net investment method, Phillips points to the 
Caplan testimony that allocations should be made on the basis of cost wherever 
possible (101:13,301), and to his alleged agreement that the net leasehold 
investment in effect represents the cost of the reserves (113 :14,985-7).™ 

It should first be noted that Caplan’s agreement with the proposition that 
leasehold investment represents the cost of the reserves was clearly directed 
to questions relating to gross investment, and not to net investment. Further- 
more, the entire Phillips approach here is to make a virtue out of the fact that 
the net investment method can be labeled a “cost” method, in that it does use 
a certain type of cost. Although it has been concluded here that “just and 
reasonable” producer rates should properly be determined on a “cost” basis, 
as distinguished from a “value” (or field price) basis, it does not necessarily 
follow that all allocation problems arising in connection with the determination 
of a producer cost of service can or should necessarily be solved under a “cost” 
method. On the contrary, the question as to which allocation method should be 
adopted in a given situation (including the question as to whether it should be 
a “cost” method or a “value” method) depends upon such matters as the precise 
nature of the cost to be allocated, and the purpose or objective of the alloca- 
tion. In the case of exploration costs, the relative cost method is not suitable, 
since joint exploration costs by their very nature cannot be attributed directly 
to the separate product leases. And, although the net investment method does 
employ a certain type of cost, it does not provide a cost relationship which is 
meaningful in connection with the instant problem, because : 

(1) it has no bearing upon, and is not related to the incurrence of annual 
exploration costs ; and 

(2) it does not reflect the real purpose of the exploration operations whose 
costs we are attempting to allocate here. 


% Phillips’ initial brief, page 150. 
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2. Cramer’s use of the Btu method for allocation of oil and gas production 
department joint exploration costs between oil and gas 


As already noted, Cramer’s second major step in his allocation of exploration 
costs was to allocate the total exploration costs charged to the Oil and Gas Pro- 
duction Department among the separate products in proportion to the total 
Btu’s produced for each ef the separate products (60:8464). Under this method, 
Cramer derived a Btu ratio of 50.519 percent for gas and 49.48 percent for oil 
(Exh. 282, p. 11).* 

The rationale presented by Phillips in support of the Btu method is that its 
exploration activities represent a search for energy ;™ that accordingly explora- 
tion costs should be allocated on the basis of the relative Btu content of the 
separate products, since Btu’s are a recognized measure of energy.” 

As will be noted shortly in detail, certain interveners and the Staff contend 
that although it is true that exploration is a search for a source of energy, the 
important consideration is the form in which such energy is found; that Btu 
content however, has no relation to and does not in any way measure form. In 
response to this argument, Phillips alleges that exploration costs are not affected 
by form, and that form of the hydrocarbons affects only their value; that since 
the purpose of the instant cost-of-service study is to determine cost, factors which 
affect value should not be allowed to prevail over those factors which affect cost. 
In this connection, Phillips notes that it has here applied the Btu method only 
to exploration costs, where form does not affect the cost, but has not applied it 
to those operations (such as production) where form may have some bearing. 

Phillips also stresses as advantages of the Btu method the fact that it is 
simple in both determination and application, and that it is allegedly objective 
in approach since it is not affected either by fluctuating costs or fluctuating 
values. 

Although it cannot be denied that the Btu method is simple in both determina- 
tion and application, it is here concluded that the Btu method does not repre- 
sent a satisfactory approach for the allocation of joint exploration costs, and it 
is accordingly rejected for reasons which will now be set forth in some detail. 

It may first be noted that although it is doubtless true that exploration costs 
are not affected by form, it is equally true that exploration costs are not in any 
conceivable way affected or measured by Btu content, and that the relative num- 
ber of Btu’s in the oil produced, as distinguished from the Btu content of the 
gas produced, has no relationship to the respective roles played by these prod- 
ucts in the incurrence of joint exploration costs. 

It is true that there are some joint product situations in which it might make 
sense to allocate joint costs by using a selected common physical characteristic 
as the common denominator, based upon the conclusion that the costs being 
allocated were in fact closely related to such selected physical characteristic. 
For example in a lumber fill, where it is necessary to allocate joint costs 
between lumber of different grades, it might be reasonable to allocate the joint 
Sawing costs between the different grades on the basis of the relative number of 
board-feet of lumber in each grade to the total board-feet of all grades involved 


% This calculation was based on a presumed ratio of Btu’s in a barrel of oil to the Btu’s 
in an Mef of gas, amounting to slightly less than 6 to 1 (100 :13,230, Exh. 310; Exh. 237, 
footnote 1). 

% Phillips’ witness Tarner testified, “* * * we are looking for hydrocarbons, a source of 
energy, and * * * the energy is usable in whatever form it is found” (61 :8958, lines 3-5). 

Tarner: “This fact, that it is energy we are seeking, results in the logical con- 
clusion * * * that the exploration costs, or distinguished from operating costs, should be 
allocated on the basis of the energy, or Btu content” (61:8598, lines 5-8). 
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in the operation—the theory here being that the use of the sawing machine by 
each grade of lumber was in proportion to the number of board-feet of that 
grade which went through the machine (58: 8207). Or, in a meat-packing plant, 
where the problem was to allocate the joint costs of an operation for cutting up 
of the carcass, if the cost of such cutting operation was closely related to the 
weight factor, it might be reasonable to make the allocation on the basis of a 
unit of weight. This entire problem was discussed at length by Phillips witness 
Porter * (59: 8225-42). Hestated: 


* * * the unit selected would have to be based upon a detailed investigation 
of the operating conditions under which these joint products were produced, 


to make sure that that unit properly weighed the factors or costs inherent in 
joint operating conditions. 








ES t* * * co x * 














You select the unit based upon a detailed investigation of the operating 
conditions to see that this unit properly reflects the cost inherent in it 
(59 :8225, lines 9-13, and 20-22). 


However, in the case of hydrocarbon products the physical characteristic 
of Btu content has no relationship to the respective roles played by oil and 
gas in the incurrence of the joint exploration costs. It is interesting to note 
the argument made by Phillips in this connection that: 


* * * the Staff and Intervenors have been unable to dispute the fact 
that it costs as much to search for a Btu in gas as to search for a 
Btu in oil (Phillips’ reply brief, p. 65). 
This statement implies (a) that the cost of exploring for a given quantity of 
gas is the same as that of exploring for the same quantity of oil; (b) that 
exploration costs can therefore properly be allocated on a quantity or volume 
basis; (c) that Btu content represents a meaningful and satisfactory quantity 
of volume measurement for this purpose. Actually, none of these propositions 
have here been established. And it is obvious that Btu content cannot seriously 
be considered a meaningful and satisfactory quantity or volume measurement, in 
the light of the fact that it does not measure quantity or volume of the hydro- 
carbons produced, but only a single one of their characteristics—i.e., heating 
value, which (as will shortly be noted in greater detail) is only of significance 
in connection with certain particular uses. 

In addition, the proposition here advanced by Phillips becomes even more 
meaningless when attention is directed to the nature of the items included 
in exploration costs. As pointed out in Phillips’ reply brief (p. 60), explora- 
tion expense consists largely of the costs of the unsuccessful exploration, 
such as dry hole expense (Exh. 282, p. 16). The only other major item of 
exploration expense is undeveloped lease rentals. In addition, by far the 
biggest item in exploration investment is the investment in undeveloped 
leases. (Exh. 282, p. 15).” 

With respect to the costs of unsuccessful explorution, such as dry hole 
expenses, it is obviously impossible to make an allocation on the basis of the 
quantity or volume of hydrocarbons produced as a result of such activity, 
since the activity in fact produces nothing. And it plainly does not make 
sense, under these circumstances, to allocate such costs on the basis of the 
Btu content of the gas and oil which was produced and sold from the 
successful wells during the test year, as the result of a totally separate and 
different activitiy. 


58 A partner in the firm of Arthur Young & Company, independent public accountants. 
% Undeveloped lease rentals and undeveloped lease investment represent Phillips’ costs 
for non-producing acreage. 
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The allocation of undeveloped lease rentals and undeveloped lease invest- 
ment on such a Btu basis appears to be equally meaningless and unrealistic. 
It is obviously not contended that the level of undeveloped lease rentals and 
the prices for undeveloped lease investment offered and paid by Phillips 
are in any way related to or measured by the estimated Btu content of the 
hydrocarbons which are expected to be discovered and produced from such 
acreage. On the contrary, the lease forms executed by Phillips and other pro- 
ducers call for royalty payments to be made by them on the basis of a percentage 
(commonly one-eighth) of the value or proceeds of the oil and gas produced and 
sold. Phillips witness Allen, general natural gas geologist of Phillips’ Land and 
Geological Department, who acts as advisor in acquiring and developing gas 
properties throughout the company’s operating area (57 :7985—86), testified that 
he was not familiar with any type of lease which provides for the lessor to receive 
a percentage of the total Btu’s in any form produced from the lease (57 :7997; 
67 :9280). As Phillips itself has pointed out (footnote 1, p. 111 of initial brief), 
the purchase of oil and gas leases is nothing more than the acquisition of 
reserves. In view of the substantially higher realization from oil, there can be 
no doubt that Phillips would pay a higher price per acre for leaseholds assumed 
to contain oil than for those assumed to contain gas (assuming all other factors 
to be equal, such as the amount of net pay, reservoir space, amount of pressure, 
etc.), and the Btu content would in no way be regarded as a relevant con- 
sideration in this connection. Allen testified that, given two such choices, 
“I would buy the oil property.” (67:9279, lines 13-25) In view of these 
circumstances, it is difficult to see how it can seriously be contended that 
the portion of these particular costs to be borne by gas or oil can fairly 
or reasonably be measured on the basis of Btu content, which measures 
heating value only. 

As a matter of fact, because of the inherent nature of joint exploration 
costs, there does not appear to be any physical characteristics which could 
be devised to appropriately reflect the relative roles of oil and gas in the 
incurreme of such costs. This does not, however, justify or necessitate 
our departure from the basic criterion that the method selected must be 
based upon some meaningful and realistic rationale, and that the allocation 
must not be made upon a purely arbitrary basis which will produce a ridicu- 
lous and unrealistic result. 

After considering all the possibilities here presented, it is concluded that 
the only meaningful and realistic rationale for this purpose is one which 
reflects the value of what Phillips expected to find, in terms of gas and oil, 
as a result of the test-year exploration activities whose costs are here being 
allocated. In other words, the allocation method should reasonably reflect the 
purposes of such exploration activity. 

As a matter of fact, Phillips itself has attempted to justify its use of the 
Btu method on the basis of some such rationale—its contention being that 
the purpose of the exploration activity is to find energy, and that the Btu 
method should be adopted because it constitutes a measurement of energy. 
The fallacy in this argument is that it completely overlooks the fact that the 
important consideration is the form in which such energy is found. Phillips 
witnesses Cramer and Tarner stressed the fact that 


The purpose of the exploration is to find oil and gas reserves to main- 
tain the productive capacity which is being depleted through production 
(60 :8479 ; 61 :8614). 


However, the hydrocarbons which are being depleted by production and must 
be replaced consist of a specific number of thousand cubic feet of natural gas 
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and a specific number of barrels of oil and condensate—not an indiscriminate 
number of Btu’s per se.” 
Eastern witness Pettyjohn™ testified at length with respect to the importance 
of hydrocarbon form, stressing the following points which are material here: 
(1) Btu’s represent heating value. Pettyjohn stated: 


Btu is short for “British Thermal Unit”. The Btu content or total 
heating value of a material is the number of heat units that a unit weight 
or volume of that material would release if burned completely in the 
laboratory under perfect conditions for the particular type of material 
(95 :12,659, lines 17-22). 

. oe OK * + * * 

It is usually defined as the amount of heat required to raise one pound 

of water one degree Fahrenheit. (95:12,660, lines 12-14). 


(2) However, Pettyjohn stated: 


Btu content is not the significant factor in determining the relative 
value of these hydrocarbons. On the contrary, the differences in their 
physical properties, other than their heating value, determine their use 
and economic importance. (95:12,659, lines 9-13). 


In this connection, Pettyjohn pointed out that methane, the lightest of the 
hydrocarbons, has the highest gross heating value or Btu content; that accord- 
ingly if a wildcatter were seeking only Btu’s a high methane content natural! 
gas would be his major objective. Yet this is contrary to the fact. (95:12,664, 
lines 14-20) 

(3) Actually in the case of crude oil, price is not related to heating value, 
but higher prices have generally been associated with lower Btu content. It 
is generally true that the lower the specific gravity of the crude oil (which 
also means a lower heating value), the higher will be its gasoline potential 
and the higher the price of the crude. (95:12,665, line 18; 12,666, line 4; 
119 16,018) 

(4) The big job of the oil industry is powering transportation, and the 
preponderance of petroleum products are used for that purpose—i.e., for mobile 
uses. Approximately 65 percent of petroleum products, on a volume basis, 
are used for such purposes, and this represents 75 percent of refinery revenue 
from major petroleum products (95 :12,675; Exh. 352). In point of both volume 
and value, gasoline is the principal refined product derived from petroleum, 
accounting for from 40 to 45 percent of total volume and 60 to 65 percent of 
total value (95 :12,664-65). 

(5) Mobile uses require an energy source in compact, mobile, easily con- 
trolled liquid form, and the best, most economic and most efficient source of 
such essential liquid fuels is crude oil (95 :12,669-70). 

(6) It is, therefore, clear that the importance of such petroleum products 
rests primarily not upon the fact that they contain a certain number of Btu’s 
but their special advantage stems from their form, compactness, mobility and 
other carefully controlled characteristics, which endow them with unique ability 


© Phillips’ oil refineries, representing an investment of hundreds of millions of dollars, 
refute any contention that it is engaged in an indiscriminate search for Btu’s per se and 
that form is not of major significance. These refineries exist solely to process crude oil 
in the petroleum product—4i.e., to change hydrocarbons from one form to another. Phillips 
must have supplies of crude oil to meet the requirements of these refineries for charging 
stocks. 

© Captain E. S. Pettyjohn, a consultant chemical engineer, with an extensive background 
in the field of fuels and their utilization. He was Director of the Institute of Gas 
Technology at the Illinois Institute of Technology, from 1945-55. (95:12, 652-58.) 
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to perform certain functions and satisfy certain needs, giving them value beyond 
that due to their Btu content. 

Phillips, however, contends that the form value of oil is built in at the refin- 
eries; that crude oil as such has only heat value at the wellhead, where the 
instant allocation is to be made; that the thesis set forth by witness Pettyjohn 
would in effect deprive the refineries of their contribution to the value of the 
crude oil and would assign it to the crude oil at the wellhead (Phillips’ reply 
brief, pp. 65-66). 

This argument overlooks the fact that crude oil purchased at the wellhead is 
a type of hydrocarbon which, because of certain basic characteristics not related 
to Btu content, has a high value potential. The form of gas circumscribes and 
limits its use, and hence its economic value, despite its high Btu content. Gas 
is used principally as fuel in stationary installations designed primarily to pro- 
duce heat, and it cannot, in any significant sense, be substituted in connection 
with any of the uses to which major petroleum products are uniquely fitted (95: 
12,682-83 ; 12,692; 12,702-3). Although the crude oil produced at the wellhead 
is not yet in the form which determines its ultimate value, it is nevertheless des- 
tined as the charging stock for the refinery, and its capacity to fulfill this im- 
portant purpose is unrelated to its Btu content. 

In finally rejecting the entire Phillips approach for the allocation of joint 
exploration costs, which resulted in a proposed allocation of slightly over 60 
percent of such costs to gas, we are mindful of the criterion laid down by this 
Commission in the Colorado Gas Company case,-Op. No. 235, supra—i.e., that 
“the reasonableness of the result is essential to the validity of any method of 
allocating joint costs.” In that case one of the major contested issues related 
to the allocation of joint costs between natural gas and liquids. The Commission 
rejected the volumetric (or Btu) method as there proposed by the pipeline, 
and adopted the relative value (or sales realization) method as proposed by the 
Staff. The Commission stated: 


We believe the Supreme Court of the United States cogently stated the 
criteria to be applied in allocation matters when it said “considerations of 
fairness not mere mathematics govern the allocations of costs.” ™ 


A similar point was made in the instant hearing by Eastern witness Caplan, 
when he stated: 


Hence to ignore the differences in characteristics between the joint prod- 
ucts and to subsume them under a single unit of physical measurement is 
to fly in the face of the economic facts of life (100: 13,230, lines 17-20). 
Similarly, Wisconsin witness Van Scoyoc stated: 


If profits of several times as much per Btu can be realized from the dis- 
covery, production and marketing of oil, as can be secured from the discovery, 
production and marketing of natural gas, it is impossible to rationalize 
the claim that the producer is willing to spend as much in exploratory activi- 
ties to find a Btu of gas, as he would be willing to spend to discover a Btu 
of oil. 


* * * * * x * 


I am convinced that the Btu relationship between a barrel of oil and a 


cubic foot of gas plays no part in management decisions as to exploratory 
activities (101: 13,389). 


#11 FPC at p. 345. 

®11 FPC at p. 345. The Commission’s holding on this issue was later affirmed by the 
Court of Appeals, in Colorado Interstate Gas Co. v. Federal Power Commission, 209 F. 2d 
717 (1953). 
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For the reasons above outlined, it is concluded that the result arrived at 
under the instant Phillips approach, where slightly over 60 percent of joint 
exploration costs are assigned to gas, is not reasonable and is not consistent with 
the economic facts of life. This conclusion seems particularly compelling in 
the light of the following undisputed facts: 

(1) that in 1954 Phillips’ revenues from natural gas at the wellhead consti- 
tuted 21 percent of its total revenues from combined oil, condensate and natural 
gas production, and less than 22 percent in 1956; 

(2) that between 1952 and 1956, Phillips’ natural gas revenue at the wellhead 
rose from 16.66 percent to 21.82 percent of its total wellhead revenues, or an 
average rise of 1.3 percentage points per annum; that at this rate it would take 
approximately thirty years for natural gas wellhead revenues to reach 60 per- 
cent of total wellhead revenues (Exh. 388, Sched. 4, line 16) ; 

(3) that in order for the dollar volume of Phillips’ gas sales to rise to a level 
approaching 60 percent of its revenue at the wellhead, the dollar volume of its 
gas sales would have to increase almost five-fold—even assuming no increase in 
the price and demand for oil, which does not appear to be a realistic possibility 
(100: 13,262). 


B. The Realization Approach 


As already pointed out, the nature of joint exploration costs is such that there 
no practicable way to develop an allocation method based upon cost itself. 
Although it is agreed that the relative cost method is superior where known 
separate product costs are available, such known separate product costs are not 
in fact available in the case of exploration operations. Furthermore, because of 
the inherent nature of joint exploration costs, there does not appear to be any 
physical characteristic which could be devised to appropriately reflect the rela- 
tive roles of oil and gas in the incurrence of such costs. Under these circum- 
stances and for reasons which will be set forth in greater detail at a later point, 
it is concluded that the only adequate and sound solution would be the adoption 
of some form of realization approach, which would take into account the 
economic factors in the situation, and which would base the allocation of ex- 
ploration costs upon the results actually achieved in a recent period, by reflecting 
the relative values realized from the oil and gas discovered. However, before 
proceeding to a discussion of the realization approach, we will first consider and 
dispose of two intervener allocation proposals, employing a two-step method in 
which a sales realization calculation was used as the second step. 


1. The Chapin successful wells method 


Southern witness Chapin“ presented in Exh. 360 an allocation of exploratory 
costs based on dry holes drilled and successful well completions. Chapin’s gen- 
eral approach was to make this allocation on the basis of his own constructed 
distribution or ratio of dry holes drilled by Phillips during the test year, as be- 
tween the oil and gas categories. Of course, by their very definition, dry holes 
are not actually susceptible of classification in this manner. However, Chapin 
obtained his result by making the assumption that if the dry holes had actually 
been successfully completed as wells, they would have been distributed between 
oil wells, gas distillate wells, and gas wells in the same proportion as actually 
occurred in the case of Phillips’ successful well completions (96: 12,745). His 
rationalization for basing the entire allocation of exploration costs upon a 


* Robert W. Chapin, a consultant with Commonwealth Services, Inc., a firm engaged in 
engineering and service work for utility managements. 
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mythical distribution of dry holes drilled was that a substantial portion of such 
costs (such as dry hole expense and dry hole contributions) are directly and 
obviously related to the number of dry holes drilled (96: 12,768). 

Chapin’s first step was to calculate the number of successful field wells com- 
pleted in the broad categories of oil and gas.* As noted previously, he assumed 
that if the dry holes had actually been completed as successful wells, they 
would have been distributed as between oil and gas wells in the identical ratio. 
He therefore applied these same ratios to the total actual number of field dry 
holes, in order to distribute the latter between the categories of oil and gas. 
This, of course, represented a mythical figure. He then made the same calcula- 
tions with respect to wildcat wells, and finally combined the two sets of ratios 
in order to obtain the dry holes ratio for the categories of oil and gas, for field 
and wildcat combined. This ratio, for the test year 1954, amounted to 82.36 
percent for oil and 17.64 percent for gas (Exh. 360, p. 2, col. (m), lines 15 and 
16). 

However, Chapin recognized that the joint product wells included in his “oil” 
and “gas-distillate” groups also produced substantial quantities of gas. It was 
his theory that these ratios should, therefore, be adjusted in such a way as to 
remove from the oil ratio the effect of the gas therein contained, and to add the 
amount thus removed to the gas ratio already derived. He made this adjustment 
on a conventional “sales realization” basis, reflecting the ratio of Phillips’ sales 
realization from liquids produced by the Oil and Gas Production Department to 
the total realization of the entire Department from both oil and gas, amounting 
to 90.11 percent, and the corresponding ratio with respect to gas alone, amount- 
ing to 9.89 percent. The 1954 sales realization figure used for gas, in this 
connection, was 9.052 cents per Mcf (Exh. 360, pg. 3; 96: 12,748-49) .* 

Since the gas produced by the joint product wells thus accounted for 9.89 
percent of their total gross revenue, he multiplied the unadjusted oil ratio 
of 82.36 percent by this 9.89 percent factor, to obtain a figure of 8.15 percent 
which was then removed from the oil ratio and added to the unadjusted gas 
ratio of 17.64 percent to produce a final adjusted gas ratio of 25.79 percent. 
(Exh. 360, p. 2, cols. (h) and (r)). This represented Chapin’s final exploration 
cost allocation ratio for gas.” 

The “successful wells” method is regarded as an unsatisfactory approach, 
for the following reasons : 

(1) No justification has been presented in this record for the basic assump- 
tion upon which this method is founded—i.e., that in the event the dry holes 
had actually been successfully completed as wells they would, in fact, have been 
distributed between oil wells, gas distillate wells, and dry gas wells in the 
same proportion as actually occurred in the case of Phillips’ successful well 
completions. This assumption appears to be particularly questionable when it 
is recognized that most of the Phillips dry holes for the test year 1954 fell, 
as might be expected, in the wildcat category—i.e., 63.8 percent. 

(2) Furthermore, there is serious doubt as to whether it makes sense to 
allocate all exploration costs on the basis of a mythical ratio which reflects 


® As set forth on p. 2 of Exh. 360, his “gas’’ category referred to dry gas wells only 
(96: 12,764; 109: 14,482). His “oil” category was broken down into two subheadings: 
(a) “oil”, consisting of both 100 percent oil wells and joint product wells producing both 
oil and casinghead gas; and (b) the “gas-distillate’’ group, representing gas-condensate 
wells which produce both condensate gas and distillate (96: 12,764). 

® The general comments made with respect to this conventional “sales realization” 
approach in the course of our later detailed discussion of the Roberts “net contribution 
to earnings” method and the Caplan “reserves added realization” method are equally 
applicable here. 

@ Although Chapin’s Exh. 360, p. 2, makes these same calculations for each year of the 
five-year period 1952-56, he actually recommended the use of the 1954 test-year ratio. 
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merely the relative number of dry holes placed in the two categories, and which 
gives no weight to other factors which might be relevant to exploration costs, 
such as: (a) the relative magnitude of the reserves discovered in the various 
categories of successful wells (109: 14,485-87); (b) situations where a well 
originally completed as a successful well might shortly thereafter be plugged 
and abandoned (109: 14,489) ; (c) situations where a well originally completed 
as an oil well might later be deepened or plugged back and converted to a gas 
well (109: 14,491-2). In addition, Chapin himself recognized that certain types 
of exploratory costs, such as undeveloped lease expense and lease rentals, are 
more closely associated with lease acreage than with dry holes drilled. Yet 
his method did not take into account any differences in the acreage developed 
by a successful oil well, as distinguished from that developed by a successful 
gas well. When asked whether this was a factor which should be considered, 
Chapin replied : 


A. I believe it would be a refinement to the method, yes. 

Q. Is it your understanding that oil wells or dry gas wells are spaced 
in the same pattern, that is, with the same number of acres around each 
producing well? 

A. No. It is my understanding they are not (109: 14,500, lines 1-6). 




















(3) Finally, Southern itself (footnote 2, p. 28 of Southern Brief) notes 
Chapin’s recognition that in the case of those exploration costs which are not 
directly and obviously related to the number of dry holes drilled (such as 
undeveloped lease expense, lease rentals, ete.), it would be “justifiable” under 
his method to omit the dry hole stage of his allocation and to make the alloca- 
tion directly on the basis of the ratio of “successful wildcat wells” completed in 
each category during the test period. It is concluded that the injection of the 
dry hole data calculation in the case of these particular exploration costs is 
without any justification at all. Its actual effect was to weight the result more 
heavily in the direction of oil, since the successful well completions in the 
wildcat category, which provides the highest number of dry holes, produced 
a higher ratio for the oil category than the successful field well completions. 
It is further noted, however, that the Chapin suggestion that in the case of 
these particular exploration costs the ratio might be constructed exclusively 
by use of the successful wildcat wells data, rather than by combining the suc- 
cessful field and wildcat data together,* would simply have the effect of pre- 
serving this unduly heavy weighting in the direction of oil. It is noted, in this 
connection, that the use of successful wildcat wells alone would mean the em- 
ployment of the smallest possible sample, involving a total of only 16.62 suc- 
cessful well completions, as compared with a total of 320 in the field wells 
category. 













2. The Consolidated Edison combined depletion expense-and-sales realization 
method 


Intervener Consolidated Edison, although presenting no evidence in this pro- 
ceeding, nevertheless has advanced in its brief a two-step proposal for the allo- 
eation of Phillips’ exploration costs. The first step would involve the allocation 
of such costs between the Natural Gas Department and the Oil and Gas Produc- 
tion Department under a current depletion expense method, using the ratio of 
Natural Gas Department depletion expense to the total depletion expense charged 
to both Departments. The second step would involve the use of a conventional 
sales realization method, based on gross revenue data, to allocate Oil and Gas 
Production Department exploration costs as between oil and gas. The end 









6 As Chapin himself did on Exh. 360, p. 2, cols (1) and (m). 
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result of this approach would be to allocate total exploration costs to gas in the 
amount of $10,616,746 (Consolidated Edison Brief, p. 27)—this being sub- 
stantially less than the figure of $16,000,000 allocated to gas under the Staff 
approach, as outlined earlier in this decision. It is relevant to note that no 
witness in this proceeding has advocated the combination of these two particular 
methods for this allocation. With reference to the depletion expense method, 
it appears that Staff witness Vaught (44:6497), in justifying his adoption of 
a 15 percent allocation factor for the allocation between Departments, noted 
that somewhat lower allocation factors would have resulted from the use of 
certain other methods, including a 12.40 percent allocation factor under the 
depletion experience ratio. However, he did not recommend adoption in this 
proceeding of the 12.40 percent depletion experience ratio for this purpose. 
Phillips witness Cramer assailed Vaught’s reference to the depletion experience 
ratio factor as a justification for his adoption of the 15 percent allocation 
factor, contending that the inherent nature of the depletion expense equation 
was such that its use might conceivably under some circumstances have the 
result of reflecting just the reverse of the relative importance of gas as com- 
pared to oil with respect to current exploration (59:8304-7). Eastern witness 
Caplan noted that although the current depletion basis tends to reflect the 
current relative sales volumes of gas and oil, it reflects a historical set of im- 
plied purchase prices for leasehold reserves rather than a current level of prices, 
since it uses as its standard the computed cost per. unit of such reserves. For 
this reason, he characterized the sales realization method as preferable to the 
current depletion method, on the ground that the former deals with a much 
more current set of prices. It is also of interest to note that although Caplan 
gave consideration to an allocation approach combining the current depletion 
basis with use of the relative cost method for the second step, he did not con- 
sider use of the depletion expense method in conjunction with a sales realization 
calculation for the second step (100 :13,268-71). 

Consolidated Edison did not present any witness to support the use of the 
depletion expense method for this purpose, but contented itself with an un- 
successful effort to persuade Cramer, during cross-examination, to agree that 
the depletion expense method made sense in this connection (76 :10,319-27). 

With respect to Consolidated Edison’s use of the conventional sales realiza- 
tion approach for the second step of its allocation proposal, the general com- 
ments made with respect to this approach in the course of our later detailed 
discussion of the Roberts “net contribution to earnings” method and the Caplan 
“reserves added realization” method are equally applicable here. 

Under all these circumstances, it is concluded that the Consolidated Edison 
two-step proposal for the allocation of exploration costs has not been satisfac- 
torily supported in the instant record, and that no purpose would be served 
by further discussion of this method. 


3. The Phillips objections to the sales realization approach 


Phillips attacks the sales realization method, and all variants thereof, as an 
invalid and inappropriate method for the allocation of joint costs, for the 
following reasons: 

(a) It is contended that the sales realization method violates the standards 
of the Natural Gas Act. In the Union Oil Company of California case, supra, 
both the Commission and the Court of Appeals for the Fifth Circuit held that 
producer rates may not be tested by comparison with the rates themselves (i.e., 
on the basis of field price alone). Phillips argues that although this statement 
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was there made with respect to use of the field price method, it is equally 
applicable to the sales realization method, since the latter employs existing 
field prices for gas in order to compute the exploration costs to be allocated to 
gas, which then in turn become the basis for the Commission’s determination of 
“just and reasonable” rates for the producers’ jurisdictional sales. This argu- 
ment, however, attempts to prove too much. The Union Oil case and the City of 
Detroit case, supra, simply held that evidence of field prices alone was not 
sufficient to sustain the burden of proof that proposed rates are just and reason- 
able, and the City of Detroit case held that the traditional rate base method 
must be used at least as a point of departure. However, in the course of con- 
structing a cost of service for the producer it becomes necessary in the case of 
certain joint costs to arrive at a reasonable and appropriate allocation method. 
Neither the cases cited above, nor any other case brought to our attention, has 
ever held that the use of the sales realization method (sometimes referred to 
as the relative value method) for the allocation of joint costs is contrary to the 
standards of the Natural Gas Act. As a matter of fact, as noted earlier in this 
decision, this Commission in the Colorado Interstate case (Op. No. 235, supra), 
adopted the relative value method for the allocation of joint costs between gas 
and liquids in a pipeline rate case, and that method was subsequently approved 
on appeal by the Court of Appeals for the Tenth Circuit. 

(b) Phillips also makes an argument, based upon testimony presented by its 
witness Porter, that the sales realization method does not in fact determine 
costs; that it is not used in business for any such purpose, but only for the pur- 
pose of inventory valuation ; that it is used in that manner in order to accomplish 
the objective of spreading gross profits evenly over all the joint products; that as 
thus used for business inventory purposes, the sales realization method tends 
to arbitrarily shift costs between the joint products, and that this arbitrary 
shifting of costs is the basic reason why the sales realization method cannot 
properly be used to determine costs. 

In weighing this contention it will be helpful at the outset to make it perfectly 
clear that where, as here, we are dealing with truly joint costs, there is no 
possible allocation method which could be devised to determine actual separate 
product costs, since the inherent nature of joint costs is that there is, in fact, 
no such thing as an actual separate cost for each of the joint products. It will 
also be helpful to recognize immediately that there is no contention whatsoever 
that the sales realization method is an allocation method based upon cost. It 
obviously is, instead, an allocation method based upon relative values. In the 
light of what has just been said, the Phillips contention that the sales realization 
method is not used in business for the purpose of determining costs, but is used 
only for the purpose of inventory valuation, is of no relevance here. We are 
here confronted with a situation in which it is not reasonably possible to allocate 
this operation on the basis of cost, or on the basis of any meaningful and satis- 
factory physical unit of measurement. Our only question, therefore, is whether 
some other method, such as a sales realization approach, would serve to dis- 
tribute the burden of exploration costs between oil and gas in a meaningful, real- 
istic and fair manner. 

The Phillips contention that the sales realization method involves an arbitrary 
shifting of costs is equally meaningless and without merit. It is true that where 
the sales realization method is used in business for inventory valuation in con- 
nection with joint products, it may in some cases tend to arbitrarily shift costs 
between joint products. An illustrative situation would be one where the nature 
of the joint product operation was such that the costs incurred were directly 
proportionate to the units produced, so that it was possible to make a reasonable 
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allocation on the basis of a selected physical characteristic or unit of measure- 
ment which properly reflected the costs inherent in the operation. In such a 
situation, if one of the joint products had a relatively low market value, and the 
company, for inventory purposes, desired to show the same gross profit ratio for 
each of the joint products, it might accomplish this purpose by allocating the 
joint costs among each of the joint products on the basis of the sales realization 
method. The result of adopting this approach in such a situation, instead of 
making use of the available method based upon physical characteristic or unit 
of measurement, would be to arbitrarily shift costs between the different joint 
products—i.e., away from costs determined on the basis of an available cost- 
accounting approach. Phillips’ witness Porter explained the arbitrary shifting 
of costs in such situations as follows: 


In fact, strict cost accounting procedures which determine costs on a unit 
basis may be recognized as developing correct unit costs. However, the 
management will still decide to allocate costs on a relative value basis for 
the valuation of inventories in financial statements. 

This is true, because the valuation of the inventories on a unit basis may 
result in inventories at a particular point of time being valued in excess of 
realizable values. 

One method of compensating for this is by the use of the relative values 
which shifts costs among the various joint products, and as a result spreads 
the gross profit evenly over all joint products, thus matching joint costs and 
joint revenues for financial accounting purposes (58: 8198, lines 3-15).” 


It is important to note, however, that our instant exploration cost problem 
presents a totally different situation. As already noted, no meaningful physical 
characteristic or unit of measurement is available for the purpose of this par- 


ticular allocation, and there is no realistic or meaningful allocation method which 
could here be devised on the basis of cost itself. Under these circumstances, it is 
quite meaningless to suggest that use of the sales realization method here would 
result in an arbitrary shifting of costs. 

(c) It is finally contended by Phillips that the sales realization method is 
objectionable on the ground that it involves both the “spiraling” of computed 
costs, and “circularity” of reasoning. The point is made here that under the 
Sales realization method, current gas prices are used in constructing the relative 
value ratio for the exploration cost allocation; that the exploration cost figure 
assigned to gas as a result of this allocation is then employed in arriving at the 
total jurisdictional cost of service, which then becomes the basis for the deter- 
mination of “just and reasonable” rates for jurisdictional gas in this proceeding ; 
that in the event the rates ultimately approved herein for jurisdictional gas sales 


© Porter cited as an example of such a situation a chemical company which operated 
several mines producing phosphate rock of various grades from the same areas, using the 
same mining process for all grades. Each of the grades had a different sales value. 
Prior to the war, the company allocated its joint production costs upon the basis of tons 
produced in each grade, an approach which Porter described as correct from a strict cost- 
accounting standpoint since the costs incurred were directly proportionate to the tons or 
units produced. Subsequently, however, one particular mine produced a quantity of low- 
grade phosphate with a relatively low sales value, with the result that the allocation of 
joint costs based upon the units produced resulted in costs being assigned to this particular 
grade which were far in excess of its realizable value. The management of the company 
thereupon switched to the relative value method in its inventory valuation procedure, in 
order to provide what Porter described as a conservative method of inventory valuation. 
This situation was cited by Porter as a typical example of arbitrary shifting of costs under 
the relative value method (58 : 8209-10). 
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were higher than the gas value which had been used in constructing the ex- 
ploration cost allocation ratio, Phillips could immediately file a new rate pro- 
ceeding, in which such higher jurisdictional gas rates would then become the new 
gas value to be employed in constructing a new and higher allocation ratio for 
gas, thus resulting (if all other things remained equal) in a still higher cost of 
service, and the approval of correspondingly higher “just and reasonable” rates 
for jurisdictional gas; that this process could continue indefinitely until a point 
was reached where further changes in revenues would not produce further 
changes in costs. 

This particular problem and its implications, as posed by Phillips here, will be 
discussed in greater detail in connection with our later discussion of the Van 
Scoyoc “net revenue” method and the Caplan “reserves added realization” method. 

We now turn to a discussion of the three different types of basic “realization” 
approaches which were presented in this proceeding by various intervener groups, 
as follows: (1) the Roberts “net contribution to earnings” method (Pacific) ; (2) 
the Van Scoyoe “net revenue” method (Wisconsin); and (3) the Caplan “re- 
serves added realization” method (Eastern). It is of interest to note that the 
ultimate results arrived at under each of these methods and under the Chapin 
“successful wells” method, are not too far removed from each other, ranging 
from a high of 30.46 percent allocated to gas under Caplan’s “reserves added 
realization” method to a low of 20.82 percent under Van Scoyoc’s “net revenue” 
method, with the Consolidated Edison two-step method producing a result slightly 
lower down the scale. In each of these cases, however, the result is far removed 
from the allocation of 61.88 percent to gas under the Phillips approach. 


4. The Roberts “net contribution to earnings” method 


The Roberts proposal (Exh. 353) represents a conventionai sales realization 
method, with the exception that the allocation ratio was constructed on the 
basis of “net” revenues rather than “gross” revenues—based upon his theory 
that exploration operations are conducted out of net earnings, and that it is 
net earnings which determine the amount of exploration charges possible (103: 
13,581 ; 13,592-93 ; 13,608). 

Under this method, the allocation ratio was constructed by commencing with 
Phillips’ actual 1954 revenues for each of the categories of dry gas, gas from 
joint product leases, oil from joint product leases, and oil from 100 percent oil 
leases. Roberts next deducted from the revenue figure in each of these cate- 
gories the applicable direct and indirect expenses charged to each category in 
Cramer’s Exh, 282, pg.11. However, before deducting Cramer’s indirect expense 
figure, he first eliminated all exploration expenses included therein. The result 
obtained by making this deduction of direct and indirect expenses from the 
revenue figure in each category was characterized as the “net contribution to 
earnings”. By this calculation, Roberts obtained a ratio of 23.9 percent at- 
tributable to gas.” He then applied this percentage to Phillips’ total claimed 
exploration costs,” arriving at an exploration cost allocation of $16,216,233 to 
gas, aS compared with the $40,689,780 assigned to gas by Phillips in Exh. 282.” 

It should be noted that in order to arrive at the direct and indirect lease 
expense figures for each category (Exh. 353, pg. 3), it is, of course, necessary to 
first resolve the various allocation problems encountered in connection with the 
allocation of joint production costs, which have already been discussed at an 


Including both dry gas and joint product gas. 
™ Including those exploration costs which Phillips shows on its books as a direct charge 

to either the Natural Gas Department or the Oil and Gas Production Department. 

7 The manner in which this $40,689,780 figure is derived is shown on pg. 6 of Exh. 353. 
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earlier point in this decision. Roberts testified, in this connection, that he was 
only advocating a method here; that he accordingly had simply adopted Cramer’s 
treatment of these earlier allocation problems for the purpose of his exhibit, but 
was not thereby approving that treatment as being necessarily correct. This cir- 
cumstance, however, may not be overlooked in weighing Roberts’ contention that 
* * * the net contributions are obtainable from the records of the company, 
and as a matter of fact, from any company” (95: 12,714). 
and that, accordingly, his method satisfies one of his basic standards for an ac- 
ceptable allocation method—i.e., 
* * * it should be readily determined, that is, capable of being obtained 
from the records of the company without resorting to speculation or unduly 
complicated studies; * * * (95: 12,714). 
Another basic standard laid down by Roberts for a satisfactory allocation 
method was that 


* * * it should be expected to produce fairly consistent results for other 

test periods (95: 12,714). 
In this connection it is not irrelevant to note that the application of the Roberts 
method to Phillips’ 1956 data would have produced an allocation of 28.9 percent 
of exploration costs to gas, as compared with his 23.9 percent allocation based 
on the 1954 test year (Exh. 391). When this was called to Roberts’ attention 
during cross-examination, he explained that this situation would indicate that 
direct and indirect lease expenses for the Natural Gas Department and for as- * 
sociated gas were apparently relatively lower in 1956 than in 1954; but that, in 
his view, the comparative ratios of 23.9 percent and 28.9 percent were “relatively 
in the ball park” (104 :13,704, line 14-24). 

However, in evaluating the significance of these problems, and other problems 
which are stressed in the Phillips reply brief (pgs. 69-71) as being inherent in 
Roberts’ “net contribution to earnings” method, it is of interest to note that if 
Roberts had instead employed a conventional sales realization method based 
upon “gross” revenues, rather than “net” revenues, an allocation ratio of only 
20.77 percent would have been derived for gas instead of the 23.9 percent ratio 
here recommended by Roberts. (Exh. 353, pg. 4) 

Entirely apart from the special problems referred to above, it is noted that 
the conventional sales realization approach, as employed by Roberts in his “net 
contribution to earnings” method, and by Chapin and Consolidated Edison for the 
second step of their respective two-step allocations, raises two problems of a 
more basic nature: 

(a) Under the conventional sales realization approach, gas is valued on the 
basis of actual test year revenues from all sales made during that year, thus 
including and reflecting sales made at relatively low prices under old, long-term 
contracts. The question is presented as to whether this provides a realistic 
and fair valuation of gas, in the light of the fact that in allocating exploration 
costs we are “dealing with a current activity related essentially to a future 
supply, or the future course of production.” ™ 

(b) The conventional sales realization approach measures the results of 
exploratory activity, as between the oil and gas categories, on the basis of the 
relative volumes produced and sold in the test year. The question is raised 
whether the use of volumes produced and sold introduces and reflects factors 


related to oil and gas which are not inherent in the exploratory activity whose 
costs are here being allocated. 


® Eastern witness Caplan (100: 13,257, lines 3-6). 


676-807—64—44 
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These problems will be considered in greater detail in connection with our 
later discussion of the “reserves added realization” method presented by Eastern 
witness Caplan. 


5. The Van Scoyoc net revenue method 


Wisconsin witness Van Scoyoc allocated Phillips’ total exploration and devel- 
opment costs in one step, on the basis of relative net revenues from oil and gas 
(Exh. 389, Sched. 12). His major departure from the conventional sales realiza- 
tion approach lies in the fact that in the course of this calculation be employed 
as his “gross revenue” for gas the ultimate total cost-of-service which he 
computed for that product. 

The first step under the Van Scoyoc method was to determine the gross 
revenues to be used for each of the categories of crude oil only, oil from joint 
product leases, gas from joint product leases, dry gas, royalties owned opera- 
tions, and cycling operations. As just noted above, the total cost-of-service for 
gas, as computed on Schedule 4 of Exh. 389, was used to provide the “gross 
revenues” figures for the gas functions (i.e., joint product gas, dry gas, and 
cycling operations). From these “gross revenue” figures, Van Scoyoc deducted 
total operating costs determined for each category, in order to obtain “net 
revenue”. His final allocation ratio was then constructed on the basis of the 
net revenue figures thus obtained for each of these categories, resulting in an 
allocation to gas of 20.82 percent of total exploration and development costs. 

It will be noted that the Van Scoyoc device of using the total cost-of-service 
ultimately calculated by him for gas as his “gross revenue” figure for gas in 
this calculation, has the effect of avoiding the “circularity of reasoning” prob- 
lem raised by Phillips in its criticism of the conventional sales realization 
approach. However, the employment of this technique makes it necessary that 
this intermediate step in the calculation must use and reflect the very gas 
exploration cost figure which was itself the end objective of the entire alloca- 
tion process. Van Scoyoc solved this problem by means of multiple trial and 
error calculations. However, although he testified that 


It was quite an involved calculation to do it (119: 16,062, line 10). 


the nature of these calculations was not set forth or explained in any way either 
by testimony or in the exhibit. The Staff (pages 70-71 of initial brief) de- 
scribes the method as involving “a long chain of studies, of cost classifications, 
of cost allocations and of numerous cost treatments * * * both laborious and 
cumbersome”. Furthermore, it was agreed that a departure from any figure in 
the entire Van Scoyoe cost of service, whether related to exploration costs or 
otherwise, would require a complete reworking of the entire computation, by a 
new series of successive trial and error calculations, until the correct result 
was reached. (119: 16,062—64) 

Because the nature of these calculations was not spread on the record here, 
no basis has been provided for evaluating the Van Scoyoc method or for deter- 
mining whether it is administratively feasible. Under these circumstances, it 
is not possible to form any meaningful conclusions as to the usefulness of such 
a technique in the instant proceeding. 


™ His method here was substantially the same, in principle, as that employed by Roberts 
under the “net contribution to earnings’ method (101: 13,419; 119: 16,073), and Van 
Scoyoc’s rationale was the same—i.e., that it is the met income earned which motivates 
the incurrence of exploration costs (101: 13,419) 
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C. The Caplan “Reserves Added Realization” Method (RAR) 


1. Summary of the RAR method as here presented 


Eastern witness Caplan allocated Phillips’ total joint exploration costs under 
a “reserves added realization” method (hereafter referred to for purpose of 
convenience as the RAR method).* This method, which is set forth in Exh. 
388, Schedule 28, was described by Caplan as: 


* * * the method which bases the allocation between oil and gas on the 
relative commercial importance of the additions to their respective reserves 
through successful exploration over a recent period of time. 

The term “commercial importance” means the valuation at going prices 
of such additions to reserves (100: 13,271, lines 19-25). 


me 


Under this method Caplan allocated 30.4596 percent of joint exploration costs 
to natural gas and natural gas liquids combined, as distinguished from oil.” 

Caplan’s RAR method differs from the conventional sales realization approach 
in two major aspects: 


(1) It measures the results of exploratory activity, as between oil and gas, 
on the basis of the relative volumes of each product discovered during the 
selected period, instead of the relative volumes produced and sold during 
the test year. 

(2) The volumes of gas discovered are not valued on the basis of actual 
test-year revenues (which would reflect sales made at relatively low prices 
under old, long-term contracts), but are valued on the basis of 1956 new 
contract prices. 


For reasons which will now be set forth in detail, it has been concluded that 
the reserves added realization method represents the most appropriate, reason- 
able, and acceptable approach for the allocation of joint exploration costs in this 
proceeding. The rationale supporting this method is as follows: 

(1) The RAR method allocates joint exploration costs on the basis of what 
Phillips expected to find as a result of such exploratory activity, and what 
Phillips expected to find is properly and fairly measured by the results actually 
achieved in a recent period. It is reasonable to anticipate that the exploration 
activities conducted during any given period will produce results which are 
consistent with the pattern of results actually already achieved in a recent 
period. Accordingly, when Phillips financed continued exploration in the test 
year, it is fair to say that the pattern of results achieved in a recent period 
measured what Phillips expected to find and accordingly reflected the Phillips 
motivation in conducting such exploration activity. 

(2) In addition, as previously noted, exploration costs consist largely of the 
costs of unsuccessful exploration. In determining what portion of such costs 
should be borne by oil and gas, it seems fair to say that these products should 
share the costs of unsuccessful exploration to the extent that each shared in 
the benefits and results of the successful exploration activity. 


7% Caplan makes the total exploration allocation in one step, without any preliminary 
allocation of exploration costs between the Natural Gas Department and the Oil and Gas 
Department. 

7% The further allocating out of that portion of exploration costs to be assigned to the 
natural gas liquids alone was handled in a later, separate step, which will subsequently 
be fully discussed under the heading of “The Liquids Allocation Ratio”. Caplan explained, 
“* * * for the purpose of allocating exploratory expense to gas, I ineluded the reserves 
of natural gas liquids with the gas since the latter are produced from the former. This is 
necessary since we are dealing with costs at the wellhead and since later we credit the 
natural gas liquids their share of the cost of service” (101 : 13,284, line 22—13,285, line 2). 
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In order to understand the precise mechanics of the RAR method, it is neces- 
sary first to make a brief reference here to the Caplan royalty adjustment. All 
parties were in agreement that an appropriate royalty adjustment should be 
made to exploration expenses, to reflect that portion of both gas and oil reserves 
added through discoveries, which was later sold by Phillips as reserves in place, 
under royalty agreements. However, Phillips and Eastern witness Caplan 
adopted totally different methods for making the required royalty adjustment, 
and this entire issue will be discussed at length at a later point. For the present 
it is sufficient to note here that under Caplan’s RAR method exploration costs 
are allocated on the basis of the ratio of the present value of the retained 
reserves of natural gas and natural gas liquids, to the present value of all addi- 
tions to reserves of all products during the selected base period, whether sold 
or retained. This ratio, as will later be explained in detail, automatically 
includes and reflects the Caplan royalty adjustment. 

The period selected by Caplan for measurement of the relative values of oil 
and gas discovered was the five-year period 1951-1955. He explained: 

The period selected should be more than one year, because for any single 
company, there may be great haphazardness in the rate of discoveries from 
year to year. And also in the composition of such discoveries. 

However, the period selected should not be a period which goes back so 
far that it would be better to use some variant of the investment method. It 
should be long enough to smooth out the haphazard year to year fluctuations 
in exploration experience and short enough to reflect any recent major 
changes that may have occurred in the composite pattern of the company’s 
discoveries. 

It is concluded that there are reasonable criteria, and that they support Caplan’s 
use of the period 1951-1955. As pointed out in Eastern’s initial brief (pp. 22-23) 
an examination of the Phillips data shows that there are extremely sharp 
fluctuations in its additions to reserves from year to year (Exh. 388, Schedule 27). 
In addition, the full extent of a discovery is not known and cannot be ascertained 
at the time of the discovery. Accordingly, it seems reasonable to select a period 
of time long enough to smooth out the erratic fluctuations in yearly discoveries. 
It must also be borne in mind that one of the important objectives of the RAR 
method is to reflect fully any changes in the trend of discoveries of gas relative 
to oil. For this reason, the period selected must be sufficiently short to reflect 
the trend in a realistic way. If, as contended by Phillips’ witnesses in this pro- 
ceeding, the trend in exploration is toward an increase in the rate of discovery 
of natural gas relative to that of oil, the use of the RAR method in the manner 
applied by Caplan will reflect this situation automatically, and will give due 
weight to any such relative increase in the discoveries of natural gas. If a longer 
period, 1948-1955, had been used, a somewhat lower allocation to natural gas, 
amounting to 28.8462 percent, would have resulted (Eastern initial brief, 
Appendix Table 1). 

In view of the rationale upon which the RAR method is based, it properly 
employs relative volumes of oil and gas reserves discovered, rather than relative 
volumes of oil and gas produced and sold, as used under the conventional sales 
realization approach. The results of exploration activity are not necessarily 
accurately measured or reflected by the relative volumes of gas and oil marketed 
and sold in any given period, since such volumes may, in fact, be affected by such 
temporary, extraneous factors as market conditions of the moment, “allowables” 
orders issued by State Commissions, or other considerations which are not 
relevant to our instant objective. The relative volumes of gas and oil reserves 
discovered and added more truly and fully measure the results obtained from 
the exploration activity, without reference to such extraneous factors. 
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In measuring the relative reserves of oil and gas added during the selected 
period, it becomes necessary to reduce barrels of oil reserves and Mcf’s 
of gas reserves to some common denominator. As Caplan testified (100: 
13,273), dollars represent an appropriate and meaningful common denominator 
for this purpose, since they constitute a common unit of market evaluation, 
and since ihey appropriately and realistically weigh and reflect the purpose 
for which Phillips’ exploration expenditures were made. However, it is neces- 
sary to determine what price levels should be used f value the different 
categories of reserves. 

The price selected by Caplan for valuing the natural gas reserves added 
was 13.47 cents per Mcf (at 14.65 psia). This represented the weighted 
average price paid by interstate pipelines for gas delivered in 1956 under 
new contracts executed in that year, in the Panhandle-Hugoton, West Texas, 
Permian Basin, and Gulf Coast areas. These are the areas of Phillips’ major 
production, and they comprise the most important zones of gas supply in 
the United States.” 

Caplan used the 1956 new contract price, rather than the lower 1954 average 
actual sales realization price, in order to take into account the current 
relative prices of oil and gas and to give whatever weight was necessary to the 
growing importance of gas in relation to oil.” He testified: 

A criticism of the average actual sales realization price is that it 
represents an average of contract prices based on past sales, whereas, 
the additions, current or over a recent period, to reserves represents 
supplies available for the future. Hence, if gas is becoming relatively 
more important, prices that reflect the terms of sales contracts negoti- 
ated, often several years ago, would not necessarily reflect this change 
in its relative importance. 

What we are seeking is a set of prices which appropriately reflects 
the prices prevailing on new contracts. One measure of that would be 
the prices at which gas was being sold for in new contracts (100: 
13,273, line 23—13,274, line 9). 

For natural gas liquids, Caplan used Phillips’ 1956 average sales realization 
of $1.587 cents per barrel. For crude oil and condensate he used the first half 
of 1957 average Mid-Continent price quotation of $3.07 per barrel (101: 
13,284). Caplan explained that in selecting this price for the oil, his objective 
was to take the quotation which seemed to bear the closest relationship to 
Phillips’ average sales realization during the past few years (116: 15,558). It 
appeared that the Mid-Continent average price for the years 1952-1956 had 
been uniformly somewhat lower than the Phillips average realization for those 
years (116: 15,550).% Caplan also explained that it was his purpose to reflect 
a “known change” in the price of oil, which had gone up in the early part of 
January 1957 (116: 15,548; 15,555). 

It is concluded that the prices thus selected by Caplan for the valuing of 
natural gas and natural gas liquids reserves, and crude oil and condensate 


7 The calculation of the 13.47-cent weighted average price is shown in Exh. 387, which 
was based upon data obtained from the annual Form 2 reports filed by interstate pipe- 
line companies with the Commission, and from the rate schedule filed by producers with 
the Commission (100: 13,183—87). 

™% The actual average realization received by Phillips for gas in 1954 was only 8.64 cents 
per Mcf, and in 1956 it was 9.89 cents per Mcf (Exh. 388, Schedule 28, page 1, Case IX 
and Case X, line (1)). 

” For 36°-36.9° API gravity crude. 

%° Phillips’ witness Tarner, testifying on May 1, 1957, stated that the average price of 
oil sold by Phillips on that date was “about $3.02 a barrel”. He stated: “I think that fs 
pretty close to an average price for the industry * * *” (67: 9203, lines 21-25). 
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reserves, adequately represent current market prices, rather than old contract 
prices, and adequately reflect current market conditions; that they accord- 
ingly constitute an appropriate and reasonable measure of the relative values 
of the 1951-1955 additions to Phillips’ reserves. 
In addition to the price factors, as outlined above, Caplan also applied and 
reflected in his calculations certain discount and escalation factors. Additions to 
reserves in any year or period of years result in a flow of revenue over a span of 
years, and future revenue is, of course, less valuable than present revenue. 
Caplan accordingly concluded that in determining current relative commercial 
importance of the additions to reserves of the several primary products it was 
necessary that the future flow of revenue from these several sources should be 
discounted, in order to obtain their present value. He explained that in dis- 
counting the future revenue the objective was to compare two streams of future 
revenue, one from gas and one from oil, stretching over different periods of 
time; that the available data seemed to indicate that oil wells historically 
have been depleted more rapidly than gas wells, and that the reserves-production 
ratios for Phillips, as well as for the industry generally, seemed to imply that at 
current rates of production the life expectancy of gas wells was double that of 
oil wells (100: 13,274-75). After considering various alternative possibilities, 
Caplan adopted a 20-year discount period for gas and natural gas liquids, and 
a 10-year discount period for oil.“ The selection of these periods was based upon 
the considerations referred to above, plus the fact that use of a 20-year period 
for natural gas ties in with both the custom of signing 20-year contracts with 
pipelines in committing production from natural gas reserves, and with the 
eurrent national reserves-production ratio for natural gas. The 10-year dis- 
count period for oil corresponds approximately to the current national reserves- 
production ratio for oil (101 : 13,288 ; Exh. 251.)* 
In conjunction with his determination of the present value of future revenues 
from the gas reserves, Caplan escalated his selected 13.47-cent price for gas 
two cents for every five years of his 20-year discount period. No escalation 
factor, however, was applied with respect to oil prices (101: 13,284, lines 10-11). 
The end result of the discount and escalation factors applied to the 13.47-cent 
gas price was to produce a present value figure of 9.04 cents per Mcf.* The 
present value figure for natural gas liquids became 91.01 cents per Mcf, and for 
crude and condensate $2.26 per Mcf. 
In summary, the factors finally recommended by Caplan for use in connection 
with his RAR method consist of a 13.47-cent per Mcf price for gas, discounted 
over 20 years and escalated at the rate of two cents every five years; a natural 
gas liquids price of $1.587 cents per barrel, discounted over 20 years; and a 
crude oil and condensate price of $3.07 cents per barrel, discounted over 10 years 
with no escalation. (Exh. 388, Schedule 28, page 1, Case 1). He stated: 
Using other assumptions would not yield materially different results * * * 

cd * * * * aa & 
Briefly, these are my reasons for favoring those price assumptions: They 
represent the prices negotiated in arms-length bargaining for substantial 
amounts of these products under new contracts dated in 1956. Since 1954 
is the test year, the average price at which new contracts were entered 
into in 1956 provides, it seems to me, adequate updating to reflect the grow- 


Ss A uniform discount rate of 6 percent was used for all products. 

®Caplan’s selection of the 20-10 year combination for his discount factor is strongly 
criticized by Phillips. The objections raised will be considered in detail at a later point. 

88 If the gas price had not been escalated, the end result would have been a present value 
figure of 7.72 cents per Mcf (116: 15,559-60). 
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ing importance of gas, particularly since I escalated the price of gas 2 cents 
per Mcf every five years (101: 13,288, lines 6-7, and 11-19). 


It is of interest to note at this point that before arriving at these recommended 
factors Caplan experimented with a series of different alternative prices. For 
an Mef of gas, he used the following: 8.64 cents, representing Phillips’ 1954 
average price; 9.89 cents, representing Phillips’ 1956 average price; 13.47 cents, 
representing the weighted average price paid by interstate pipelines under new 
contracts executed in 1956; 17 cents, representing Phillips’ claimed net cost of 
service in this proceeding, as set forth in Exh. 282; and 21 cents, representing 
Phillips’ initially claimed gross cost of service in this proceeding, as set forth in 
its Exh. 289. In addition, with respect to discount factors he made calculations 
on the basis of a 30-15 year combination and a 37-380 year combination, in 
addition to the 20-10 year combination referred to above. Employing different 
combinations of price and discount factors, he developed ten different RAR 
calculations, as set forth in Case I to Case X on Schedule 28 of Exh. 388. 
Although the ten different cases produced a range of results, Caplan noted that 
the range was actually quite small. The ultimate RAR allocation ratios 
calculated in this manner varied from a low of 27.2 percent under Case IX, 
employing a gas price of 8.64 cents per Mcf, to a high of 36 percent under Case 
VIII, employing a gas price of 21 cents per Mef, discounted over 37 years. The 
Case I factors, which are recommended by Caplan for use in this proceeding, 
produce an ultimate allocation ratio for gas of 30.4596 percent. 

Phillips characterizes the RAR method as “by far the most complicated allo- 
cation of exploration costs” presented in the instant proceeding. It is concluded, 
however, that the RAR method, once accepted, is not unusually difficult or com- 
plicated to apply. It is true that a very substantial amount of hearing time 
and many pages of the Phillips and Eastern briefs were devoted to a number of 
major questions raised by Phillips with regard to certain aspects of the RAR 
method, and to the Bastern response to these questions. Furthermore, because 
of the nature of these questions and their comprehensive treatment by Phillips, 
the discussion of these matters which is to follow hereafter will necessarily 
be lengthy and complex. It is important and fair to bear in mind, however, that 
the ensuing analysis of these problems is not indicative of what would be in- 
volved in applying the RAR method itself once it is accepted. 


2. Phillips’ attack on Caplan’s selection of the 20-10 year discount factor 


In addition to the 20-10 year discount period, which he here recommends, 
Caplan also considered a 30-15 year period, based on Phillips’ own reserves- 
production ratios, and a 37-30 year period, based on Phillips’ own ratios of gross 
leasehold investment to annual depletion. Phillips contends that neither of 
these three alternative discount periods finds any support in the evidence, and 
that the 20-10 year discount period recommended by Caplan is the least sup- 
portable of any. (Phillips’ initial brief, pp. 121-123) 

In attacking the 20-10 year period, Phillips makes the argument that the 10- 
year period for oil is based upon a national reserves-production ratio which has 
no relation to Phillips’ own experience. This criticism, however, is not impres- 
sive since it is clear that if Caplan had instead used the 30-15 year discount 
period, based upon Phillips’ own reserves-production ratios, the results would 
have been even less favorable to Phillips.™ 


*% As shown in Case II (Exh. 388, Sched. 28) the use of a 30-15 year discount period, 
With all other factors unchanged, would have resulted in an ultimate allocation ratio for 
gas of only 29.9325 percent, as compared with the 30.4596 ratio derived by Caplan under 
his 20-10 year discount factor. 
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Phillips also notes that Caplan’s selection of a 20-10 year discount period was 
based, in part, upon the fact that it approximates the national gas and oil 
reserves-production ratios. In this connection, Phillips refers to the fact that, 
because of the “deliverability” factor, production rates in both gas and oil fields 
decline in later years, with the result that the total life of the wells is generally 
much greater than indicated by the initial producing rate, although production 
in the latter years stretches out at a much reduced level. Because of this 
factor, Phillips contends that it is improper here to rely upon reserves-produc- 
tion ratios as an indication of life of reserves. However, it is important to note 
here that this production characteristic is equally applicable to both gas and 
oil. Caplan explained, in this connection: 
* * * T assumed that the 20 and 10 represented a reasonable approximation 
of the relative lives of the gas and oil reserves. Now, that didn’t mean that 
there would be 20 years for the gas or there would be 10 years for the oil, 
but that the 20 and 10 represented a reasonable relationship between the 
reserves and their recoverability (116: 15,595, lines 4-10). 


es 














* 





* * * - * 





* * * for purposes of discount, it seemed to me a perfectly suitable statis- 

tical technique to say that the 10 and 20 represented the relative life span 
of the gas and oil * * * Equally so, the gas would continue for much more 
than 20 years just as well as the oil. The issue is what is the relative 
relationship between them, and on the basis of the statistics of the reserve- 
production ratios, it seemed to me a fair way of taking the 20 and 10 asa 
measure of the average life expectancy, and that is all I am calling it, 
average life expectancy of the reserves (116: 15,593, line 19; 15,594, line 4; 
emphasis supplied). 

Phillips’ final criticism of the 20-10 year discount period is that it allegedly 
assumes that gas will be produced over a longer period than oil. Phillips states 
(page 122 of initial brief) : 

This is contrary to the testimony of Eastern Seaboard’s own witness 
Botset, who testified that in the case of casinghead gas produced with oil, 
all of the marketable gas will be produced long before the oil is exhausted, 
and in the case of gas condensate wells, the gas and liquids are produced 
together (107: 14,266-8, 108: 14,273). 

As noted above, Caplan actually used the 20-10 year discount period as re- 
flecting only the average relative life expectancy of gas and oil reserves. 
Furthermore, in attempting to cast doubt upon this assumption, Phillips pre- 
sented no evidence of its own. Instead, Phillips’ counsel attempted to employ 
cross-examination of Eastern witness Botset as a vehicle to establish first that in 
oil fields producing casinghead gas, the gas is all produced long before the oil 
is fully produced by primary methods; and to jump from there to the proposition 
that it would not be correct to assume that the casinghead gas reserves will be 
produced over the next twenty years, but that all the oil reserves in such fields 
would be produced within the next ten years. However, a fair reading of the 
interrogation at this point and of Botset’s replies (107: 14,268-70) will disclose 
that Botset did not at all agree to the significance which Phillips’ counsel sought 
here to draw from his own questions. The interchange was as follows: 


Q. They would pump a lot of oil after there was no more gas for sale. 


Well, that being the case, in respect of casinghead gas produced with 
oil, since the gas—First, let me say this: 


*® Tarner—88 : 11,826, lines 10-12; Caplan—116: 15,593, lines 23—24. 
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That is almost the universal history of the oil fields in the production of 
casinghead gas and oil, is it not, that the field will pump oil after all salable 
gas is gone? 

A. I would think so, yes. 

Q. Well, that being the case, it is clear, then, that it is universal in the 
oil fields that produce casinghead gas that the gas is all produced long 
before the oil is all produced by primary methods, even? 

A. Yes; I think—I don’t know what proportion of the oil is left. I 
mean, of the oil which is recovered after the gas has been produced. It is 
largely a gravity drainage operation, I suppose, to some extent, with gas 
some in solution to cut the viscosity of the oil a little bit. 

I wouldn’t know what proportion that would represent of the total oil 
recovery by primary methods. It might be only 5 percent; it might be 10 per 
cent. I wouldn’t know (107 : 14,268, lines 2-21) ; 

* - * « * * * 


Mr. Hupson: * * * it would not be proper, would it, to assume that all 
of the casinghead gas reserves will be produced over the next twenty years, 
while the oil reserves in those fields will be produced within the next ten 
years? (107: 14,269, lines 18-21). 

e a. a 7 a - * 


THE WItTNEss: I don’t even know what the import of the question is yet, 
so I don’t think I could answer it (107 : 14,270, lines 4-5). 
It can hardly be contended that this interchange constitutes “evidence” in support 
of the proposition which Phillips here seeks to establish. 

In subsequent cross-examination of Caplan (116: 15,579), Phillips’ counsel 
directed Caplan’s attention to Botset’s original assent to the proposition that it 
was “almost the universal history of the oil fields in the production of casinghead 
gas and oil * * * that the field will pump oil after all salable gas is gone”, as set 
forth at the beginning of the testimony quoted above. Then, without also quot- 
ing the important qualifying caveat which Botset had added immediately follow- 
ing this first statement, Phillips’ counsel asked Caplan: 

Would you conclude from Professor Botset’s testimony there that so far 
as the casinghead gas is concerned, the production of it will take at least 


as long as the oil production, and that the oil production will last longer? 
(116: 15,579, lines 1-10). 


Caplan’s response, however, stressed a caveat similar to that raised by Botset, 
as follows: 


ca + ~ * = * * 
* * * the issue as I see it is not the life of the well in the last ten or 
fifteen years, when there is trickle of oil or gas, but the issue is the degree 
of what proportion of the original reserves are recovered in what period 
of time. 


* * * * * - - 


A. But you get your maximum recovery for the oil earlier than you do for 
the gas, and you get a large proportion of your total volume in the early years 
(116: 15,580). 


Then, referring to oil production, Caplan stated: 


* * * if you were doing a very refined job, what you would want to get 
is a recovery curve which would show what proportion of the reserves 
would be recovered in the first year, the second year, and so on. And the 
production curve would probably go something like that, and you would 
recover a very large portion a very little part of the time. 
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PRESIDING EXAMINER: When you said the production curve would go 
something like that, would you put that into words? 
THE WItTNEss: It would rise, reach a peak, and then fall, and the major— 
well, I should be hesitant at this point. A major part would be recovered 
in the early part of the life of the well (116: 15,585, lines 7-18). 
It is also relevant to note, in this connection, that the Phillips contention here 
is, of course, not applicable to dry gas wells, which in 1955 accounted for almost 
60 percent of its total gas production. (Exh. 231) 

Furthermore, it is fair to say that it is common knowledge in the industry 
that revenue from oil can be expected to be and is, in fact, received in the 
nearer future than revenue from gas. Many oil wells are put into production 
immediately and the oil is trucked away without awaiting pipelines. By con- 
trast, many gas wells have to be shut in for long periods of time before a market 
is obtained (pg. 52 of Phillips’ initial brief). Gas from dry gas wells is not sold 
until a connection to a pipeline is accomplished. Gas from condensate wells 
may be cycled and held for production until after the condensate is obtained, 
which also means that the receipt of any gas revenue from such wells may be 
deferred for a substantial number of years. Furthermore, casinghead gas is 
frequently returned to the reservoir for pressure maintenance or re-pressuring, 
and gas cap gas, under good operating practices, is not usually tapped until the 
oil has been largely recovered. It appears that in 1954 over 20 percent of gross 
production of natural gas was either returned to the formation for re-pressuring 
or was lost and wasted.” Gas returned to the formation, of course, would mean 
gas from which ultimate revenue, if any, would be deferred for an indeterminate 
period. 

The second alternative discount period considered by Caplan was a 30-15 
year period, based upon Phillips’ own reserves-production ratios. As already 
noted, the adoption of this alternative would have produced a result even less 
favorable to Phillips—i.e., an allocation ratio of 29.9325 percent to gas. (Exh. 
388, Schedule 28, Case II) 

The third, and last, discount period considered by Caplan was a 37-30 year 
period. Phillips’ initial brief (pp. 122-123), brusquely disposes of this alter- 
native by noting that Caplan is not a petroleum engineer and that, accordingly, 
“that calculation constitutes no more than an exercise in arithmetic and cannot 
serve as evidence in support of the use of these periods.” Unfortunately, 
this bare statement does not provide any useful basis for analyzing the merits 
of the 37-30 year discount factor. In developing this factor, Caplan made use 
of Phillips’ own data with respect to annual depletion vs. gross leasehold 
investment. With respect to each of the three categories of dry gas wells, 
joint product wells, and 100 percent oil wells, he arrived at an average life 
expectancy by dividing gross leasehold investment by annual depletion—thus 
obtaining a life expectancy of 39 years for dry gas, 33 years for joint product 
leases, and 23 years for 100 percent oil leases. His next step was to weight 
the “natural gas and natural gas liquids” calculation by the respective volume 
of gas produced from dry gas wells, as opposed to joint product wells, in order 
to determine how much weight should be given to the 39-year dry gas expect- 
ancy, and how much to the 33-year joint product gas expectancy. A similar 
process was followed with respect to crude oil and condensate. (100: 13,275-76; 
Exh. 388, Notes to Schedule 28) In commenting on this calculation, Caplan 
stated : 

I also used these figures in an attempt to calculate the average life of 
gas as against oil, and I came up with a figure of 37 years. This is a pure 


* Petroleum Facts and Figures, Twelfth Edition, p. 3. 
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statistical calculation. I have no brief for it. I just wanted to show what 
the results would be (117: 15,740, lines 12-16). 

The use of this 37-30 year discount period would have resulted in an ultimate 
allocation of exploration expense to gas amounting to somewhat less than 
$1,200,000 in excess of the allocation resulting from use of the 20-10 year 
discount period. (116: 15,598)* 

Under all the circumstances outlined above, it is concluded that the use of a 
20-10 year discount period in the application of the RAR method in this proceed- 
ing is reasonable and fair, and is supported by the instant record. 

In connection with the entire subject of Caplan’s selection of price and dis- 
count factors, Phillips recognizes that the 10 different combinations of price 
and discount factors set forth by Caplan in Sched. 28 of Exh. 388 produce 
results which vary only within a relatively narrow range. However, Phillips 
comments that: 

Caplan’s examples are so constructed that the results are approximately 
the same regardless of the kinds of dollars found. Changes in price assump- 
tions are offset by changes in discounting assumptions, or vice versa 
(Phillips’ reply brief, pp. 72-73). 

The implication here is that this apparent similarity in results produced by the 
different price and discount assumptions was artificially induced by an inten- 
tional selection of factor combinations designed to produce such a result. This 
contention is found to be without merit. On the contrary, an examination of 
Caplan’s Schedule 28 discloses that on the basis of varying price assumptions, 
with all other factors such as discount periods being treated on a uniform basis, 
we are able to make the following useful comparisons with the ultimate allocation 
to gas of 3.12 cents derived under Caplan’s recommended factors : 

(1) On the basis of a 30-15 year discount period, it appears that the use of a 
13.47-cent price level for gas produces an ultimate allocation of 3.06 cents to 
gas (Case II); that under the 17-cent price level, the allocation to gas is 3.08 
cents (Case IV) ; that under the 21-cent price level, the allocation to gas is 3.38 
cents (Case V). 

(2) On the basis of a 37-30 year discount period, it appears that a 13.47-cent 
price level for gas produces an ultimate allocation of 3.43 cents to gas (Case III) ; 
that under the 17-cent price level, the allocation to gas is 3.397 cents (Case VIL) ; 
and that under the 21-cent price level, the allocation to gas is 3.69 cents (Case 
VIII). 

(3) If the discount factor, and price escalation, are completely eliminated, 
it appears that the allocation to gas under the 13.47-cent price level is 3.29 cents 
(Case VI) ; under the 8.64-cent price level, the allocation is 2.79 cents (Case IX) ; 
and under the 9.89-cent price level the allocation is 2.99 cents (Case X). 

We are also able to compare the varying results of Caplan’s three alternative 
discount factors on the basis of the 13.47-cent price for gas as follows: 

(1) The 20-10 year discount period produces an ultimate allocation to gas 
of 3.12 cents (Case I) ; 

(2) The 30-15 year discount period produces an allocation of 3.069 cents 
(Case II) ; 

(3) The 37-30 year discount period produces an allocation of 3.434 cents 
(Case III). 

It is concluded that these figures do provide the basis for meaningful com- 
parisons and that, as claimed by Caplan, the use of price and discount assump- 
tions other than his recommended Case I factors would not produce materially 
different results. 


This change in discount factor would similarly have resulted in the allocation of a 
slightly higher portion of exploration investment to gas. 
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3. The contention that reserves should have been valued at below-ground prices 


Phillips contends that since the RAR method is based upon reserves in place, 
the reserves should have been valued on the same basis (i.e., at “below-ground” 
prices), rather than on the basis of prices received for gas produced and sold 
(i.e., “above-ground” prices). It was Caplan’s position that this is not material, 
since the objective of his RAR method was to obtain a relationship of gas and 
oil values, rather than their absolute values. Phillips, however, argues that if 
below-ground values had in fact been used, an entirely different relationship 
would have been obtained, more heavily weighted in the direction of gas; that 
this would result from the fact that oil production costs constitute a higher 
percentage of oil market price than the ratio of gas production costs to gas mar- 
ket price. In support of this position, Phillips stresses a statement by Caplan 
to the effect that the relative direct production costs of oil and gas produced 
separately are approximately 62 to 1. This ratio was derived from the direct 
lease expense figures of $1.299 per barrel for 100 percent oil leases, and 2.09 
cents per Mcf for dry gas leases, set forth on p. 11 of Phillips’ Exhibit 282. 
The 62 to 1 ratio, as thus derived, is irrelevant and misleading in this connection 
for two reasons: 

(1) The data used relates to a barrel of oil, as compared with an Mcef of gas. 
The comparison is thus meaningless until both gas and oil costs are reduced 
to a common unit of measurement. 

(2) In addition, the ratio reflects only direct production costs. In order to 
be complete and meaningful, it should aiso reflect indirect lease expenses, 
and certain additional costs applicable only to gas, such as gathering and resi- 
due costs, together with the processing costs of natural gas liquids.” 

In order to buttress the attack upon Caplan’s use of below-ground values, 
Phillips’ witness Cramer presented Exh. 426 for the purpose of demonstrating 
that if the RAR method had been applied on the basis of below-ground prices, 
it would have resulted in an allocation ratio of 58.88 percent for gas—a ratio 
only slightly lower than that proposed by Phillips in the instant proceeding.” 

However, because of two fundamental errors in its construction, Exh. 426 
does not adequately support this conclusion: 

(1) The major defect in Exh. 426 is that although characterized as a calcula- 
tion based upon the RAR method, it constructs a totally different type of ratio. 
The Caplan RAR ratio, for the allocation of exploration costs to gas reserves 
retained, was designed to reflect the Caplan royalty adjustment which has 
previously been discussed. It therefore consisted of the ratio of (a) gas 
reserves retained, to (b) gas and oil reserves both retained and sold. However, 
in Exh. 426 Cramer on the contrary constructed a ratio of (a) gas reserves 
retained, to (b) gas and oil reserves retained (123 :16,496). This Cramer tech- 
nique had the effect of completely eliminating the Caplan royalty adjustment, 
which is herein being approved and adopted for reasons which will be set forth 
at a later point. During cross-examination, Cramer explained that he had 
followed this technique in Exh. 426 because of his assumption that it was 
Caplan’s purpose “to get a ratio of the value of the gas reserves retained as 
compared to the value of the oil reserves retained” (122 :16,443, lines 8-12). 
Regardless of whether this error resulted from a basic misunderstanding of 
Caplan’s method or objective, its effect was to eliminate Caplan’s entire royalty 
adjustment, and it is this error, rather than Cramer's use of below-ground 


These additional costs, which are applicable only to the gas side of the equation, 
will be explained in greater detail at a later point. 

8° That this was, in fact, the objective of Exh. 426 is made perfectly clear by Cramer's 
testimony at 122:16,432, lines 9—14. 
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values, which accounts for the major difference between the result obtained by 
him in Exh. 426 and the Caplan 30.5 percent allocation ratio. 

(2) In addition, entirely apart from the above, Cramer’s Exh. 426 falls into 
a material error even in calculating his totally different ratio. On p. 3 of Exh. 
426, at line 3, Cramer commenced with the total value of gas reserves both 
retained and sold, as obtained from Caplan’s Exhibit 388, Schedule 28, page 1. 
The purpose of lines 4-6 on Exh. 426 was to remove from the aggregate line 3 
figure the entire amount therein included which represented royalty gas, thus 
adjusting the line 3 figure into a figure representing only gas reserves retained. 
Since the line 3 aggregate figure, obtained from Caplan’s Schedule 28, included 
royalty gas valued on the basis of his 13.47-cent above-ground price, this purpose 
could only properly be accomplished by deducting royalty gas from the line 3 
aggregate figure on the basis of the identical 13.47-cent price. Instead, for 
some reason which Cramer never succeeded in satisfactorily explaining, he 
deducted at that point only the below-ground values of the royalty gas, in the 
amounts of 6 cents and 6.5 cents per Mcf. The net effect of this error was to 
include in the figure representing value of gas reserves retained, a portion of 
the value originally included by Caplan for royalty gas in the line 3 aggregate 
figure. 

In order to clear up the confusion resulting from this combination of errors, 
Caplan later presented Exh. 428 for the purpose of demonstrating how his 
RAR method would be calculated on the basis of below-ground values, using 
Cramer’s Exh. 426 technique except for elimination of the two basic errors 
outlined above. On this basis, employing the Cramer Exh. 426 technique of 
deducting only the lifting costs incurred in bringing the gas to the wellhead, 
Caplan on Exh. 428 derived an allocation ratio to gas of 37.3634 percent. How- 
ever, as correctly pointed out by Eastern (p. 34 of Initial Brief), the deduc- 
tion of lifting costs alone is not sufficient to produce true below-ground values. 
In order to properly achieve this objective, it is necessary also to deduct from 
above-ground prices all the additional costs incurred in bringing gas to the point 
of sale. In the case of oil, no further deductions of this type were required 
since the $3.07 per barrel price for crude oil (used by Caplan in his Schedule 
28) was the price “at the wellhead” (116:15,621, lines 6-8). By contrast, 
the 13.47-cent price used by Caplan for gas was a combination of well-mouth 
and gasoline plant (or residue gas) prices (116:15,620, iine 24~-15,621, line 1; 
123 :16,490, lines 17-21). It would accordingly be necessary to make a further 
deduction for gas gathering costs in order to arrive at a meaningful below- 
ground price, and Caplan testified that if this one adjustment had been made 
to his Exh. 428, the ultimate allocation ratio for gas would have dropped to 
31.5505 percent (123 :16,489, line 23 ; 16,490, line 8). 

In addition, Caplan testified that a still further deduction would be required 
to reflect the costs of the residue systems and the processing costs of the 
natural gas liquids at the gasoline plant. This further adjustment arises from 
the fact that the RAR ratio of 30.4596 percent was a ratio for natural gas 
and natural gas liquids combined.” The $1.587 per barrel value used by 
Caplan for natural gas liquids in his Schedule 28 represented sales realization 
price at the gasoline plant. It is therefore clear that in order to adjust the 
value of these liquids to a below-ground basis, it would be necessary to deduct 
their processing costs at the natural gasoline plant, as contended by Eastern. 
Caplan testified that if this further deduction had been made on his Exh. 


*® The allocation for the purpose of removing that portion of the joint cost applicable to 
natural gas liquids was made in a separate. later step. 
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428, the ultimate result would have been to produce an allocation ratio for 
natural gas and natural gas liquids combined, based upon below-ground prices, 
of “one or two percentage points” below 31.5505 percent (123:16,490, lines 
9-14). Furthermore, it is here concluded that the required deductions would 
go even beyond the point thus claimed by Eastern. As will be noted at a later 
point in this decision, in connection with the issue of the allocation method 
to be adopted for the allocation of liquids costs Phillips has contended that 
in order to properly calculate the value of the liquids in the wet gas stream, 
before entering the gasoline plant, it is necessary to deduct not only gasoline 
plant processing costs, but also the return on the gasoline plant and the related 
income taxes. As will be seen later, the Phillips position on this particular 
issue has been adopted in spite of Eastern’s argument to the contrary. That 
same position would seem to be equally applicable here, and it would, there 
fore, be necessary to deduct return on the gasoline plant and related income 
taxes, in addition to the gasoline plant processing costs, in order to correctly 
arrive at below-ground prices for the natural gas liquids. 

It is accordingly concluded that if all the required deductions from the 
above-ground prices for natural gas and natural gas liquids combined were 
made in Exh. 428, ‘the ultimate allocation to gas under that technique would 
have dropped to a level as low as Caplan’s RAR ratio of 30.4596 percent, 
based upon above-ground prices, or even somewhat lower. 

It is also noted that, entirely apart from the above, Caplan contended that 
Cramer’s Exh. 426 technique did not represent an appropriate way to apply 
below-ground values for the RAR allocation; that in order to make a correct 
below-ground calculation, it would have been necessary to make the computa- 
tions on a field-by-field, reservoir-by-reservoir basis, determining the prices which 
could be gotten from each reservoir or field, the production curves and the 
appropriate production costs for each (116: 15,626, line 23—15,627, line 11; 122: 
16,456, line 22 ; 16,457, line 9). 

For the reasons set forth above, it is concluded that it has not here been 
demonstrated that the proper use of below-ground values would have produced 
any significantly different allocation ratio than that obtained by Caplan through 
the application of above-ground values under his RAR method. 


4. Phillips’ attack on the Caplan royalty adjustment method 


All parties are in agreement here with the general proposition that an appro- 
priate portion of exploration costs must be borne by royalties. As stated by 
Phillips (p. 85 of initial brief) : 

All cost-of-service witnesses treated income from royalties owned by 
Phillips as non-jurisdictional and approached the question of royalties as 
one involving simply a determination of what portion of the total explora- 
tion expense should be borne by royalties. 

The problem arises from the fact that a certain portion of both gas and oil 
reserves added through discoveries are later sold by Phillips as reserves in place 
under royalty agreements. The consideration thus obtained by Phillips, in the 
form of royalties, presumably reflects the costs applicable to such reserves, 
including their share of the exploratory costs. It is thus clear that unless an 
appropriate portion of exploratory costs is assigned to the gas reserves sold in 
place (hereafter sometimes referred to as royalty gas), instead of to current 
production, there would be double recoupment. The effect of such double 
recoupment would be to saddle consumers of Phillips’ gas with exploratory 
costs of gas reserves which had been sold to outsiders. This would be clearly 
unfair, and Phillips itself does not here advocate any such result. 
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However, as noted above, Phillips and Eastern witness Caplan have adopted 
totally different methods for making the royalty adjustment. Phillips witness 
Cramer made the royalty adjustment on the basis of the ratio of net “royalty 
investment” to total net investment in royalties and producing leaseholds as of 
the end of 1954 (Exh. 282, p. 14). Under this method 4.7 percent of exploration 
expense was allocated to all reserves sold, whether gas or oil, leaving 95.3 percent 
of exploration expense chargeable to current production.” 

We now turn to a discussion of the manner in which the Caplan royalty adjust- 
ment is reflected in his RAR calculation, as set forth on Schedule 28 of Exh. 388. 
At the outset, it will be helpful to note and define the following terms used in 
Schedule 28: 

(1) “reserves added’—meaning all additions to reserves, whether sold in place 
or retained. 

(2) “adjusted reserves added”—meaning total reserves added, adjusted down- 
ward to remove reserves sold in place. 

For purposes of clarity, in the ensuing discussion the term “reserves retained” 
will be used in place of “adjusted reserves added”; and instead of the term 
“reserves added”, reference will be made to “all additions to reserves, whether 
sold or retained.” 

In order to reflect the royalty adjustment, Caplan actually made his RAR 
calculation on Schedule 28 in two steps: 

(1) First, on line 6 he determined a ratio of gas™ and oil reserves retained, 
to gas and oil reserves retained and sold, amounting to 78.8789 percent. 

(2) Next, he determined on line 7 a ratio of gas reserves retained, to gas and 
oil reserves retained, amounting to 38.6157 percent. 

(3) Finally, he multiplied these two percentages together (line 8) to obtain 
his ultimate RAR allocation ratio for gas of 30.4596 percent. Caplan later 
explained that he had set forth his RAR calculation in this manner “in order 
to try and break down the analysis ipto two parts” (113: 15,112) ; that he was 
“trying to break up the problem conceptually, perhaps to simplify it” (113: 
15,115). However, his presentation of the calculation in this manner served only 
to introduce an unnecessary confusion, which unfortunately took some time to 
dispel. It finally became clear that the entire RAR calculation, including the 
royalty adjustment, could have been made simply in one step—employing the 
ratio of (a) present value of gas reserves retained, to (b) present value of all 
additions to reserves of all products during the base period, whether sold or 
retained. In order to avoid a return to the original confusion, in the entire dis- 
cussion of the royalty adjustment issue which follows hereafter reference will 
be made to the Caplan RAR ratio in terms of this single step calculation. 

In order to clearly understand the Caplan formula, it will be helpful to 
visualize the situation as involving four different categories of reserves added: 


“In arriving at this composite 4.7 percent royalty adjustment ratio, Cramer made the 
following calculations: (1) First, he allocated the total, unadjusted exploratory expenses 
between the Natural Gas Department and the Oil and Gas Department on the basis of his 
net investment method. (2) He next proceeded to calculate his, royalty adjustment ratio 
for the Natural Gas Department on the basis of the ratio of net “royalty investment” to 
total net investment for that Department, obtaining a royalty adjustment percentage for 
that Department of 8.9121 percent. That percentage was then applied to the Natural Gas 
Department exploratory expense figure, to obtain his adjusted Natural Gas Department 
exploratory expense. (3) The same process was followed with respect to the Oil and Gas 
Department, producing a royalty adjustment ratio of 2.1908 percent for that Department. 
(4) The adjusted O'\ and Gas Department exploratory expense figure was then allocated 
between oil and gas on the joint product leases under Cramer’s Btu method (Exh. 282, 
p. 14). 

* The references to “gas” here include natural gas and natural gas liquids combined. 
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(1) gas reserves sold in place; (2) gas reserves retained; (3) oil reserves sold 
in place; (4) oil reserves retained. The rationale of Caplan’s RAR method, 
reflecting the royalty adjustment, is that total exploratory expenses for the test 
year should be attributed to each of these four categories in the same percentage 
that each category bears to the composite total of “all additions to reserves of 
all products, whether sold or retained.” When thus understood, it becomes 
clear that the Caplan RAR ratio automatically reflects his royalty adjustment. 

Under this RAR method, 21.1211 percent of total exploratory expense is 
allocated to oil and gas reserves sold in place, leaving 78.9 percent chargeable to 
current production. Out of this 21.1211 percent allocated to all reserves sold in 
place, 19.6201 percent represents gas reserves sold in place, and 1.5010 percent 
represents oil reserves sold in place. This leaves 30.4596 percent of total ex- 
ploration expense allocated to the gas cost of service, and 48.4193 percent at- 
tributed to oil reserves retained. (Exh. 423) 

Phillips attacks this Caplan royalty adjustment method as “a very compli- 
eated procedure”, based upon unjustifiable assumptions, and producing a gross 
overstatement of the charge to royalty gas. 

Before taking up in detail the specific Phillips criticisms of Caplan’s royalty 
adjustment method, reference will here be made in detail to the “San Juan 
transaction”, which plays a major role in connection with the entire discussion 
of the royalty adjustment issue. The San Juan transaction consisted of an 
extremely large sale by Phillips of gas reserves in place (royalty gas), amount- 
ing to 1,395 million Mcf, to Pacific Northwest Pipe Line Corporation under a 
contract executed in January 1953, but with the transfer actually being made 
in November 1955. The transaction involved two “deals”, covering a total of 
274 acres in the San Juan Basin in northwest New Mexico. Phillips originally 
received an offer from Pacific Northwest for the gas rights on these properties, 
involving approximately 204,000 acres, under a “Delhi type deal”, involving the 
retention by Phillips of an overriding royalty or gas royalty payment on the gas 
as produced. It was agreed that Phillips would proceed to develop the prop- 
erties; that after Pacific Northwest had completed the process of obtaining 
certification by this Commission and the necessary financing, it would recompense 
Phillips for all costs already incurred by it with the exception of leasehold 
costs. At a later point an additional 70,000 acres was purchased by Pacific 
Northwest under the second deal. The consideration received by Phillips under 
the two deals consisted of two parts: 

(1) Certain cash, accounts and notes receivable in an amount approximately 
equal to the expenditures which Phillips had made in the properties, for such 
items as drilling wells and proving up the property—including some $5,600,000 
in cash, and accounts receivable of approximately $68,000 under the first deal, 
and $10,000 in cash, plus over $5,600,000 in long-term notes under the second 
deal. 

(2) Consideration in the form of an overriding royalty payable to Phillips 
at an escalating rate running from six cents per Mcf in the first year to nine 
cents per Mcf in the years following the eleventh year, over the life of any 
production by Pacific Northwest from the properties. Under this royalty agree 
ment, Phillips stands to realize an ultimate total of approximately $100,000,000 
on this single transaction. In addition, Phillips has retained certain mineral 
rights below the Mesa Verde formation (which is the prime area producing 
formation of the acreage transferred) and all the oil rights in these properties 
(70: 9,624-26; 72: 9,997; 73: 10,001; Exh. 346). 


% This estimate, set forth at the top of p. 29 of Eastern’s initial brief, is not disputed by 
Phillips. (See Phillips reply brief, p. 80, lines 4-10.) 
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It is important to note here that the San Juan 1,395 million Mcf of royalty 
gas, referred to above, constituted only a portion of a Phillips dry gas acquisi- 
tion of unusual magnitude which occurred in 1952, in the amount of 2,611 million 
Mcf (Exh. 388, Sched. 27). As Caplan stated: 


Really, we have a peculiarity here with respect to the San Juan situation. 
It is this: 

As I understand it, it is a dry gas discovery, and according to the testi- 
mony of the Phillips witnesses, the chances of getting dry gas discoveries 
of this magnitude are extremely rare, come the future, so that that would 
be an abnormality, the fact that you have that discovery. 

* * * In this base period, you had an unusual discovery and a very large 
sale of part of that discovery (116: 15,484). 


Since Caplan based his entire RAR calculation upon the Phillips reserves added 
in the 5-year period 1951-1955, the unusually large San Juan dry gas reserve 
acquisition of 1952, which was the basis and occasion for the later San Juan 
royalty gas sale of 1955, is fully reflected in his “gas reserves added” figures 
for that period. If, on the contrary, the Caplan royalty adjustment were totally 
eliminated from his RAR calculation, transforming his RAR ratio into a ratio 
of (a) gas reserves added, unadjusted, to (b) all reserves added, unadjusted, 
and if the resultant amended RAR ratio were then applied to a total explora- 
tion expense figure adjusted downward merely by application of the Cramer 4.7 
percent royalty adjustment ratio, there would be a totally different and clearly 
unfair result. The net effect of such a procedure would be that the unusually 
large San Juan dry gas reserve acquisition of 1952 would be included and re- 
flected as a part of gas reserves added, to the advantage of Phillips. However, 
the related and balancing San Juan royalty gas sale of 1955 would be completely 
ignored and given no effect at all, since the Cramer “net royalty investment” 
method is based on the situation at the end of 1954 and accordingly does not 
reflect the San Juan transaction, which was not entered on Phillips’ books until 
November, 1955. (72:9997, lines 11-13) 

It is thus clear that the use of the Caplan royalty adjustment method is 
essential to the fair and reasonable application of his RAR allocation method, 
and that the substitution of the Cramer 4.7 percent royalty adjustment for use 
in connection with the RAR calculation would produce an unfair and unreason- 
able result. 

In connection with its criticism of the Caplan royalty adjustment method, 
Phillips contends : 

The San Juan royalties, of course, must bear some portion of current 
exploration expenses * * * (Phillips initial brief, p. 127). 

Phillips’ method gives effect to the transfer of the San Juan properties, 
yet it neither requires nor permits that one transaction to give a false 
picture of what will happen in the future (initial brief, p. 129). 


On the contrary, however, as already noted above, the Phillips “net royalty 
investment” method actually does not give any effect whatsoever to the transfer 
of the San Juan properties, since it is based on the situation at the end of 1954. 

Another fatal defect of the Phillips “net royalty investment” method is that 
it merely reflects what Phillips originally “paid the farmer” for acreage, whose 
subsequently estimated proved reserves were later sold by Phillips under 
royalty deals. It would seem clear that the amounts which Phillips thus paid 
for acreage do not in any way measure or reflect the relative volumes of oil 
or gas reserves in place which subsequently became the subject of royalty deals. 
The Phillips royalty adjustment method therefore plainly does not measure the 
relative role which each of the four categories of (1) gas reserves sold in place, 


676—807—64——_45 
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(2) oil reserves sold in place, (3) gas reserves retained, and (4) oil reserves 
retained, played in the total composite value of all gas and oil reserves added 
during the 1951-1955 base period. 

A further defect of the Phillips royalty adjustment method is that it basically 
would serve to conceal the effect of any unusually large sale of gas reserves 
occurring during the base period, since it includes in “total net investment” all 
proven gas leaseholds, regardless of when acquired. 

Furthermore, Phillips witness Cramer made an admitted error even in apply- 
ing his own 4.7 percent royalty adjustment method, in that he inadvertently 
failed to include the exploratory portion of Land, Geological and Geophysical 
expense “ in the total exploratory expense figure to which his 4.7 percent royalty 
adjustment was applied. The result of this omission was that no royalty ad- 
justment was made at all with respect to this particular item of exploration 
expense, and this error resulted in an over-statement of the allocation to gas, 
even under the Phillips method, by approximately $360,000 (Eastern initial brief, 
Appendix Table 4). 

Cramer explained during cross-examination with respect to this omission : 


Now, with respect to the land and geological expense as I stated, I took 
the book recordings on that which did not include an allocation to royalties 
and overriding royalties. I have not investigated that particular item to 
know if it should be or should not be treated in the same way, but it would 
not be a very significant amount (87: 11,644, line 21—11,665, line 1). 

The Phillips briefs do not make any contention that the royalty adjustment is 
inapplicable to this item. 

We now turn to a consideration of the specific arguments advanced by Phillips 
in opposition to the Caplan royalty adjustment method. Phillips’ major criticism 
is that this method rests upon the basic assumption that Phillips is partly in 
the business of finding and selling reserves in place—which Phillips contends 
is not the case. In this connection, Phillips alleges (pp. 125-127 of initial 
brief) that the Caplan objective was to allocate exploration costs on the basis 
of a percentage which would be representative for the future, the theory being 
that the results to be expected for the future could properly be measured by 
the pattern of results achieved in a recent period; that over 50 percent of the 
results achieved were discoveries of natural gas and natural gas liquids (Exh. 
423, col. A, line 1); that, however, under the Caplan royalty adjustment only 
30.4596 percent of exploration costs were allocated to the gas cost of service, 
based on a Caplan assumption that Phillips sells, on the average, 40 percent 
of its gas reserves in place (101:13,280) ; that this latter assumption was based 
primarily upon the San Juan royalty deal, and accordingly on the basis of this 
one transaction Caplan has concluded that on the average Phillips will sell in 
place 40 percent of the gas reserves discovered; that Phillips’ experience does 
not bear out this assumption, and accordingly Caplan’s reliance thereon has 
the effect of grossly overstating the charge to royalties retained. 

It appears that, in addition to the San Juan royalty gas deal referred to 
above, Phillips has recently been involved in another substantial sale of gas 
reserves in place, in Beckham County, Oklahoma. (Phillips’ initial brief, p. 
126, footnote 1) This transaction involved the sale by Phillips of a group 
of properties, including five wells shut in, in Beckham County, Oklahoma, to 
El Paso Natural Gas Company. At the time the deal was made Phillips was 


% This item has been explained at an earlier point, in connection with the discussion of 
the allocation of joint production costs. 

*% The Beckham County deal occurred in 1957, and accordingly was not reflected in 
Caplan’s royalty adjustment, which was based upon the 1951-1955 period. 
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carrying approximately 50,000 acres as proved acreage in the Beckham County 
block, including 142 billion cubic feet of proved gas reserves, and a probable 
reserve of 67.3 billion cubic feet. (66: 9076; 68: 9374-76; 70: 9628-29) With 
respect to this deal, Phillips witness Allen testified : 


* * * we tried to justify development of that acreage, and it was more 
or less a border line thing as to whether we could justify the return we 
would like to have made. The drilling budget was cut somewhat this year, 
and we had most of the leases, the primary term of most of the leases was 
running out in 1958. We thought we could put our money in other drilling 
which would be more profitable to Phillips than that particular acreage 
(68: 9375, lines 15-22). 


In response to an inquiry by Staff counsel as to the practices usually followed 
by Phillips in connection with such royalty deals, Phillips witness Turner™ 
stated : 


A. Well, we frequently make studies of what we might be able to get 
out of properties by selling them all at once, like these two cases of San 
Juan and Beckham, if Beckham turns out to be one, certain offers that are 
made for deals where we can get our money out of that situation and put 
it into acreage and drilling of wells where we can earn a higher rate of 
return in our opinion, frequently we do that; yes, sir. 

We are in business to make money, so to speak, and make the most we 
ean. 

Q. Well, that is a very interesting answer, Mr. Turner, because I was 
going to ask in the next question if that would be the practice of the 
company, that they would explore for, and find the gas, develop proven 
reserves, and then dispose of those proven reserves with the opportunity 
of going forward with their drilling program somewhere else. Do you 
think, as a matter of practice, that would be a fair statement, that that 
would be the position of your company ? 

A. Well, of course, I cannot speak for the company, I can just relate 
that that policy—I will say it this way: That policy, if it be one, has 
not been established by practice, at least we haven’t felt that is the policy 
widely, so to speak. 

We have been drilling those properties as much as we can. 

Q. Has Phillips disposed of any other proven reserves other than the 
two we have discussed here, Mr. Turner? 

A. Oh, only small properties, small leases, you might say stripper leases 
or marginal properties. I cannot think of anything of any significance 
right now (70: 9631, line 11—9632, line 22). 


In addition, it is of interest to note that out of Phillips’ 1954 net investment 
in producing leaseholds in its Natural Gas Department, approximately 10 per- 
cent represented investment in producing royalties and producing overrides 
(Exh. 282, p..14), and in 1956 approximately 15 percent of the net investment 
of that Department represented royalties (Exh. 308, p. 14). It is also of 
interest to note that these percentages represent dry gas reserves which 
Phillips, as a leading gas producer, would presumably be interested in 
retaining if it were not partly in the business of “finding and selling reserves 
in place.” By contrast, its investment in joint product lease royalties is far 
smaller, amounting to only about 2 percent of the net investment in producing 
leaseholds in the Oil and Gas Department in both 1954 and 1956, indicating that 


*% Manager of Phillips’ Economics Department. 
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Phillips apparently has a stronger interest in holding on to its oil producing 
leases. 

Although it thus appears that the only major royalty deals in which Phillips 
has actually engaged up to this time are the San Juan and Beckham County 
transactions, and that the other Phillips royalty deals involved “small proper- 
ties”, or “marginal properties”, nevertheless it can fairly be concluded from 
the evidence referred to above that Phillips as a matter of general business 
practice has its eyes open for such possibilities and can be expected to make 
such royalty deals where they would appear to be more profitable than the 
retention and production of the reserves. In other words, Phillips’ involve- 
ment in a significant sale of gas reserves in place could not fairly be regarded 
as an accident or a rarity. 

However, in addition to the point made above, Phillips further argues that 
the figures shown as “reserves added through net sales or purchases” on 
Sched. 27 of Exh. 388, which were used by Caplan as the basis for his RAR 
ealculations on Sched. 28, were taken from certain testimony by Phillips wit- 
ness Turner, without giving proper consideration to Turner’s explanation as to 
what these figures represented and of what types of transactions were therein 
included. It is contended that this Turner data could not properly be relied 
on by Caplan as evidence of the volumes of Phillips’ gas reserve sales, for the 
reason that the data allegedly included certain items which do not correctly 
fall in that category. (Phillips initial brief, pp. 125-126.) This contention is 
regarded as completely without merit. Witness Turner had informed Eastern 
counsel, during cross-examination that during the period 1948-1956 Phillips 
had bought and sold leases with proven acreage. Thereupon, in response to a 
request by Eastern counsel that he provide “the reserves which were bought 

. and sold” for those years “broken down as between natural gas on the 
one hand and oil and condensate on the other” (88: 11,918, line 19—11,919, line 
4), Turner had replied: 


I can give you conveniently or quickly the net result of purchases and 


sales in other words the balance of those transactions for each year (88: 
11,919, line 5-7). 


Upon being informed that this would be satisfactory Turner then proceeded 
to read this data into the record, explaining that these figures represented 
“the net result of purchases and sales of properties” calculated on the basis of 
millions of barrels of reserves of oil and millions of Mcf of gas (88: 11,920-21). 

On the following date Phillips counsel on redirect asked Turner to explain 
for the record “the character of transactions which you record as purchases 


and sales of reserves.” Turner then explained that in the Phillips reserves 
accounting procedure 


* * * we have what we call a purchase and sale account which is pretty 
much of a catch-all for various changes in interest that come about not 
only by the purchase and sale of working interests in leases themselves, 
but for other reasons * * * (89: 11,976, lines 2-6). 


He then proceeded to list and explain these “other” types of situations (89: 
11,976-78). The “other” situations, as described by Turner, fall into the cate- 
gory of: (1) changes in overriding royalty interests because of changing pro- 
duction rates, (2) exchanges of properties for operating convenience, (3) 
purchases of gas for pressure maintenance, and (4) corrections of inevitable 
errors. A review of these “other situations” discloses that they are de minimus 
to begin with; that although they include some situations which do not truly 
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represent reserve sales, they also include situations which similarly do not 
truly represent reserve purchases, so that it would appear that any such dis- 
crepancies may largely be balanced out. Under all these circumstances, it 
is concluded that any such discrepancies do not in any material way affect the 
propriety or validity of Caplan’s use of this data, furnished to him by Phillips, 
in making his royalty adjustment. Furthermore, the San Juan deal, which 
was the major royalty gas sale reflected in the 1951-1955 period, was admit- 
tedly a true sale of reserves in place, involving no suggestion of the sort of 
discrepancies here cited by Phillips. 

As noted earlier, the major Phillips thesis here is that the San Juan royalty 
deal constituted an unusual situation, which is not representative of the experi- 
ence Phillips may be expected to encounter in the future; that accordingly the 
effect of giving full weight to the San Juan transaction in the 1951-1955 RAR 
calculation is to overstate the charge to royalties retained. Entirely apart from 
what has already been pointed out above, the fallacy in this contention is that, 
to whatever extent the San Juan royalty deal of 1955, comprising 1,395 million 
Mcf of dry gas reserves, may have constituted an unusually large sale of gas 
reserves in place, it cannot be divorced from the fact that the 1952 dry gas 
acquisition in the amount of 2,611.9 million Mcf constituted an unrepresentatively 
high addition to Phillips’ gas reserves. As indicated by Sched. 27 of Exh. 388, 
the 1952 dry gas acquisition of 2,611.9 million Mcf was four times as high as 
the highest volume of gas reserves added by Phillips in any other year from 
1948 to 1955, and was equivalent to Phillips’ total discoveries of gas in the 
four years 1951, 1953, 1954 and 1955. It is important to note that this abnor- 
mally high “gas reserves added” figure for 1952 represented a dry gas discovery 
and that, according to the testimony of Phillips witnesses in this proceeding, the 
ehances for getting dry gas discoveries of this magnitude in the future are 
extremely rare.” It may, therefore, be expected that a much larger portion of 
Phillips’ total gas reserves added in future years will consist of casinghead gas 
and condensate gas, which are discovered in conjunction with oil.™ Gas reserve 
acquisitions of this type would, of course, not weight the picture in the direction 
of gas as significantly as the abnormally high dry gas reserve acquisition of 
1952. In connection with what has just been pointed out, it should be noted 
that although the Caplan royalty adjustment has the effect of removing from 
this unusually high “gas reserves added” figure the San Juan royalty gas volume 
amounting to 1,395 million Mcf, it nevertheless leaves uncancelled and gives 
full effect to the remaining 1,216.9 million Mcf out of the total 1952 dry gas 
reserve acquisition. This 1,216.9 million Mcf of net “gas reserves added”, which 
is thus given full and untrammeled effect in the Caplan calculation, constitutes 
a “gas reserves added” volume which is approximately twice the magnitude of 
the highest “gas reserves added” volume for any other year from 1948 to 1955. 
It is thus apparent that under the Caplan method, even after giving full weight 
and effect to the San Juan royalty gas transaction of 1955, the net result is still 
to reflect in his 1951-1955 base period an unrepresentatively high “net gas 
reserves added” volume. 

The validity of the above analysis is demonstrated by a study which Caplan 
made, applying his RAR method for the period 1953-1955, and the period 1953- 
7 116: 15,484, lines 5—9. 


* As noted by Phillips at pp. 30-31 of its initial brief, although 66 percent of nation- 
wide marketed natural gas production was coming from dry gas wells in 1945, with 16 
percent from gas condensate wells and 18 percent from oil wells, the transition away from 
dry gas discoveries has continued to such an extent that in 1955 only 43 percent of the 


marketed natural gas production came from dry gas wells, with 31 percent from gas 
condensate wells and 26 percent from oil wells. 
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October 1, 1956, but using additions to reserves only on an unadjusted basis, 
reflecting no royalty adjustment at all. In this study the San Juan royalty gas 
transaction was completely eliminated for all purposes—i.e., (1) it was not 
included in gas reserves added, since the use of a base period commencing with 
1953 obviously did not reflect the San Juan dry gas reserve acquisition of 1952; 
(2) it was not reflected as gas reserves sold, since this study did not make any 
royalty adjustment at all. On this basis, Caplan arrived at an RAR allocation 
to gas of 31.2 percent for the period 1953-1955, and 31.8 percent for the period 
1953—October 1, 1956. (116: 15,483-85; Eastern initial brief, Appendix Table 2) 
If these percentages are adjusted by the 4.7 percent royalty adjustment, which 
Phillips here proposes should be made in any event, the resultant allocation to 
gas would be reduced to less thun the 30.4596 percent RAR allocation ratio 
which Caplan derived in this proceeding after reflecting his San Juan royalty 
adjustment. The fact that approximately the same result is thus obtained 
under Caplan’s RAR method when the effect of the San Juan reserves is 
excluded for all purposes, as when the transaction is included for both purposes, 
would seem to clearly demonstrate the reasonableness of the Caplan method. 

By way of summary, it is therefore concluded here that the unusual 1952 dry 
gas reserve acquisition referred to above was, in fact, unrepresentative; that 
the subsequent 1955 San Juan royalty gas sale partially redressed the balance 
and tended to restore the situation to a representative pattern; that, under 
these circumstances, the failure to reflect in the instant RAR calculation the 
second, and balancing step of the San Juan royalty gas sale would be 
unjustifiable. 

In further criticism of the Caplan royalty adjustment method, Phillips con- 
tends that it was error to value the gas reserves sold in place at the same 13.4T- 
cent price as the above-ground sales, in view of the fact that the royalty payments 
actually received by Phillips under the San Juan deal were at a substantially 
lower level. Phillips argues that the effect of such a procedure would be that 
it could no longer afford the sale of reserves in place. The theory here is that 
if the percentage of exploration expense assigned to the gas cost of service is to 
be determined under a method which values the royalty gas at 13.47 cents, 
Phillips could only thereafter avoid a deficiency by, in fact, selling royalty gas 
at that price; but this, of course, would not be possible. 

This argument is not persuasive. It is true that in determining what portion 
of total exploratory expense should be attributed to gas in general, as dis- 
tinguished from oil in general, it has been concluded that our basic allocation 
ratio should reflect and give weight to the great difference in relative values of 
these two products. However, in determining what portion of total gas explora- 
tory expense should be attributed to gas sold in place (or royalty gas), as dis- 
tinguished from the gas cost of service (or gas retained), quite a different 
problem is presented. The fact is that, although the price for gas reserves sold 
in place may be expected to be lower than the market price for produced gas, 
this merely reflects the fact that in the case of produced gas the additional costs 
of production are incurred and must be recovered. Accordingly, if attention be 
directed to net value, the net value of gas reserves sold in place should roughly 
approximate the net value of produced gas. There is, in fact, no reason for any 
difference since the same product is involved in either case. There accordingly 
does not appear to be any merit in the Phillips contention that the value of gas 
reserves sold in place is lower than the value of produced gas, and that this 
should be reflected in the allocation of total gas exploratory expense as between 
royalty gas and gas retained. ‘Instead, it would seem that the only important 
requirement to be observed in this connection is that both royalty gas and gas 
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retained should be valued on the same basis—i.e., either both on the basis of 
above-ground values, or both on the basis of below-ground values. 

Caplan’s use of the 13.47-cent price in valuing the gas reserves sold in place 
simply reflects the assumption that such a price could have been obtained for 
these reserves if they had been produced and marketed at additional cost. How- 
ever, where the reserves are actually sold in place, the producer will only need 
to recover below-ground prices. In view of these considerations, it is difficult to 
understand the Phillips contention that the application of the Caplan royalty 
adjustment method would result in Phillips not being able to afford the sale of 
reserves in place. 

Finally, it will be recalled that at an earlier point in this decision it was con- 
cluded that Caplan’s Exh. 428 demonstrates that the RAR method would have 
produced approximately the same ultimate allocation ratio for gas if it had been 
applied on the basis of below-ground prices, as the 30.4596 percent allocation 
ratio derived in Exh. 388, Sched. 28, on the basis of above-ground prices. Since 
the same ultimate result would thus have flowed from the use of below-ground 
prices, where the instant Phillips contention would obviously have been com- 
pletely inapplicable, the problem would not seem to merit any further attention. 

Phillips, in addition, presented Exh. 424 in an effort to demonstrate that the 
application of Caplan’s royalty adjustment method results in charging several 
times as much exploration expense to the sale of gas reserves in place as to gas 
reserves produced and sold above ground; that this is a weird and distorted 
result which serves to discredit the RAR method. In Exh. 424 Phillips witness 
Cramer used as his point of departure certain: figures set forth in Caplan’s 
Exh. 423, from which it appears that the Caplan royalty adjustment method has 
the effect of allocating 19.6201 percent of total exploratory expense, or $7,558,299, 
to gas reserves sold in place. On Exh. 424 Cramer made the simple mathe- 
matical calculation of dividing this $7,558,299 figure, which Caplan had derived 
on the basis of Phillips’ experience for the five-year period 1951-1955, by the net 
volume of reserves sold in place by Phillips for the single year 1954, amounting 
to only 57.7 million Mcf. The result was a figure of 13.1 cents per Mcf, which 
Phillips characterizes as the exploratory expense per Mcf of gas reserves sold 
in place, resulting from application of the Caplan royalty adjustment method. 
Phillips then compares this figure with the 3.12 cents per Mcf exploratory ex- 
pense figure actually derived by Caplan for gas cost of service in Exh. 388, 
Sched. 28, Case I—characterized by Phillips as Caplan’s exploratory expense 
figure for gas reserves produced and sold above ground. On the basis of this 
calculation, Phillips then concludes: 


* * * Caplan has allocated to royalties a per Mcf charge for exploration 
expense during 1954 which is far in excess of the prices received for the 
royalties and which is roughly four times as much exploration expense per 
Mcf as was charged to sales of gas produced by Phillips (Phillips reply 
brief, p. 78). 


It is concluded, as contended by Eastern (pp. 31-32 of initial brief), that this 
is a “grossly improper” comparison. The artificial nature of the Phillips cal- 
culation is demonstrated by the fact that if the $7,558,299 figure had instead been 
divided by the 1955 royalty gas sales in the amount of 1,413.5 million Mcf, 
Cramer would have obtained an alleged exploratory expense per Mcf of gas re- 
serves sold in place in the amount of 0.535 cents per Mcf. However, as already 
noted at an earlier point, Caplan’s RAR method was based on an average of 
five years’ experience because of the fluctuations or variations in yearly dis- 
coveries. For this reason, in order to make a meaningful comparison it would be 
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necessary to use the average annual sales of gas in place during the period 
1951-1955, which amounted to 318.9 million Mcf. This calculation would produce 
an average exploratory expense applicable to gas sold in place, amounting to 2.37 
cents per Mcf. 

It is concluded that because of the sharp fluctuations from year to year in 
the rate of sales of gas reserves in place, as well as in the rate of discoveries, it 
would be inaccurate and misleading to base a comparison of exploratory expense 
applicable to above-ground and below-ground sales on the data for any single 
year. Phillips’ Exh. 424 is, therefore, found to be statistically invalid. 

At pp. 79-80 of its reply brief, Phillips makes the argument that it would be im- 
possible for the RAR method to achieve fair and reasonable results with respect 
to royalties except by pure coincidence. It is contended, in this connection, that 
Caplan charged $7,558,299 out of the 1954 test year exploration expenses to royalty 
gas, principally on the basis of the San Juan transaction; that Phillips will 
ultimately realize a total of approximately $100 million from the San Juan deal; 
that in the absence of any new Phillips rate proceeding for the next several years, 
this same amount of $7,558,299 of exploration expense would be charged to 
royalty gas in each future year under the Caplan method; that under such 
circumstances, a total of $106,400,000 would ultimately become chargeable to the 
San Juan deal for exploration expenses in a period of fourteen years; that this 
figure, which would cover exploration expenses only, would thus exceed the total 
revenue of $100 million which Phillips may expect to realize under the San Juan 
deal during the entire life of the San Juan properties. Although this argument 
appears to present somewhat disturbing implications at first blush, it will not 
stand up under careful analysis. The basic flaw in the Phillips thesis is that 
the results there envisaged could only come to pass if it were assumed that 
Phillips in future years will experience abnormally large dry gas acquisitions of 
the 1952 magnitude, but that such acquisitions would not be balanced by signifi- 
cant sales of dry gas reserves in place; that in such future years substantial 
portions of new exploratory expense, in the magnitude of 7.6 million dollars 
annually, would have to be recouped by Phillips out of royalty gas sales, but 
that no new royalty gas transactions would become available as a source for such 
recoupment ; that accordingly, if Phillips were to be recouped at all, it would be 
able to look only to the continuing revenue from the existing San Juan royalty 
transaction. It is concluded, however, that any such series of assumptions is 
unsupported by 'the instant record. On the contrary, as already indicated above, 
there is good reason to assume that if dry gas acquisitions of the 1952 magnitude 
should occur in future years, they will be accompanied and balanced out by 
significant new royalty gas deals, out of which the appropriate portions of new 
exploratory expense attributable to royalty gas may be recouped; or that, in the 
alternative, dry gas acquisitions of that magnitude will not be experienced. In 
the latter event, even though royalty gas deals might then drop off, the net result 
would be that oil would play a heavier role in the total reserves of all types added 
in such future years. In that case, the differences might then properly and fairly 
be recouped by Phillips out of its oil sales, rather than from royalty gas deals. 

In concluding the instant discussion with reference to the criticisms of the 
Caplan royalty adjustment method, which Phillips characterizes as grossly over- 
stating the charge to royalties retained, it is of interest to note that even after 
fully reflecting this royalty adjustment the RAR method allocates a substantially 
higher percentage of exploration costs to gas than the Staff method or any of the 
other intervener methods presented in this proceeding. 
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5. The contention that the RAR method is too complicated, and that it is not 
administratively feasible 


As noted previously, it is concluded here that the RAR allocation method in 
itself, once accepted, is not unduly difficult or complicated to apply. It is only the 
consideration and disposition of the objections raised against the method here 
which proved to be time-consuming and complicated. 

However, it is contended for a number of reasons that the RAR method is not 
administratively feasible. In this connection, Phillips cites the statement of its 
witness Tarner that “it would be impractical to make an allocation on the basis 
of reserves discovered because of the meager information available at the time 
the new reserve is discovered.” (61: 8598, lines 15-17) It is true, as recognized 
by Eastern (p. 22 of initial brief), that “the full extent of a discovery is not 
known and cannot be ascertained at the time of discovery.” For this reason 
reserve estimates are being revised continually, and accordingly if the RAR 
allocation were based upon the figures for any single year the results might not 
be truly representative. It is precisely for this reason that Caplan selected the 
five-year period (1951-1955) in order to smooth out the erratic annual fluctuations 
in discoveries.” 

Phillips further calls attention to the problem raised by Wisconsin witness 
Van Scoyoc that geological experts frequently give conflicting reserve estimates. 
Van Scoyoc stated : 

Based on my experience in the regulatory field, I feel that it would be in- 
advisable to rely upon gas and oil reserve estimates as a basis for allocating 
joint costs. I fear that each producer rate case would become a battle- 
ground upon which geological experts would contest their respective 
estimating skills. 

Having had some experience in gas certificate cases and rate proceedings 
where gas reserve estimates by recognized experts differed in material 
respects, I think it would be a mistake to subject producer rate cases to this 
further impediment. I therefore discarded this method (101: 13,392, lines 
11-21). 

This argument is only superficially impressive. It is true that in pipeline 
certificate cases one of the important issues is whether the applicant has an 
adequate supply of gas to make the proposed expansion economically feasible. 
It therefore becomes necessary to make a finding as to the volume of gas reserves 
controlled by the pipeline, and this issue sometimes becomes the subject of con- 
flicting testimony by geological experts representing the different parties in 
interest. However, it is important to recognize that in such cases the con- 
tlicting experts are estimating gas reserves alone. Under these circumstances, 
the difference between a conservative estimating approach and a more liberal 
estimating approach may make a material difference in the resolution of the 
issue there to be decided. 

The situation is totally different, however, in connection with our instant 
application of the RAR allocation method in a producer rate case. Here the 
problem is to estimate the relative volumes of natural gas, natural gas liquids, 
and oil reserves added during a given base period. Our objective is not neces- 
sarily to arrive at precise, absolute figures for the volumes of gas and oil reserves 
added, but rather to obtain a meaningful and fair ratio of gas reserves added 
to oil reserves added in a given period. In such a situation, although conceivably 
the approach of one expert might be somewhat different from that of another, 


* The reserve figures for the later years in any such five-year period would, of course, 
reflect and include the revisions and extensions made to estimates of the earlier years. 
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each expert would apply a single approach and technique to his own estimate of 
both gas and oil reserves. There would accordingly be no reason to expect that 
the relationship between estimated volumes of gas and oil reserves added for one 
geological expert would be significantly different from the corresponding relation- 
ships derived from estimates made by another expert. The only important re- 
quirement here is (1) that a reasonable and respectable estimating technique 
should be used, and (2) that the same method, standards and criteria should be 
employed for the estimates of both gas and oil reserves. 

Although the problem raised above may have some academic interest, the 
actual fact is that in the instant Phillips proceeding no problem whatsoever 
has been raised by any of the parties with respect to conflicting estimates of 
reserves. In Caplan’s Sched. 27 of Exh. 388, which was the basis for his RAR 
calculations in Sched. 28, he used the reserves added figures for natural gas, 
natural gas liquids and oil obtained from Phillips itself, and none of the parties 
have raised any question with respect to the reasonableness of these figures. 
In connection with this entire problem Caplan stated: 


A Well, in any estimate or in any estimated procedures, there are always 
problems. There are differences between estimators. There are revisions 
of estimates, and so on and so forth. 

Now, whether the Commission in that situation would want to investigate 
the basis of the estimates, I am not sure. The only issue, as I see it, is 
whether there are not compensating errors which permit you to use a set 
of figures over a period of years. If you use them for any one year, I 
would certainly say not at all, because there can be a very haphazard 
relationship, but if you use them over a period of years, there is a certain 
stability about estimates which anybody who has worked with figures 
knows, so that while you may have variations in any one year, over a 
number of years this would tend to wash out (117: 15, 720, line 17—15, 721, 
line 6). 

The point here made is a valid one, and is equally applicable to both of the 
problems just discussed above. 

Wisconsin witness Van Scoyoe cited as an additional practical problem in 
connection with application of the RAR method the fact that: 


Some companies contend their reserve figures are confidential and refuse 
to divulge the details behind the total over-all company reserve figure 
(101: 13,392, lines 8-10). 


Again, although this problem may be of academic interest, the fact is that no 
such problem has arisen in the instant Phillips proceeding, where the reserves 
added data required by Caplan for the application of his RAR method was 
fully provided by Phillips. 

It may be observed that many of the problems raised with respect to the RAR 
allocation method, which have been discussed at such length above, would not be 
encountered if exploration costs were allocated under the conventional “sales 
realization” method, where the volumes of gas and oil produced and sold are 
employed rather than the volumes of reserves discovered. However, it is not 
unrealistic to point out that, all other factors remaining equal, the construction 
of an allocation ratio on the basis of relative volumes of oil and gas reserves 
added, rather than relative volumes produced and sold, has the effect of weighting 
the allocation ratio in the direction of a higher allocation to gas, and thus works 
to Phillips’ benefit. This fact, which is axiomatic, can be demonstrated in an 
indirect way by reference to certain data in the instant record. Moreover, the 
proposition has been categorically stated and demonstrated in testimony already 
introduced before this Commission in another pending producer rate case, In the 
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Matter of Tidewater Oil Company, Docket Nos. G—13310, et al. This testimony 
was presented in the Tidewater proceeding by Dr. Alfred E. Kahn, a witness for 
the same group of Eastern interveners, whose testimony in the instant Phillips 
proceeding will be referred to at a later point in this decision. In the Tidewater 
proceeding Dr. Kahn produced data indicating that, using the same price factors, 
the value of total gas sales in the United States as a whole in 1955 was only 
approximately 10 percent of the combined value of gas and oil sales on a nation- 
wide basis, whereas the increments to gas reserves in that year amounted to 23.5 
percent of the combined values of the increments to both gas and oil reserves, 
on a nation-wide basis.” In addition, data presented by Tidewater itself in that 
proceeding ™ indicated that during the years 1951-1955, on the average, the 
Tidewater volumes of oil reserves discovered were at a level approximately 1.5 
times as high as its volumes of oil produced, whereas in the case of gas its dis- 
covery volumes were 4.7 times as high as the volumes produced. These figures, 
of course, demonstrate that a shift from the comparison of volumes of gas and 
oil produced and sold to volumes of reserves discovered has an impact on gas 
which is three times that on oil, and Tidewater counsel adopted this as his 
position.” 


Dr. Kahn summarized this proposition in the Tidewater proceeding in the 
following colloquy : 


PRESIDING EXAMINER: * * * Dr. Kahn would that mean that if you had 
made your allocation on the basis of the relative value of production in the 
given years, rather than the relative value of reserves added, that the result 
would have been to allocate a substantially larger percentage of the joint 
cost to oil? 

THE WITNEssS: I think it would. 

PRESIDING EXAMINER: Than the percentage you did allocate? 

THE WITNESS: Oh, I think it would, yes. There would be the problem of 
valuation again. But almost any method I can think of would do that 
(Docket Nos. G—13310, et al—vVol. 27, Tr. 4146, lines 7-18). 


6. The problem of circularity 


Phillips contends that the RAR method presents the same problem of circularity 
which was earlier mentioned in connection with the conventional sales realization 
method. This problem, as posed by Phillips (59: 8266-74; Exh. 268; initial brief, 
page 107), may be outlined as follows: It is suggested that if the “just and 
reasonable” rates ultimately fixed for Phillips’ jurisdictional gas in the instant 
proceeding are either higher or lower than the 13.47-cent price which was used to 
value gas reserves in the RAR ratio, this would justify the immediate filing of a 
second rate proceeding ; that in such second rate proceeding gas reserves would 
have to be valued under the RAR method on the basis of such “just and reason- 
able” rate arrived at in the first proceeding, resulting in a different RAR alloca- 
tion ratio; that this would accordingly produce a new “just and reasonable” rate 


100 Jn the Matter of Tidewater Oil Company, Docket Nos. 13310, et al., Vol. 24, Tr. 3695 
and 3698. Dr. Kahn testified that these nation-wide figures appear in “Petroleum Facts 
and Figures” (1956 edition), at pp. 151-152. 

101 Docket Nos. G-13310, et al.—Exh. 115, p. 2. 

102 Docket Nos. G-13310, et al.—Vol. 27, Tr. 4145. 

1088 It is, of course, recognized that the above testimony from the Tidewater proceeding 
is not a part of the record in the instant case. However, under all the circumstances, 
including the fact that the proposition in question is axiomatic, and the fact that the 
data referred to was obtained from a recognized industry publication, the Presiding 


Examiner takes official notice of these matters under the provisions of Sec. 1.26(d) of the 
Commission’s Rules of Practice and Procedure. 
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for the gas in the second proceeding, which would thereupon promptly become 
the basis for a third rate proceeding ; that this process would have to be continued 
until a point was reached where further changes in revenues would not produce 
further changes in cost. 

The problem, as thus presented, assumes a situation (a) in which no significant 
developments had occurred since the conclusion of the first rate proceeding, and 
(b) in which there had been no significant change in any of the components of the 
cost-of-service, or in any of the factors upon which the major allocations were 
based. If, under such circumstances, the sole basis presented for a new and 
second rate proceeding was the contention that, as a result of the prior determi- 
nation of a “just and reasonable” rate for jurisdictional gas, it had now become 
necessary to substitute a different value figure for gas in the RAR allocation 
ratio, that contention would have to be rejected on the ground that it was not 
based upon any serious ratemaking or cost principles. 

There is, however, another type of problem which presents a more serious 
substantive question. Let it be assumed, for the purpose of this discussion, that 
at the end of the instant Phillips rate proceeding a determination would be made, 
based on Phillips’ 1954 test year cost-of-service, as adjusted herein, that the “just 
and reasonable” rate for Phillips’ jurisdictional gas sales is 11.662 cents per Mcf. 
Let it further be assumed that Phillips filed a second rate proceeding two years 
from now, in which it was demonstrated that its over-all costs, including explora- 
tion costs, had increased significantly since the instant proceeding. It is true 
that the new cost presentation made in such a second rate proceeding would 
reflect such higher total exploration costs. However, in determining what por- 
tion of such new exploration costs should then be assigned to gas, there would 
be an imbalance if in constructing a new RAR ratio in that proceeding gas were 
to be valued at the same 11.662 cent price which had been fixed as the “just and 
reasonable” rate in the first proceeding. The imbalance would result from the 
fact that the earlier-established 11.662 cent rate, being subject to FPC regula- 
tion, would not yet have been changed to reflect the increase in costs which had 
occurred since the first proceeding. 

This type of problem, which may not be dismissed as academic, will require 
serious consideration at the appropriate time. Its solution is not required in 
order to determine Phillips’ “just and reasonable” rates for jurisdictional gas in 
the instant proceeding. Furthermore, it would be neither appropriate nor useful 
to attempt to work out a definitive answer to such a problem in the context and 
posture of our instant case. 

However, without attempting to provide a precise or definitive answer here, 
it is suggested that one type of approach which may merit further serious study 
and consideration would be a procedure under which the gas value to be used in 
constructing an RAR allocation ratio in the second rate proceeding would be 
arrived at as follows: 

(1) The 11.662 cent “just and reasonable” rate determined for gas in the first 
rate proceeding would be used as a point of departure. 

(2) A determination would then be made of the incremental change which had 
occurred in the cost of gas, over and above the gas costs computed in the first 
rate proceeding, and the 11.662 cent gas figure would be adjusted upward by a 
percentage reflecting this incremental change.™ 


1% Tt is recognized that the determination of this incremental change in the cost of 
gas might require the making of multiple trial-and-error calculations comparable to those 
which Wisconsin witness Van Scoyoc employed under his “net revenue” method in this 
proceeding, in order to obtain the gas cost-of-service which he there used as his “gross 
revenue” figure for gas in constructing his “net revenue” ratio. 
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Other appropriate techniques for the handling of this problem may later be 
suggested. For the present, it will help to keep the scope of the problem in 
perspective if it is borne in mind, as already demonstrated at an earlier point in 
our discussion of Sched. 28, Exh. 388, that variations, up or down, in the prices 
used to value gas under the RAR ratio actually do not produce very substantial 
changes in the ultimate allocation ratio applicable to gas, in any event. 


XI. Natural Gas Liquids 


A. Phillips’ Extraction Operations Should Be Treated as Nonjurisdictional 


A substantial volume of Phillips’ sales consist of residue gas deliveries from 
gasoline plants which it owns and operates in the Panhandle and Hugoton fields 
of Texas, and the Permian Basin area of west Texas and New Mexico. Phillips 
presently owns all or a part interest in 43 gasoline plants, of which 27 are wholly 
owned. Of the remaining 16 jointly owned plants, four are operated by Phillips 
itself. (56: 7865) 

The first question to be disposed of in this connection is whether these gasoline 
plant operations should be treated as jurisdictional, in which case both gasoline 
plant costs and the liquids revenues would be included and reflected in the 
jurisdictional gas cost of service; or whether they should instead be treated as 
nonjurisdictional, in which case it would be necessary to adopt some allocation 
method for the distribution of joint natural gas and natural gas liquids costs 
between the two products. In the instant proceeding Phillips, Eastern and 
Wisconsin have all treated the gasoline plant operations as nonjurisdictional. 
On the other hand, although the Staff treated such operations as nonjurisdictional 
in its exhibits and testimony presented during the hearing, the Staff brief, as 
will shortly be noted in detail, departs from this previous position and now 
proposes that the Phillips gasoline plant operations in the Panhandle area should 
be treated as jurisdictional. 

In pipeline rate cases gasoline plant operations have commonly been treated 
as jurisdictional where it appeared that the liquids extraction operations were 
useful and beneficial to the pipeline’s transmission operations, and were incident 
to its over-all transmission and resale operations. Jn the Matter »f Hope Natu- 
ral Gas Co., 3 FPC 150, 178; In the Matter of Cities Service Gas Company, 3 FPC 
459, 480-481; City of Columbus v. United Fuel Gas Company, 5 FPC 279, 290; 
Hope Natural Gas Company v. Federal Power Commission, 134 F. 2d 287, 307- 
308 ; Cities Service Gas Co. v. Federal Power Commission, 155 F. 2d 694, 703, 
cert, denied, 329 U.S. 773. 

However, in the instant producer rate case we have quite a different situation. 
Here the record clearly indicates that the Phillips gasoline plant operations 
constitute a business conducted primarily for Phillips’ benefit; that their prime 
purpose is to engage in the maximum extraction operation which is possible 
and feasible, for a profit, rather than to render the gas delivered to Phillips’ 
pipeline customers more transportable; that such gasoline plants accordingly 
are clearly not an adjunct or incidental to the business of selling residue gas. 
(pp. 1382-133 of Phillips’ initial brief). In this connection Phillips witness 
Mayer ™ testified as follows: 


A. The purpose of the processing is the extraction of liquefiable hydro- 
earbons. (56: 7870, lines 11-12) 


* * * * * 


16 Assistant Manager of Phillips Natural Gas Department. 
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Q. Is the extraction of the liquefiable hydrocarbons for Phillips’ benefit, or 
does it condition the gas for pipeline transportation? 

A. The extraction of these liquids from gas is a business of itself. The 
removal of the heavier hydrocarbons, and perhaps in some cases a small 
portion of the total butane has an incidental benefit from the standpoint of 
pipeline operation, but the removal of large quantities of butane and pro- 
pane does nothing to improve pipeline operation. 

Actually, it reduces the heating value of the gas, and so might be said 
to be detrimental to the interests of the pipeline. 
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* * * the extraction of products is always basically limited by the 
minimum heating value which we have been able to negotiate in our gas 
sales contract. 

There have been occasions when the contractual minimum was quite re- 
strictive on the extraction of liquid products (56: 7871, lines 1-11; line 
24—7872, line 3). 
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* * * Phillips extracts hydrocarbons from gas for its benefit. It is a 
business with us to extract hydrocarbons from gas. In the process of that 
there is some beneficial effects for the pipeline. The degree of that bene- 
ficial effect would depend entirely on the situation, the pressure that the 
pipe line is operating at, the temperature at which it is going to operate, and 
the type of gas being handled. 

There have been many pipe lines operated on raw gas that has had no 
gasoline extracted at all. Other types of gas, if the gas is rich enough, if 
operating at high pressure and low temperature you would get some con- 
densation in the pipe lines which would at least deter the pipe line operation. 

Q. Do you consider, Mr. Mayer, that any of the contracts Phillips has 
with pipe line companies requires you to remove some of the heavier hydro- 
carbons from the raw gas before delivery to the pipe line? 

A. Most contracts that we have for delivery of gas from our plants do not 
require any degree of liquid removal. It is usually the other way, in that 
the removal is limited, which is accomplished by limiting or setting a mini- 
mum on the Btu that con be delivered. 

In practice all of those contracts, it is known at the time that we enter 
into the contract that the gas will be processed, and that residue gas is the 
gas that will be delivered from the plant, so it is within the contemplation of 
both parties at the time the contract is entered into that the gas will be 
processed (65: 8995, line 7—8996, line 8). 


In the same connection, Wisconsin witness Van Scoyoc testified : 






































Q. Then I take it by your treatment of gasoline operations that you do 
not consider that the gasoline plants are only an adjunct to the business 
of selling residue gas so far as Phillips is concerned? 

A. That is correct. Viewing Phillips’ operations as a whole, it would 
be my opinion that the production, processing, and sales of residue gas and 
natural gas liquids is a joint or co-product proposition. In my opinion, 
Phillips’ gasoline plants are in a different category than are the gasoline 
plants of the pipeline companies which are an incident of the gas trans- 
mission business. 

I would consider Phillips’ gasoline plant operations in the same category 
as its joint crude oil and natural gas operations for rate case purposes 
(101 : 13,363, lines 9-22). 
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The fact is that no witness presented by any of the parties in this proceeding 
took a contrary position.” As noted above, the Staff cost-of-service witness 










































































































































> Vaught also treated Phillips’ gasoline operations as nonjurisdictional. He 
l testified that : 
f Exhibit No. 212 has not been prepared on the theory that gasoline net 
F revenues should be credited to natural-gas operations in this case. Rather, 
I have proceeded on the premise that residue gas and the liquids taken off 
d in processing are joint products of Phillips’ natural-gas operation. Most of 
the costs set forth in Exhibit No. 208 are joint costs of both gas and liquids. 
The cost of gas sales therefore, can be obtained only by making allocations 
e@ of the joint costs which were set forth in Exhibit No. 208 (45: 6571, line 
s 23-6572, line 6). 

However, the Staff’s initial brief, for the first time, completely departs from 
- this position and instead proposes the following : 
le (1) That the Phillips gasoline plant operations in the Panhandle area should 

be treated as jurisdictional ; 

(2) That Phillips’ gasoline plant operations in the Permian Basin area should 
a be treated as nonjurisdictional, based upon the conclusion that these particular 
it gasoline plants were constructed for the primary purpose of processing liquids; 
e- that aceordingly only a “minimal charge’ from the gasoline plant operations 
1e in this area should be included in the gas cost of service (pg. 73 of Staff initial 
d brief). The Staff brief further lists as still a third category, for this purpose, 

the Phillips gasoline plants in what the Staff has designated in this proceeding 

10 as the “Miscellaneous Area”. With respect to this third category the Staff brief 
if states: 
n- Of the seven Phillips wholly- or partly-owned gasoline plants shown on 
n. Exh. No. 225 located in the Miscellaneous Area, the Staff will limit its 
as discussion to those four from which 99.9 percent of the jurisdictional residue 
0- gas in the area was sold (p. 77 of initial brief). 

However, after making this introductory statement the Staff for some unac- 
ot countable reason did not go forward to explain how this problem should be 
at handled in connection with the “Miscellaneous Area”, and we are accordingly not 
al- informed as to what may be the Staff position on this particular subject. 

Because of the Staff’s failure to support the position which it now relies upon 
er through any witness presented in the instant hearing, no opportunity has been 
he provided to obtain a clear explanation of the basis for this Staff position, or to 
of evaluate or test the Staff theory in any way through cross-examination or 
be rebuttal. In addition, the explanation set forth in the Staff brief (pp. 73-77) 

unfortunately does not provide a satisfactory basis for understanding or evaluat- 

ing the Staff position on this matter. The Staff’s present contention that the 
do Panhandle area gasoline plant operations should be treated as jurisdictional is 
ess developed as follows: 

(1) It is alleged that out of a total of seven Phillips wholly or partly-owned 
auld gasoline plants in this area, four (from which some 84 percent of the jurisdic- 
nd tional residue gas in that area was sold) were built “as and when Phillips 
on, had a market for the gas”. On the basis of this allegation the Staff concludes 
ine that “apparently Phillips could not justify building a gasoline plant to process 
ns- dry gas unless such gas was sold.” (p. 73) The allegation is then made that 
ary 1% Southern witness Chapin presented Exh. 362 for the limited purpose of demonstrat- 
our ing what the result would be if the extraction operations were, in fact, considered as 





jurisdictional. However, he made it clear that he was not himself making any recom 
mendation as to which treatment should be adopted (96: 12,790—91). 
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these four plants were built “for the express purpose of processing gas for 
resale”, although no evidence is cited as a basis for determining whether this 
was in fact the only, or the major purpose for which these plants were built. 
(p. 74) With respect to the other three Panhandle area plants, it is conceded 
that they were already in existence when the residue gas contracts were 
signed, and that accordingly the above rationale is not there available. How- 
ever, the Staff concludes that “To the extent that these particular plants 
process dry gas, they should be accorded the same treatment as the plants 
specifically built to process dry gas.” (p. 75) Although it is not directly 
articulated, this conclusion is apparently based upon the assumption that the 
volume of liquids extractable from dry gas would normally not be sufficient 
to make a gasoline plant built for that purpose alone economically feasible. 
However, no record evidence is cited from which it can be determined whether 
any such assumption is or is not valid. The next step in the Staff contention 
with respect to these three other Panhandle plants is to determine whether, 
in fact, they do process dry gas and to what extent. As to one of these plants, 
the Gray Plant, the Staff recognizes that it was built to process casinghead 
gas, and that it “would, for that reason, tend to call for the treatment to be 
discussed for the Permian Basin Plants below”’—i.e., as non-jurisdictional. 
(p. 74) With respect to the other two plants (the Sanford and Lefors Plants) 
the Staff states that it is “without knowledge” as to whether they process 
casinghead gas. A few lines later, however, it is alleged that the Gray, Sanford 
and LeFors plants “apparently process some casinghead gas.” The point is 
next made that less than 10 percent of the production in the Panhandle field 
is casinghead gas; that accordingly if these three plants process only casinghead 
gas, they would be processing only 10 percent of the production from that field. 
It is then suggested that “To the extent that these three plants process and 
sell larger quantities of residue gas’*” it would appear that they are processing 
dry gas.” Without further elaboration the Staff then jumps to the final conclu- 
sion that these three other plants are engaged preponderantly in the processing 
of dry gas. (p. 75) No evidence is cited to support this conclusion. 

The above summary constitutes the entire evidentiary basis set forth in the 
Staff brief for its ultimate contention that all seven of the Panhandle area 
gasoline plants should be treated as jurisdictional. 

The Staff argues that this position is required by the rule laid down in the 
City of Detroit case, supra. However, we are unable to agree that the treatment 
of the liquids extraction issue in the City of Detroit decision affords any basis 
whatsoever for the resolution of this problem in the instant producer rate 
ease. The City of Detroit decision was a pipeline rate proceeding, in which 
the Court’s treatment of the extraction process as jurisdictional was based 
upon a finding as to the admitted usefulness of the process to the pipeline’s 
transmission operations, and that it was incident to the over-all pipeline trans- 
mission and resale operations. Under such circumstances it was held that the 
Commission’s failure to treat the extraction operations as jurisdictional could 
not be justified merely on the allegation that under any other course the rates 
ultimately prescribed would rest in part upon fluctuating gasoline prices. It 
has already been pointed out that a totally different factual situation is pre 


17 7.e., amounting in volume to more than 10 percent of the production from the Pan- 
handle field. 

108 In making this recommendation, the Staff had evidently overlooked the fact that on 
the preceding page it had recognized that the Gray Plant was built to process casinghead 
gas “and would, for that reeson, tend to call for the treatment to be discussed for the 
Permian Basin Plant below.” 





FEDERAL POWER COMMISSION 683 


sented in the instant producer rate case, and that the Phillips gasoline plant 
operations clearly do not fit the rationale which has traditionally been the 
basis for treating gasoline plant operations as jurisdictional in pipeline rate 
eases, under the circumstances above outlined. 

It is accordingly concluded that all of the Phillips gasoline plant operations 
should here be treated as nonjurisdictional. Since the natural gas and natural 
gas liquids are found and produced together, as joint products, it now becomes 
necessary to determine what allocation method should here be adopted for the 
purpose of assigning the appropriate portion of joint natural gas and natural 
gas liquids costs to natural gas liquids. 


B. Allocation of Joint Costs Between Natural Gas and Natural Gas Liquids 
1. The Staff’s relative value method 


It is noted that although the Staff brief concludes that Phillips’ gasoline 
plant operations in the Permian Basin area should not be treated as jurisdic- 
tional, no suggestion is made as to how the appropriate portion of joint costs 
to be assigned to liquids with respect to that area should be determined— 
except for the bare statement that “only a minimal charge from the gasoline 
plant operations need be included in the gas cost of service’. (p. 73) It is 
further noted however, that in the presentation by Staff cost-of-service witness 
Vaught, where the position was taken (now departed from) that all gasoline 
plant operations should be treated as nonjurisdictional, the allocation of joint 
costs to liquids was made under a relative value, or sales realization, method. 
Although the Staff brief makes no reference whatsoever to this liquids allocation 
method presented by its cost-of-service witness in the instant hearing, it is 
deemed desirable here to outline briefly the nature of the allocation method 
used by Staff witness Vaught and the objections raised thereto by Phillips. 

In constructing his relative value allocation ratio, Vaught’s basic method was 
to use as liquids value and residue gas value certain figures recorded on the 
Phillips books in connection with its purchases of a casinghead wet gas stream 
from other suppliers under percentage-type casinghead gas contracts. Under 
such contracts the price to be paid by Phillips is made up of two factors: (1) 
an amount for the liquid content, derived by applying a staged percentage to 
the product of the estimated gasoline content times a natural gasoline value 
based on published market quotations; plus (2) an amount for the residue gas, 
derived by applying a stated percentage to Phillips’ ultimate gross realization 
from the sale of residue gas at the tailgate of the gasoline plant. It was 
Vaught’s understanding that with respect to such purchased casinghead gas 
situations, Phillips recorded on its books an amount representing the total pur- 
chase price ultimately paid to its supplier for the entire wet gas stream; that 
a certain portion of this total figure was then charged to the Natural Gasoline 
Department, based upon the above computation, and the balance was charged 
to the Natural Gas Department. Vaught used as his liquids value the amount 
thus charged to the Natural Gasoline Department, and the amount charged 
to the Natural Gas Department was used as his residue gas value (49: 6993-94; 
6996-99 ; 7004). 

In the course of a lengthly cross-examination of Vaught on this subject, Phillips’ 
counsel raised a number of serious questions with respect to such matters as: 

(1) the significance of such data as recorded on Phillips’ books, and the 
propriety of using for this purpose data which had been recorded in the Phillips 
accounts for a totally different purpose ; 

(2) the adequacy of Vaught’s understanding of this data as recorded on 
Phillips’ books, and its significance ; 
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(3) the propriety of Vaught’s using alleged liquids and residue gas values 
derived from recorded figures relating to prices paid by Phillips for purchased 
casinghead gas, rather than to revenues received by Phillips. 

These questions were not satisfactorily answered by Vaught, and since the 
Staff brief completely ignores his exhibit and testimony in this connection we 
are not provided with any satisfactory answer thereto. 

Finally, it is important to note that although Vaught’s Exh. 212 set forth 
separately calculated liquids allocation ratios with respect to (a) gas purchased 
from others, (b) company dry gas production, and (c) gathering system costs. 
it did not include any liquids allocation for company-produced casinghead gas 
(45: 6576, lines 18-19). Here Vaught simply adopted the same liquids alloca- 
tion ratio for company-produced casinghead gas which he had developed, under 
the methods referred to above, for Phillips’ own dry gas production (45: 6581, 
lines 3-5). This resulted from the fact, noted earlier in this decision, that 
the Staff did not make any separate study in this proceeding directed to casing- 
head gas production costs, but simply adopted the general method of imputing 
to casinghead gas the unit cost calculated for dry gas production (49: 7004, 
lines 21-24). In view of the fact that we are here rejecting the Staff’s basic 
approach of imputing the dry gas unit cost to casinghead gas production, the 
failure of Vaught’s liquids allocation study to include any independent calcu- 
lation with respect to Phillips’ self-produced casinghead gas renders his liquids 
allocation method totally unusable here, entirely apart from any of the other 
problems outlined above. 


2. Phillips Btu method 


Under the Phillips method, the investment and operating costs of the gasoline 
plants and the extraction costs are charged in their entirety to liquids. The 
allocation problem relates only to the distribution, as between natural gas and 
natural gas liquids, of the joint costs of the raw gas stream to the inlet of the 
plants. This allocation was made by Phillips’ witness Cramer in two steps: (1) 
first, a portion of the joint costs was assigned to natural gas liquids on a 
volumetric basis, based on the relative volumes of raw gas entering the plants, 
and of residue gas delivered through the residue systems; (2) next, the portion 
of joint costs thus allocated to residue gas was adjusted downward to allow 
for the Btu loss resulting from the extraction operations. (Exh. 282, p. 2) The 
final result was to allocate 16.7202 percent of the relevant joint costs to liquids. 
Although made in two steps, as above described, this Phillips method is basically 
a Btu allocation method. The same method, as employed for this purpose in 
the Panhandle Eastern case, Op. No. 269, supra, was there characterized by the 
Commission as “the Btu method” (13 FPC 53, 79). 

It is concluded that the use of the Btu method for the allocation of joint 
costs between natural gas and natural gas liquids is subject to the same funda- 
mental deficiencies which have already been set forth at length herein in con- 
nection with our consideration of the Phillips Btu method for the allocation 
of joint exploration costs between gas and oil—and no purpose would be served 
by restating that analysis here. Some reference should here be made, however, 
to the Phillips contention (pp. 92-93 of reply brief) that the higher form 
value of the natural gas liquids comes into being only as the result of the proc- 
essing of the wet gas stream in the gasoline plant; that accordingly the differ- 
ence in value thus brought about by the difference in form between gas and 
natural gas liquids should not be reflected in making this allocation. Although 
it is true that the processing in the gasoline plant makes possible the higher 
market value ultimately obtained for the liquefiable hydrocarbons, it would 
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be a mistake to lose sight of the fact that these higher ultimate market values 
would never have been obtainable in the first instance were it not for the fact 
that the particular hydrocarbons extracted in the gasoline plant were of a form 
susceptible of being liquefied on a commercially feasible basis. One of the 
basic defects in the use of the Btu method for the instant allocation is that it 
does not measure or reflect in any way this difference in market value potential 
as between those hydrocarbons as to which the process of liquefying is com- 
mercially feasible, and other hydrocarbons such as ethanes and methanes, which 
have a much lower potential in this direction. 

Phillips, however, contends that in here adopting the Btu method for this 
particular allocation, it is using a method “which this Commission has already 
determined to be an appropriate method for allocating costs to natural gas 
liquids” (Phillips initial brief, p. 135). The assumption here is that the Com- 
mission in Op. No. 269 resolved this issue in favor of the Btu method. 

This, however, is not a valid assumption. In the City of Detroit decision, 
supra, reversing Op. No. 269, the Court of Appeals held that the gasoline plant 
operations in that case should have been treated as nonjurisdictional, and 
accordingly the entire Commission treatment of the liquids extraction issue 
in that case was nullified. Furthermore, in Op. No. 269 itself, the Commission 
did not have before it for decision a direct controversy as to whether the joint 
costs should be allocated between gas and liquids under the Btu method on the 
one hand, or the relative value method on the other, and the Commission 
decision did not purport to make a final choice between these two methods 
as a matter of policy. The only real issue before the Commission on this subject 
was whether the gasoline plant operations should be treated as jurisdictional. 
The Staff argued that this question should be answered in the affirmative. How- 
ever, Panhandle took the opposite position and accordingly proceeded to make 
an allocation of joint costs between gas and liquids, using the Btu allocation 
method. The Commission agreed with Panhandle that the gasoline plant opera- 
tions should be regarded as nonjurisdictional, and it therefore became necessary 
to make an allocation of joint costs. The Commission briefly noted that Pan- 
handle had employed the Btu method for this purpose. In the posture of this 
situation, without considering or discussing in any way the rationale of the 
Btu method, and without making any attempt to consider its relative merits as 
compared with those of any other method, the Commission briefly disposed of the 
matter by stating: 

We conclude that the Btu method of allocation proposed by Panhandle 
is sound and appropriate in the circumstances of this case. We will therefore 
utilize it in this proceeding * * * (Op. No. 269, 13 FPC 53, at p. 79). 

In a footnote appended to this statement the Commission made the following 
observation: 


In the Colorado Interstate case (Opinion No. 235, issued August 8, 1952), 
11 FPC 324, we used a method of allocation which is known as the relative 
market value method. We are not in a position to conclude whether such 
method could be appropriately applied in this case—it being used in the 
Colorado case only by virtue of a condition which we incorporated in our 
order approving a merger between Colorado Interstate Gas Co. and Canadian 
River Gas Company. 

A superficial reading of this footnote might possibly convey the impression 
that the Commission was there expressing doubt as to the validity or appropri- 
ateness of the relative value method. However, if attention is directed to what 
was involved in the Colorado Interstate case (Op. No. 235), it becomes clear 
that the footnote comment, supra, could not have had any such meaning. It is 
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quite true that the merger condition referred to in the footnote created the 
situation which made it necessary for the Commission in Op. No. 235 to make 
an allocation of joint costs between natural gas and natural gas liquids. How- 
ever, once that allocation became necessary (for whatever reason), the question 
as to whether it should appropriately be made under the relative value method 
on the one hand or the volumetric (or Btu) method on the other hand, was not 
affected or governed in any way by the merger condition or anything relating 
thereto. A reading of Op. No. 235, and of the later decision by the Court of 
Appeals for the Tenth Circuit affirming the Commission (Colorado Interstate 
Gas Company v. Federal Power Commission, 209 F. 2d 717) demonstrates beyond 
any possible doubt that both the Commission and the Court in that case had 
squarely presented to them for decision the contested issue as to whether this 
allocation should be made on the basis of the volumetric (or Btu method), 
espoused by Colorado Interstate, or under the relative value method recom- 
mended by the Staff—and that the relative value method was finally approved in 
preference to the Btu method. The Commission stated in Op. No. 235: 



















We have not heretofore been concerned with a similar problem since it 
has not been necessary under our policy in rate cases to separate the costs 
associated with the production and processing of gasoline from total pro- 
duction costs as we have always included in the cost of service all costs 
and revenues applicable to the gasoline operations of a natural gas company. 
Thus, for the purpose of the instant proceeding we find it necessary to test 
opposing theories and to resolve wide differences of opinion and results. 
a 














* * * * 





The Staff allocated the joint wellmouth and gathering costs on the basis 
of the relative market value theory of joint production, a method generally 
employed in the petroleum industry. 




















* * * * * 


Colorado contends that the relative value method is subject to such 
serious deficiences upon application to the facts in this case that it breaks 
down. On the other hand, the Staff urges that the volumetric basis fails 
to recognize the economics of the natural gasoline business and produces 
an unreasonable result. We believe the Supreme Court of the United 
States cogently stated the criteria to be applied to allocation matters when 
it said “considerations of fairness, not mere mathematics, govern the allo- 
eations of costs.” Colorado Interstate v. F.P.C., 324 U.S. 581. Moreover, 
the reasonableness of the result is essential to the validity of any method 
of allocating joint costs. (Accounting For Joint Costs, Harold G. Avery, 
Accounting Review, April 1951.) 

We think neither the relative value method, nor the volumetric method 
are entirely satisfactory, but from our study of the evidence we are of the 
opinion and find that the relative value method as applied by the Staff 
produces a more reasonable and fairer result in our judgment than does 
Colorado’s method (11 FPC 343-345, emphasis supplied). 


The Court of Appeals for the Tenth Circuit affirmed the Commission with 
the following language: 























Colorado’s contention that the Commission did not approve the relative 
value method as a proper method of allocation finds no support in the 
record. True, it did say that neither method was entirely satisfactory, but 
the same could be said with respect to any method which might be proposed. 
Mathematical exactness in the apportionment of cost is an impossibility. 
Because a method may have some infirmities does not of itself condemn 
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it as a proper method. It is the duty of the Commission to select that 
method which in its considered judgment more nearly reaches a just and 
sound result. The Commission did approve and apply the relative value 
method, and without extended discussion, we think its conclusion with 
respect thereto finds support in the record and is, therefore, approved 
(209 F. 2d 717, 726). 


For the reasons set forth above, it is concluded that some form of relative 
value (or sales realization) method should here be used for the allocation of 
joint costs between natural gas and natural gas liquids. 


3. The Van Scoyoc “single marketable product” method 


The “single marketable product” method presented by Wisconsin witness 
Van Scoyoc is set forth in Exh. 389, Sched. 3. Under this method, Van Scoyoc 
employs the following concepts : 

(1) “Justifiable cost of residue gas if residue gas were the single marketable 
product having value.”—Because no studies were available showing what 
facilities and costs would be eliminated if natural gas liquids were a waste 
product, Van Scoyoc here used the total present cost of service of natural gas 
and natural gas liquids combined, to the tail-gate of the gasoline plants. This, 
of course, represents a purely mythical operation, since Phillips in fact does 
not conduct any such combined exploration, production, gathering, and gasoline 
plant processing operation in which liquids are treated as a waste product. 

(2) “Justifiable cost of natural gas liquids if natural gas liquids were the 
single marketable produce having value.”—Here again, since no studies were 
available showing what facilities and costs would be eliminated if residue gas 
were a waste product, Van Scoyoc’s first step was to treat the total cost of 
service of natural gas and natural gas liquids combined, to the tail-gate of the 
gasoline plants, as the “cost of natural gas liquids”. This, similarly, assumes a 
purely mythical operation, since Phillips in fact has no such combined operation 
in which residue gas is treated merely as a waste product. Van Scoyoc’s 
second step, after making this assumption, is to ignore such total combined 
cost of natural gas and natural gas liquids combined, and to substitute in its 
place Phillips’ actual revenues from natural gas liquids, as the measure of their 
justifiable cost. This substitution is explained on the ground that such liquids 
revenues are substantially lower than the total combined cost of service referred 
to above. 

On the basis of the fictions outlined above, Van Scoyoc arrives at a “justifiable 
cost of residue gas” in the amount of $83,597,068 “Sched. 3, line 1, col. 2 and 
line 2, col. 3); and a “justifiable cost of natural gas liquids” in the amount of 
$33,163,998 (line 3, col. 4). He then constructs a ratio of (1) “justifiable cost 
of residue gas”, or $83,597,068, to (2) the sum of “justifiable cost of residue gas” 
plus “justifiable cost of natural gas liquids”, or $116,761,066. 

The net result of this calculation was to produce an allocation of 28.40 percent 
to liquids and 71.60 percent to gas. It should be noted, however, that Van 
Scoyoe applied his allocation ratio to a substantially higher base than either 
Phillips or Eastern witness Caplan. Whereas the latter parties allocated only 
the joint costs of the raw gas stream to the inlet of the plants, Van Scoyoc 
applied his ratio to the total combined natural gas and natural gas liquids costs 
to the tail-gate of the gasoline plants (119: 16,025-27). It is, therefore, not 
possible to make a meaningful comparison of Van Scoyoc’s 28.40 percent allo- 
cation to liquids with the Phillips 16.72 allocation. It is of interest to note, 
however, that Phillips’ counsel during cross-examination of Van Scoyoc on this 
subject, suggested that if both parties had used the same rate of return and the 
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same method of computing income taxes for both natural gas and liquids, the 
Van Scoyoe method would actually allocate less cost to liquids than the Phillips 
method. To this, Van Scoyoc replied: 
A. No, I don’t know that precisely, though somebody said to me that my 
method allocated less cost to gasoline than Phillips’ method did. 
Q. We found that to be true also, Mr. Van Scoyoce (119: 16,037, lines 1-9). 

In spite of the various artificial assumptions and seemingly complicated con- 
cepts involved in Van Scoyoc’s presentation of his allocation method, as out- 
lined above, his allocation ratio may actually be simply characterized as a ratio 
of (1) total combined natural gas and natural gas liquids cost of service to the 
tailgate of the gasoline plants, to (2) the sum of such total combined cost of 
service plus actual liquids revenues. No understandable rationale or justifi- 
eation for the use of this method has been presented, either in the Van Scoyoc 
testimony or in the Wisconsin briefs. The only purported rationale presented 
in the Wisconsin briefs is the statement (p. 28 of initial brief) that: 

The “single marketable product” method is based on the assumption— 
which we submit is valid under the facts here—that either one of the two 
joint products has a value in the market place independent of the other 
which would justify the incurrence of the joint costs necessary to produce 
both. 

However, this assumption, which is thus described as the justification for the 
“single marketable product” method, is clearly not a valid one in vie. of the 
admitted fact that the liquids value of $33,163,998 (Sched. 3, line 3) obviously 
does not justify the incurrence of the $83,597,068 joint cost required to produce 
both the liquids and the residue gas (Sched. 3, line 1). The only other pur- 
ported explanation of the method in the Wisconsin brief is the allegation that: 

The difference between the $116,761,066 . . . and $83,597,068 . . . which 
is $33,163,998, in effect represents the saving that results from the fact the 
two products, residue gas and liquids, are jointly produced, gathered and 
processed, as contrasted from systems where only one of the products would 
be marketed ( pp. 28-29 of initial brief). 

It is difficult to perceive the significance of this statement in view of the fact, 
already noted above, that it is directed to the difference between two artificially 
contrived figures. 

It is concluded that the “single marketable product” method, as thus pre- 
sented, suggests some of the characteristics of the “relative cost” method, plus 
some characteristics reminiscent of the “by-product” approach, but that it 
actually amounts to neither. For the reasons set forth above, it is not consid- 
ered a satisfactory method for use in this proceeding. 


4. Caplan’s modified sales realization method 


Eastern witness Caplan followed the Phillips approach of applying the 
liquids allocation only to the joint costs of the raw gas stream to the inlet 
of the gasoline plants. He made his liquids allocation under a sales reali- 
zation (or relative value) method, on the basis of the ratio of (1) value 
of residue gas sold by Phillips from its systems, to (2) the combined total 
of such residue gas value, plus Phillips’ “net realization’ from natural gas 
liquids. In making this allocation, Caplan made the following adjustments 
to Phillips revenues: 

(1) He adjusted downward the Phillips 1954 test year book revenues of 
natural gas liquids so as to eliminate plant processing costs. 

(2) He adjusted upward Phillips’ revenues from residue gas, so as to 
reflect the same 1956 new contracts average price of 13.47 cents which 
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he had used for the allocation of exploration costs under his RAR method. 

The precise steps of Caplan’s calculation of his liquids allocation ratio 
under the “modified sales realization” method are set forth on Schedule 
34 of Exh. 388. Before directing our attention to these precise calculations, 
it should be noted that Phillips’ Natural Gasoline Department, under con- 
tractual agreements, does some processing of gas belonging to others, on a 
fee basis (89:11,945). The processing costs of Phillips’ Natural Gasoline 
Department include and reflect the costs attributable to these operations, 
and the gross operating income of its Natural Gasoline Department includes 
the income from such operations. A number of steps in Caplan’s calculation 
of the liquids allocation ratio were designed to remove the effect of these 
situations. The Caplan calculations may now be summarized as follows: 

(1) He used the figure of $13,611,087 for gasoline plant processing costs 
(line 6 of Sched. 34). 

(2) Gross operating income of the Natural Gasoline Department is listed 
as $35,791,526 (line 7). 

(3) The difference between these two figures, amounting to $22,180,439, 
represents the net liquids realization for the entire Natural Gasoline Depart- 
ment operations, after deducting processing costs. 

(4) The ratio of this net realization figure for the entire Natural Gas- 
oline Department to gross operating income amounts to 61.9712 percent (line 9). 

(5) In order to obtain a net realization for liquids owned and sold by 
Phillips, excluding income derived from processing of gas for others, Caplan 
applied this 61.9712 percent ratio to an adjusted liquids revenue figure of 
$33,163,999 (line 12), representing Phillips’ actual 1954 income from natural 
gas liquids extracted from the gas which went through the Phillips gathering 
systein. 

(6) This calculation produced a final adjusted net realization for natural 
gas liquids in the amount of $20,522,128 (line 13)—adjusted (a) to elimi- 
nate the effect of those operations involving the processing of gas for others, 
and (b) to deduct plant processing costs. 

(7) Caplan’s liquids allocation ratio was then developed from this liquids 
net realization. figure of $20,552,128, and a gas sales realization figure of 
$79,780,391. The latter figure was derived by multiplying the total volume of 
residue gas sold from systems, in the amount of 592,282,042 Mcf (line 10), 
by the 13.47-cent valuation for natural gas (line 11). 

(8) On the basis of these two realization figures, Caplan then constructed 
a ratio of (a) liquids net realization, to (b) total realization on gas and 
natural gas liquids, producing his final liquids allocation ratio of 20.4840 
percent (line 15)” 

In connection with its attack upon the use of a relative value method 
for the liquids allocation. Phillips notes the fact (pp. 135-136 of initial 
brief) that its gasoline plant operations include the processing of gas for 
others; that because of this situation the use of a relative value method 
would necessarily involve a determination of what revenues and costs are 
associated with these special extraction operations; and that no such prob- 
lem is presented under the Phillips’ Btu allocation method. It is concluded, 
however, that this problem is handled quite adequately under the Caplan 
calculations as outlined above, and it is, therefore, not regarded as the 
basis for any serious concern. 

As noted above, Caplan used as his natural gas value figure the 13.47-cent 
1956 new contracts price, rather than a weighted average market price figure. 


100101: 13,297 ; 117: 15,644, 15,656, 15,657. 
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He explained that, unlike natural gas liquids which are sold on a current 
market price basis, natural gas is largely sold on a long-term contract basis; 
that an unadjusted average sales realization figure would therefore reflect 
an average of such contract prices, rather than the market prices paid 
currently for natural gas. Accordingly, in order to accomplish the objective 
of reflecting current market prices, Caplan here employed the same 13.47- 
cent 1956 new contracts price which he had used under his RAR allocation method, 
supra, and he characterized this price as “an upper limit for the price ratio 
comparison” (101: 13,298-13,300) .”° 

It is of interest to note here that in thus valuing the gas on the basis of an 
average current price for new contracts, Caplan applied the sales realization 
(or relative value) method in a manner more favorable to Phillips than its use 
for the same purpose in the Colorado Interstate case, supra. In the Colorado 
Interstate case the Staff valued natural gas at a figure of five cents per Mcf, 
based upon the then weighted average market price at the wellhead, paid for 
gas being used and sold in the Panhandle field, and this method was approved 
by the Commission in Op. No. 235 (11 F.P.C. 344-345). On appeal to the Tenth 
Circuit, Colorado Interstate attacked the use of a weighted average market price 
for gas, on the ground that it reflected and included low prices being paid under 
old, low-priced contracts, stating : 











































* * * the prices resulted from contracts negotiated decades ago with the 


possibility of inclusion within the conglomerate mass of even distress 
sales.™ 


In spite of this argument, the Court of Appeals affirmed the Commission, 
stating: 


Without setting out the evidence in detail, it is sufficient to say that the 
evidence on which the Commission relied in fixing the value at 5 cents is at 
least as convincing and perhaps more so, than the meager testimony of one 


witness on which Colorado relies to fix the value at 10 cents (209 F. 2d 717, 
at 726). 


Phillips here cites as one of the advantages of its Btu method the fact that: 


It is not dependent upon nor affected by fluctuations in the market value 
of natural gas liquids (initial brief, p. 135). 


In the City of Detroit decision, supra, however, the Court of Appeals made it 
clear that it did not regard as of controlling weight the mere fact that the use 
of a given technique might result in rates being affected to some extent by 
fluctuations in the price of gasoline. The Court stated: 


We believe the fact that crediting extraction revenues to operating ex- 
penses may cause some unspecified and apparently slight effect on rates 
because of fluctuation in the price of gasoline is not a valid basis for re- 
fusing to credit the extraction revenues of Panhandle to operating costs or 
costs of service. Most of the costs which must be recovered through the 
rate, such as labor and equipment expenses, are subject to frequent changes, 
but the Commission has been able to adjust rates satisfactorily. Moreover, 
it may be noted that were the field price used as the Commission proposes, 
it would undoubtedly vary from time to time. The similar problem of 
fluctuation in gasoline prices would not seem to impose a sufficiently heavy 
additional burden upon the Commission to justify depriving the consumer 









0 This characterization was based on the theory that the prices currently being paid 
by a pipeline under a new gas contract are significantly higher than the price the pipeline 
would be willing to pay if it were negotiating for its total over-all gas requirements at one 
time, rather than for only a portion thereof. 

12 P, 26 of Colorado Interstate brief, filed in the cited case on May 5, 1952. 
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of a substantial credit, approximating $2,000,000 in this case, upon the costs 
to be recouped through the rates (230 F. 2d 810, at 820-821). 


Phillips finds an alleged inconsistency in Caplan’s use of the modified sales 
realization method for his allocation of the exploration cost portion of joint 
natural gas and natural gas liquids costs, in spite of the fact that he used the 
RAR method for the allocation of joint exploration costs between natural gas 
and natural gas liquids combined, and oil. It is contended that if the RAR 
approach had been used for the final allocation of exploration costs to liquids, 
the result would have been an allocation of only $869,932 of such costs to liquids 
instead of the figure of $1,725,000 assigned as liquids exploration cost under the 
aodified sales realization method. (pp. 91-92, Phillips’ reply brief) 

Jt is concluded, however, that the two situations are not, in fact, identical. 
u dealing with oil and gas reserves discovered, although the relative volumes 
of gas and oil produced and sold during any given period may be effected by 
extraneous factors such as allowables and the economics of the situation, such 
temporary factors do not have a permanent effect upon the results ultimately 
obtained from the oil and gas discoveries. It is for this reason that it was 
concluded that the allocation of exploration costs between oil and gas should not 
be governed by the relative volumes of these two products produced and sold, 
but rather by the relative volumes of reserves discovered. In the case of natural 
gas and natural gas liquids, which are combined in the wet gas stream, the extent 
of the ultimate hydrocarbon extraction is determined by such factors as the 
market price for gasoline at a given time, and the over-all supply of and demand 
for the various by-products in any given period. These factors have a perma- 
nent effect upon the results ultimately obtained from the wet gas stream, 
in the sense that once the residue gas leaves the tailgate of the plant, or once 
the wet gas stream is delivered to a purchaser, further hydrocarbon extraction 
by Phillips is at an end. Under these circumstances, the rationale for using 
relative volumes discovered, rather than relative volumes produced and sold, 
is not so compelling here. Furthermore, the adoption of the Phillips position 
on this matter would require the use of a fragmented approach, under which 
different allocation methods would be used for the liquids allocation to different 
categories of cost. Caplan stated in this connection: 


I have handled this matter, joint products, on an over-all joint basis be- 
cause it is a single over-all problem of a joint product nature, where it is 
impossible to single out every individual expense item and apply some 
different approach to each (117: 15,772, lines 20-24). 


As previously noted, in arriving at his value for liquids Caplan adjusted the 
gross liquids revenue downward to eliminate plant processing costs. The 


rationale for this adjustment was explained as follows by Eastern (p. 41 of 
initial brief) : 


The * * * adjustment was made to determine the value of the natural gas 
liquids before processing, so as to arrive at their imputed value as a com- 
ponent element of the “raw” gas piped into the plant. 


113 It is true that in the City of Detroit case the argument as to the effect of fluctuations 
in the price of gasoline was made in support of a contention that extraction operations 
should be treated as nonjurisdictional. However, the significance of the argument and 
the Court’s answer are equally applicable here. 

“8In addition, as will be noted a little later, the Caplan modified sales realization 
method is here being adjusted in such a way as to produce a higher allocation ratio for 
liquids than that derived by Caplan. Accordingly, the comparison here made by Phillips 
of the liquids exploration cost figure which would be derived under the RAR approach, 
with the figure derived under Caplan’s unccrrected modified sales realization calculation, 
is no longer applicable. 
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In a footnote to this sentence, Eastern stated: 


Since processing adds additional value to the natural gas liquids, such 
an adjustment is required to avoid over-stating that portion of the cost of 
service atributable to the liquids. 

During cross-examination on this subject Caplan stated: 

* * * T was calculating what the value of the natural gas liquids were 
before they were processed; that is right (117: 15,644, lines 20-22). 

- * v . +. * * 

Q. Is it correct, Dr. Caplan, that you did not intend to charge the residue 
gas with any portion of the additional cost, associated with processing the 
gas through the gasoline plant? 

A. That is correct. (117: 15,646, lines 18-22). 


Phillips contends that the Caplan adjustment to deduct plant processing costs 
was correct, as far as it went, but that it did not go far enough. It is Phillips’ 
position that in order to truly arrive at the value of the liquids in the wet gas 
stream, it was necessary to also deduct the return on Phillips’ gasoline plant 
investment and the related Federal income taxes, on the ground that return and 
taxes on the processing facilities are as much a part of the processing costs 
as operating expenses. During cross-examination by Phillips’ counsel on this 
subject, Caplan agreed that the effect of his method was to include a return on 
the processing facilities in his valuation of liquids in the wet gas stream. This 
is made clear by the following testimony : 


Q. * * * since you are referring to the value of the natural gas liquids 
before they are processed, and since you have deducted from the total re- 
turn only the processing cost without also deducting a return on the invest- 
ment in the processing facilities, you have in effect included in the value of 
the natural gas liquids before they are processed a return on the processing 
facilities. Is that correct? 

A. No, that is not correct. 

Q. In what way do you avoid that? 

A. Excuse me. Excuse me. That is correct. (117: 15,653, lines 13-23). 


. ~ + * + * 


Q. But when you determine the value of the liquids before processing, 
Dr. Caplan, you have in that value the profit on the processing facilities, do 
you not? 

A. That is right. Whatever profit there is (117: 15,658, lines 11-14) .™ 


The rationalization presented by Caplan for his failure to deduct return on the 
gasoline plant investment and related income taxes was difficult to comprehend, 
and no reference whatsoever is made to this problem in either of Eastern’s 
briefs. At one point, Caplan stated: 

I was dealing with sales realization and in sales realization you don’t de- 
duct profit (117: 15,658, lines 20-21). 
A little later the following occurred : 


Q. On what basis do you consider the liquids coming into the plants 
before they are processed to have a value which includes a return on the 
processing facilities? 

A. * * * I was talking about sales realization and in sales realization 
there is whatever profit there is (117 : 15,661, lines 1-8). 

It would appear that Caplan regarded his method as one under which the 
calculation of liquids value was treated in the identical manner as the calcula- 
tion of residue gas value—i.e. “. . . it applies to both sides of the equation.” 


14 Also see Tr. 15,654, lines 8-17. 
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(117: 15,658, lines 9-10) This, however, does not appear to be the case. Be 
eause of the fact that no portion of the gasoline plant costs were here con- 
sidered as attributable to the residue gas (Phillips initial brief, p. 134), the 
residue gas value figure which was used in constructing Caplan’s liquids alloca- 
tion ratio (Exh. 388, Sched. 34, line 11) truly represents the value of the residue 
gas in the wet gas stream, before it was piped into the plant, and accordingly 
no downward adjustment of that figure is required. In the case of the liquids, 
however, the price obtained for this product at the tail-gate of the plant is 
substantially affected by the gasoline plant processing operation. It, therefore, 
becomes necessary to deduct the total gasoline plant costs in order to arrive 
at the liquids value in the wet gas stream.™ 

It may thus correctly be said that the residue gas value figure does include 
and reflect “whatever profit there is” in the natural gas portion of the wet gas 
stream and it is similarly appropriate that the liquid value figure should include 
and reflect “whatever profit there is” in the liquid portion of the wet gas stream, 
before it enters the plant. However, the important point to be observed here 
is that this liquids value should not reflect or include any profit or return 
on the gasoline plant itself and it was here that the Caplan calculation fell into 
error. 

It is interesting to note that in the Colorado Interstate case, supra, where the 
Staff liquids allocation (later approved by the Commission and by the Court of 
Appeals) was derived under the relative value method, the liquids value figure 
was obtained by deducting from gross liquids realization “the cost to make the 
gasoline marketable.” “*® The deductions there made by the Staff under the 
heading of “cost to make the gasoline marketable” included, in addition to 
operating expenses of the gasoline plants: (1) return at six percent on the 
gasoline plant investment, and (2) related Federal income taxes.™ 

For the reasons set forth above, it is concluded that Caplan’s modified sales 
realization method should be corrected to reflect the deduction of return on 
gasoline plant investment, and related income taxes, in addition to plant 
processing costs. 

In making this correction to the Caplan calculation Exh. 425, presented by 
Phillips witness Cramer for this purpose, will be used as a point of departure. 
Exh. 425 commences on line 8 with the figure of $22,180,439 from Caplan’s Sched. 
34, line 8—representing (a) total gross operating income from the gasoline 
plants, minus (b) plant processing costs. Cramer then proceeded to deduct re- 
turn on gasoline plant investment, and related Federal income taxes at lines 8a 
and 8b. This, of course, required corresponding changes in the figures appearing 
on lines 9, 13, 14 and 15 of Caplan’s Sched. 34. On the basis of these calcula- 
tions, Cramer derived a final liquids allocation ratio of 15.1884 percent (line 15), 
which Pbillips contends is the necessary result of a correct application of Cap- 
lan’s modified sales realization method. However, it is concluded that a number 
of corrections must here be made to the Cramer Exh. 425 calculation, as follows: 

(1) As will be discussed in detail at a later point, a rate of return of 9.25 


u8 Tt should be noted that this situation is totally different from that involved in our 
RAR allocation of joint exploration costs as between gas and oil. In that situation, as 
noted in the course of our earlier discussion of the RAR method, if gas and oil reserves 
were to be valued on a below-ground basis, the sales realization from both products would 
have to be adjusted downwards. 

16 See brief filed with the Commission by Staff counsel (p. 10, lines 4-7) on May 5, 
1952 in Colorado Interstate case, supra. 

T See Staff Exh. No. 26 in the Colorado Interstate case, supra, Schedules A-9, A-—13, 
A-15 and A-21. The 6 percent rate of return used in this connection was the rate of 
return recommended by Staff in that case for jurisdictional investment. 
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percent is herein being adopted for Phillips’ jurisdictional investment, instead 
of the 12 percent rate of return proposed by Phillips. Accordingly, a 9.25 
percent rate of return must be substituted on line 8a of Cramer’s Exh. 425 
calculation. 

(2) In addition, Cramer on the same line applied his rate of return to 
Phillips’ 1954 average investment in gasoline plants, amounting to $28,622,469 
(120: 16,100; Exh. 318). As will be set forth at length in connection with our 
later discussion of the question of Phillips’ jurisdictional rate base, we are 
there adopting the Phillips position that year-end investment should be used 
rather than average rate base, because of evidence indicating a trend for a 
steady increase in the investment required per unit of natural gas produced and 
sold. In the case of natural gas liquids, the evidence also shows a steady 
trend, but in the opposite direction—i.e., for a steady decline in investment re- 
quired per unit of liquids produced and sold.“ Under these circumstances, it 
is concluded that the same rationale similarly requires the use of year-end gaso- 
line plant investment in computing the Exh. 425 deduction of return on gasoline 
plant investment. Accordingly, the lower 1954 year-end investment figure of 
$26,879,925 (120: 16,100; Exh. 318) must be substituted on line 8a of Exh. 
425, in place of Cramer’s 1954 average investment figure of $28,622,469. 

(3) The new “return on gasoline plant investment” figure thus obtained for 
line 8a produces a corresponding change in the line Sb figure of related Federal 
income taxes. 

The net result of the above corrections to Cramer’s Exh. 425 is to produce a 
final approved liquids allocation ratio of 16.7881 percent under the modified sales 
realization method as corrected to reflect the proper deduction of return on 
gasoline plant investment and related Federal income taxes.“ This 16.7881 
percent liquids allocation ratio is adopted herein in place of Caplan’s allocation 
ratio (Exh. 388, Sched. 34) of 20.4840 percent. 

It will be noted that the ultimate result, therefore, is to produce a final liquids 
allocation ratio which is only slightly higher than the 16.7202 percent ratio 
proposed by Phillips under its Btu method. In this connection, however, it is 
to be observed that this result was arrived at by an adjustment under which 
there was applied to Phillips’ gasoline plant investment the same 9.25 percent 
rate of return which is being approved in this proceeding for Phillips’ jurisdic- 
tional rate base. In Caplan’s explanation of his failure to deduct return on 
gasoline plant investment in connection with his liquids allocation computation, 
he referred to “the difficulty of determining an appropriate rate of return for 
the Natural Gasoline Department”. (101: 13,302, lines 24-25; 117: 15,647, 
line 23—15,648, line 1). He suggested that another possible approach for deal- 
ing with this problem would have been to treat gasoline plant operations as 
jurisdictional, which would have had the result of crediting the gasoline plant 
investment with a certain rate of return. However, he concluded: 


It seemed to me that raised a great many questions, which I thought 
would be desirable not to get involved in, and, therefore, as an alternative, 
I used this modified sales realization, which does not make any specific 
allowance for a specific rate of return (117: 15,650, lines 14-18). 


It is recognized that this situation presents a possible problem, in that it might 
well be argued that Phillips’ gasoline plant operations do not involve risks com- 
parable to those which are inherent in its production operations. In addition, it 


18 1953—net gasoline plant investment per gallon of liquids produced was 3.6 cents 
per gallon; 1954—2.88 cents per gallon; 1955—2.48 cents per gallon; 1956—2.73 cents 
per gallon. (See Exhs. 318 and 354, p. 2.) 

18 This corrected calculation is set forth in Appendix Table 1 to this decision. 
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may be noted that the technique of deriving a wet gas stream liquids value by 
deducting from gross liquids realization a 9.25 percent return upon gasoline 
plant investment, in effect reflects an assumption that whatever may happen 
to the market price of liquids in the future the earning of a 9.25% rate of return 
upon the gasoline plant investment is permanently attributed to the gasoline 
plant operations for the purpose of calculating the instant allocation. This 
might conceivably have the effect, under certain circumstances, of understating 
the value which should properly be attributed to the liquids in the wet gas stream. 

Although these problems may be troublesome, they do not justify Caplan’s 
failure to make any deduction whatsoever for return on gasoline plant invest- 
ment and related income taxes. Furthermore, since our instant record does 
not provide any other basis for reflecting an appropriate deduction of return 
on gasoline plant investment than that here adopted, it is not possible to make 
any further adjustment herein to eliminate these problems. However, it is 
not inappropriate to note here that as a result of the factors indicated above, the 
portion of joint natural gas and natural gas liquids costs here allocated to 
liquids may, in fact, be somewhat understated. 


XII. Rate Base 


In calculating Phillips’ jurisdictional rate base it is, of course, necessary to 
apply the various allocations already discussed above. With respect to the 
joint product leases, the percentage of non-exploration rate base allocated to 
gas is the same 23.5928 percent derived under the relative cost method for 
“return and taxes” in Phillips’ Exh. 282, p. 11. Exploration investment, as 
already noted, is here allocated under the same RAR method used for explora- 
tion expenses. The allocation to natural gas liquids of the appropriate portion 


of the combined natural gas and natural gas liquids investment is determined 
under the Caplan modified sales realization method, adjusted for the corrections 
noted above. 


Beyond this, only a few problems are raised in connection with the rate base 
issue. 


A. Staff Contention That Certain Items of “General and Service Assets” Should 
Be Excluded From Phillips Rate Base 

The Staff contends (initial brief, p. 79) that certain items included by Phillips 
under the heading of “general and service assets’’—.e., the Rabbit Ears Lodge, 
an apartment hotel in Bartlesville, Oklahoma, a hospital in the Borger, Texas 
vicinity, and Patents and Trademarks—are non-utility in character, and should 
have been excluded from the Phillips rate base. At the outset, it should be noted 
that this entire issue is de minimis, since the proposed Staff adjustment in this 
connection would result in only a $324,055 reduction in total rate base. Under 
a 9% percent rate of return, this would produce an ultimate reduction of the 
return component in the amount of $29,975. This latter figure, together with 
related income taxes, represents the total possible impact of this issue. 

In both the Phillips and Staff cost of service exhibits the dollar amounts to 
be included under the heading of “general and service assets” (the label used 
by Phillips), or “general plant facilities” (the label used by Staff for the identical 
item) were derived on the basis of a short-cut allocation factor. The Phillips 
method was to calculate the ratio of (1) total system-wide general and service 
assets, of all types, amounting to $27,873,925, to (2) total net investment of all 
system-wide capital assets assigned to all Phillips Departments in the amount 


12 Including all its varied operations. 
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of $771,486,303.90—producing a ratio of 3.6 percent. Thereafter, in order to 
arrive at the amount to be included in rate base for “general and service assets”, 
Phillips simply applied this percentage of 3.6 percent to the total figure for “net 
direct investment” appearing in its instant cost of service. It is true that the 
total lump sum amount thus derived by Phillips for the item of “general and 
service assets” under this short-cut method in some way reflected a portion 
of the Phillips total net investment in the questioned items listed above, just 
as it also equally reflected a portion of all other types of Phillips “general and 
service assets.” This results from the fact that the 3.6 percent formula was 
derived from a ratio which included Phillips’ total system-wide “general and 
service assets”, without distinction as to their character. 

Phillips, however, correctly points out that even if it were deemed worth- 
while to pursue this question further, and even if it were concluded that some 
of the specific items listed above should not be reflected as part of its jurisdic- 
tional rate base, any attempt to exclude them from the “general and service 
assets” as thus calculated for the Phillips cost of service would present serious 
complications. For example, the exclusion of the appropriate amounts related 
to these particular items would then necessitate the making of a separate and 
precise calculation of the total net investment in each and every “general and 
service asset” which could properly be regarded as a legitimate portion of total 
utility investment, for the purpose of determining whether the aggregate of 
total net investment in all of such admittedly proper “general and service asset” 
items did not, in fact, equal or exceed the total dollar amounts here included 
by Phillips in its instant cost of service for “general and service assets.” (73: 
10,080) Truly the de minimis nature of this issue does not justify any such 
complicated calculations. 

The Staff computation of the “general and service assets” item under its 
own cost of service follows the same general principle, although the calcula- 
tion was slightly different. The Staff started out by computing the ratio of 
(1) average net investment in gas plant to (2) total average net plant invest- 
ment, minus average general plant facilities, resulting in a ratio of 13.6069256 
percent. The application of this percentage to the unadjusted average general 
plant facilities figure of $15,747,876 produced an unadjusted “general and 
service assets” rate base figure of $2,142,802. In order to eliminate the “gen- 
eral and service assets” items which Staff characterizes as non-utility type 
items, the total investment in those items, amounting to $2,381,539, was deducted 
from the average general plant facilities figure of $15,747,876, producing an 
adjusted figure of $13,366,337. The 13.6069256 percent was then applied to this 
adjusted figure, to produce the Staff’s adjusted “general and service assets” 
figure of $1,818,747—which Staff contends is the correct amount of “general 
and service assets” to be included in the Phillips rate base. 

However, the Staff’s short-cut adjustment method, as thus outlined, is sub- 
ject to the same problem noted above with respect to the Phillips short-cut 
method—i.e., that if the questioned items are to be eliminated in toto, then in 
order to obtain a correct result it would become necessary to make a separate, 
precise calculation of the total net investment in each and every “general and 
Service assets” item which could properly be regarded as a legitimate portion of 
total utility investment, to determine whether such an adjusted short-cut method 
fully reflected the entire amounts properly chargeable for each of such legitimate 
items. 

For the reasons indicated above, the proposed Staff adjustment on this issue 
is rejected. 
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B. Year-End vs. Average Rate Base 


The only major issue with respect to rate base is whether it should be deter- 
mined on the basis of year-end investment or upon the average of the test year. 
Phillips used the year-end investment. The Staff and interveners Eastern, 
Wisconsin, and Southern averaged the beginning and end of the test year, to 
obtain an average rate base. The difference between these two methods pro- 
duces an impact of over $1,500,000 in the total cost of service. 

The Staff and intervener argument against year-end rate base is that it weighs 
in for a full year the cost of plant additions made during the year, whereas 
the revenues and expenses against which the investment has been matched are 
not adjusted to reflect the operations of the facilities installed on a full year 
basis (101: 13,292-94; 13,370). Both Eastern and the Staff contend that the 
use of average rate base is consistent with prior Commission practice. In sup- 
port of this contention, they cite a number of earlier Commission decisions in 
which average rate base was in fact used, but where the question did not develop 
as a contested issue and accordingly was not the subject of any analysis in the 
Commission decision. 

In support of its position that year-end investment should be used, Phillips 
argues that its Exhibit 237 demonstrates that, both on an absolute basis and on 
the basis of net investment per unit sold, the Phillips net investment has been 
increasing substantially each year. It is accordingly contended that it is year- 
end investment, rather than average rate base, which is more representative 
of the future. The Phillips reply brief (p. 95, footnote 2) cites a number of 
Commission decisions (all prior to 1949) in which year-end investment was 
used. However, most of these decisions were issued in settlement cases, and 
none included any discussion of the problem. 

Generally speaking, it would appear to be desirable to use average rate base, 
provided that the test-year relationship between average rate base and actual 
annual volumes of sale may be regarded as representative of the future. This 
was, in fact, the basic principle or criterion laid down by the Commission in 
two important cases where Commission policy on this issue was discussed in 
detail—i.e., Op. No. 258, In the Matter of United Fuel Gas Company, 12 FPC 
251 (1953) ; and In the Matter of Otter Tail Power Company, 8 FPC 393 (1949). 
In these two cases the Commission concluded, on the basis of the evidence 
there presented, that the test-year relationship between these two factors was 
a representative one, and accordingly average rate base was used. 

In the United Fuel Gas Company case the Commission stated : 


We do not believe that a rate base computed as of one point in time is 
necessarily a proper measure of the investment which produced revenues 
over a period of time or which will be required to produce a volume of 
annual sales by a company which has experienced and still anticipates 
growth at the rate recorded for United Fuel. Sales are made by means of 
a plant which changes frequently. A precise measure of the plant used to 
produce a specific annual sales volume would be an average of the daily 
plant balances for the year. Such precision is unnecessary in the ordinary 
case where additions are relatively small or evenly spaced, hence we have 
frequently used average monthly balances to derive an approximation of the 
average continuous plant investment during a test period. In the instant 
case, it appears that United Fuel made additions to plant uniformly through- 
out the year, and, consequently, an average of the beginning and ending 
plant balances gives a reasonable approximation of the average continuous 
plant balance (12 FPC 255-256). 
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However, after thus setting forth the general principle to be followed in the 
absence of unusual conditions requiring a different treatment, the Commission 
proceeded to state the proviso in the following language: 


Underlying our method of matching investment with revenues, there is 
the implicit assumption that the pattern of the period chosen is represen- 
tative of the future—that the size of the plant investment in a particular 
period is related to sales of such period and that this relationship is rel- 
atively constant, and will hold true for the future (12 FPC 256). 

In the United Fuel case the proviso just quoted was not applicable because, as 
there noted by the Commission, it appeared that United Fuel’s historic growth 
in total sales had closely paralleled its growth in plant. It further appeared 
that United Fuel intended to expand its system, and that it anticipated a steady 
growth in sales volumes. The Commission noted that if this historic trend 
continued, investment requirements per unit of sales might be expected to decline, 
rather than to increase over test period requirements—since the record indicated 
that average plant investment per annual sales volumes had gone down from 59 
cents per Mcf in 1947 to 52 cents per Mcf in 1951. It was thus apparent that in 
the light of this trend the ratio of average rate base to annual sales volumes 
would be even lower in subsequent years than during the test period, and it was 
accordingly inappropriate to match test-year volume of sales with year-end rate 
base, which was even higher than average rate base for that year. 

Similarly, in the Otter Tail Power Company case, supra, there was no con- 
tention that investment requirements per unit of sales were increasing. The 
Commission therefore concluded that under the facts there noted the use of 
the averaging method was appropriate. However, the Commission stated: 


In other cases depending upon the particular facts, we have considered 
the year-end balances as well as the yearly average balances for the test 
year. It has been our aim to use the method which would more clearly 
represent the future experience as far as that could be determined (8 FPC 
401 ; emphasis supplied). 

An examination of the evidence in the instant case demonstrates that the 
relationship between Phillips’ 1954 average investment and the 1954 actual 
annual volume of sales was not, in fact, representative of the future, since it 
appears that the ratio of net plant investment required per million Btu’s pro- 
duced and sold has been steadily increasing from 36.79 cents in 1951 to approxi- 
mately 56.94 cents in 1956. (Exh. 237; 80:10,797) ™ It thus appears that in 
order to maintain the same level of production which was experienced in 1954 
a constantly higher investment is required. (80: 10,797-99) 

Since it therefore seems clear that Phillips’ 1954 relationship of sales volume 
to average rate base is not a representative one for the future, the problem here 
is to determine or develop a different relationship which would, in fact, be rea- 
sonably representative of the ratio between average rate base and actual annual 
volume of sales expected to pertain for 1955, 1956, and subsequent years. Ac- 
cordingly, in considering the propriety of Phillips’ use of 1954 year-end rate base 
and 1954 actual annual volume of sales in this case, our attention should be 
directed to whether the resultant ratio would be comparable to and in line with 
the relationship of average rate base to actual annual volume of sales experienced 
in 1955, 1956 and subsequent years. 


121JTn fact, with the sole exception of the year 1950 when a very slight drop was 
experienced, the net plant investment per million Btu’s sold has increased steadily in every 
year commencing with 1946. It is recognized that the Exh. 237 figures are based upon 
total investment including oil and gas, and total sales including both products. However, 
this does not affect the point made here. 
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The answer to this factual question can be determined in a rough way, which 
is sufficient for our present purpose, by reference to the data contained in Exh. 
237. Calculations based upon this data indicate that Phillips’ 1955 average net 
plant investment per million Btu’s sold 12 was 51.61 cents; that the 1956 figure was 
54.60 cents ; and that if the trend indicated by Exh. 237 were to continue, it could 
be expected that even higher ratios would be incurred for 1957 and the years 
immediately following. By contrast, the 1954 test year average net plant in- 
vestment per million Btu’s sold ™ was only 48.96 cents—a figure which clearly is 
not representative of the ratio prevailing for 1955 and 1956 and which can be 
expected to prevail for the ensuing years. 

On the other hand, the 1954 year-end investment per million Btu’s sold, being a 
ratio comparable to Phillips’ instant proposal to use 1954 year-end investment 
plus 1954 actual revenues, amounted to 51.81 cents. This figure is practically the 
same as the 1955 average net plant investment per million Btu’s sold which 
amounted to 51.61 cents, and is, in fact, lower than the 1956 average net plant 
investment per million Btu’s sold amounting to 54.60 cents. It is therefore con- 
cluded that the use of 1954 year-end investment, plus 1954 actual revenue, in 
the instant case does produce a result which can be regarded as reasonably rep- 
resentative of the relationship between average rate base and actual annual 
volume of sales for 1955, 1956 and ensuing years: that this is not true of the 
relationship between 1954 average rate base and 1954 actual revenues; that ac- 
cordingly the Phillips rate base in the instant case should be computed on the 
basis of year-end rate base.™ 

In reaching this conclusion, it is of interest to note the position taken in similar 
situations by State regulatory commissions in recent years. In the Matter of 
Potomac Blectric Power Company, 8 PUR 3rd 76 (1955) was a rate case before 
the District of Columbia Public Utilities Commission. The Commission noted 
that the uncontroverted evidence submitted by the company indicated that it had 
been and would be compelled to make extensive additions to its facilities to keep 
pace with the constantly growing demand for power within its service area, and 
that increases in earnings from new facilities had not kept pace with the related 
increases in investment. Under these circumstances, the company contended that 
instead of using average investment for the preceding year as a rate base, the 
net investment at the end of the year should be adopted as the base for the 


purpose of determining its allowable earnings. The D.C. Commission agreed with 
this contention, stating: 


Since rate making is geared to the future, from a theoretical standpoint 
both the investment and revenue figures should be projected. Because of the 
serious elements of speculation and uncertainty which often are injected by 
such an attempt at projection, however, it has been a usual practice to em- 
ploy actual or adjusted past figures for both investment and revenues. This 
is justified normally by the fact that increases in plant may be expected to 
result in approximately proportional increases in revenues so that an ap- 
propriate allowance for future investment is automatically provided. So 
long as this expectation is regarded as sound it is essential, of course, that 
corresponding figures be used for revenues and rate base, or, in other words, 
that the rate base represent the plant which produced the revenues for the 


122 Obtained by adding 1954 and 1955 year-end investment, and dividing by two; then 
relating the resultant figure to the 1955 volume of production sold. 


18 Involving a ratio comparable to the Staff and interveners’ proposal to use 1954 
average rate base plus 1954 actual revenues. 


1% For recalculation of the Phillips rate base on the basis of year-end investment, see 
Appendix Table 2. 
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period taken. Since the investment in plant varies throughout any revenue 
period, this is accomplished by taking a weighted net average during the 
period. 

The premise that increases in plant produce an approximately proportion- 
ate increase in revenues loses validity, however, when large new investments 
must be made at prices sharply higher than the average cost of existing plant. 
To provide a rough counter-balance for this “attrition” in earnings a con- 
siderable number of regulatory bodies have permitted the use of “end of 
period” rather than “weighted average” rate bases in appropriate cases * * * 
For this same reason we have concluded that it is reasonable to adopt “end 
of year” rate base in the present proceeding. In so concluding, however, 
we must emphasize that it is a deviation from what might be regarded as 
the proper standard under more normal conditions, and our action is not to 
be construed as furnishing a precedent in the case of other companies not 
faced with the same combination of circumstances or in the case of PEPCO 
itself when the present extraordinary situation shall have been altered (8 
PUR 3rd, at 89-90). 


In the Matter of Florida Power Corporation, 99 PUR (NS) 129 (1953) was a 


rate case before the Florida Railroad and Public Utilities Commission. The 
Commission held : 














































































































In normal times and under stable conditions the amount of revenue 
required to produce a fair rate of return can generally be calculated 
accurately and equitably upon the average and not the year-end balances 
of the test year. On the other hand, where a utility is in the throes 
of unusual growth and confronted at the same time with constantly 
increasing investment and operating costs, conventional notions of rate 
making must be adjusted to the circumstances and this is especially 
true where net earnings fail to keep pace with heavy additions made 
and to be made in plant investment. Where there is little fluctuation 
in a utility’s investment accounts from the beginning of the year to the 
end of the year, we believe that the rate base should be predicated 
upon the net average investment for the test period. We have followed 
that method consistently for many years and will continue to do so 
whenever and wherever the investment accounts disclose nothing more 
than a normal growth. In the present case, a net average investment 
rate base for the test year 1952 would be $76,000,000 in round figures 
whereas the utility at the end of 1952 had more than $95,000,000 invested 
in electric plant. If we use the average investment for the year 1952 
in determining the rate base, we would assume an investment level that. 
is more than a year old. Such a rate base would bear no relationship 
to the actual conditions as they now exist. There seems to be only 
one sound objection to the use of the year-end rate base and that is 
that some additional revenues must be ascribed to plant additions; how- 
ever, this would be largely offset by the factors of additional depreciation, 
taxes, and expenses, so that there is little, if any, danger of excessive 
compensation. Under present conditions, as disclosed by the record 
herein, we conclude that the year-end rate base is more realistic than 
the average investment rate base. Inasmuch as we are here fixing rates 
for the present and for a reasonable time in the future, we should not 
use an investment figure that is already more than a year old. During 
a period of rapidly rising prices and plant expansion, it is difficult in 
proceedings of this nature, to determine an adequate and reasonable rate 
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base. We must be fair to the public and exercise our rate-making 
power in such a way that the public is protected against exorbitant or 
unreasonably high rates. At the same time, the interest of the utility, 
and those who invest in its securities, must also be protected against 

































































: noncompensatory rates (99 PUR (NS), at 134-135). 

¥ XIII. Adjustments to Test Year 

f A. Adjustment for Tex-Booster, and Wage Increase Adjustment 

; Phillips’ cost-of-service presentation in this proceeding is based on the test 

; year 1954, adjusted to reflect certain changes which it contends are required 

" in order to provide a test-year representative of the future (initial brief, 

. pp. 140-141). It cites as a general justification for such adjustments the 

t settled policy and practice of the Commission, as set forth In the Matter 

0 of Northern Natural Gas Company, 11 FPC 123, 129: 

8 Our settled policy and practice, and we believe the only proper policy 
and practice, is to test rates for the future on the basis of actual oper- 
ating experience of a representative period of time and to adjust that ex- 

* perience for known changes which have occurred or will occur. We have 

” consistently refused to adjust rates on the basis of forecasts which are 
inherently uncertain and speculative. 

3 The chief Phillips adjustments for “known changes” which will be dis- 

. cussed at this point are (1) general wage increases occurring since 1954, 

. and (2) the addition of investment and expenses for Tex-Booster. Another 

ly major adjustment proposed by Phillips for increased purchased gas costs 

te which Phillips anticipates it will incur in the event it obtains its requested 
ry rate increases in this proceeding will be discussed at a later point. 

a The Tex-Booster adjustment relates to a field compressor station con- 

a structed by Phillips in Sherman County, Texas, in the latter part of 1956, 

“ for the purpose of maintaining its 1954 rate of deliveries to Michigan-Wis- 

ad consin Pipe Line Company (60: 8459-60; Exh. 219). The proposed adjust- 

od ment includes an operating expense item of $126,500, and an addition to 

a investment in the amount of $1,300,000 (Exh. 269, sheet 1, lines 11 and 18). 

ss The proposed wage increase adjustment, amounting to a total of $1,106,541 

mt (Exh. 269, sheet 1, lines 5 and 12; sheet 2, line 2), is based upon two general 
os wage increases granted by Phillips—(1) a four-percent general wage and 
od Salary increase which became effective March 1, 1955, and (2) a six-percent 

52 general wage and salary increase which became effective February 1, 1956 

at (60: 8447) .2* 

‘ip Neither the Tex-Booster adjustment nor the proposed wage increase ad- 

as justment involve the common problem sometimes encountered in connection 

is with proposed adjustments for known changes—i.e., of related impact upon 
am the test year volume of sales. 

* However, because a major portion of these two items represents changes which 

"6 occurred in 1956, a somewhat different problem is presented. Where adjustments 

ot are proposed for known changes occurring far beyond the end of the test year, 

on the question properly arises whether there may not in fact have been other rele- 
vant and counterbalancing changes in operating expenses, investment or volume 

tes . ‘ 

on of sales during such later period. In view of this problem, it is sometimes con- 

ng cluded that where the proposed adjustment is too far down the road past the end 

in 1% Similarly, see Board of Supervisors vs Virginia Electric and Power Co., 196 Va. 1102, 

ate 87 SE 2nd 139, 150: Western Light and Telephone Co., 17 PUR 83rd 422, 425. 


1284 third general wage increase of 5 percent became effective April 1, 1957, totalling 
$1,132,743 on an annual basis. This last wage increase has not been included by Phillips 
as an adjustment herein (81: 10,935). 
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of the test year, the only safe course would be to make a full cost of service 
study for such later year, rather than simply to adjust the original test year to 
reflect an isolated adjustment for a particular change. 

Although this caveat is generally an important one, it does not appear to be 
applicable in the instant case because of certain particular circumstances which 
will now be outlined. As earlier noted herein, although Phillips presented its 
instant case on the basis of a 1954 test year, Phillips witness Cramer during the 
course of the hearing presented a 1956 cost of service study (Exh. 303), which 
he had prepared since the hearing commenced for the purpose of checking 
whether his 1954 test-year cost of service, as adjusted, was reasonably repre- 
sentative of the future. He testified that the 1956 study was prepared on the 
Same basis with respect to allocations as Exh. 282, and that the arrangement 
of material was very much the same, 


* * * the primary difference being that I have used the figures 1956, the 
year 1956 in this exhibit, and have not made any adjustments for any changes 
in costs that might have occurred after December 31, 1956 (74: 10,112). 


Cramer stressed the fact that unlike the 1954 test-year cost of service presented 
in Exh. 282, Exh. 308 was based strictly on actual 1956 experience, without any 
adjustments. (74: 10,114) The 1956 cost-of-service study, as thus presented, 
showed a slightly higher total cost of service and a slightly greater deficiency 
in earnings than the test-year 1954 cost of service as adjusted.” Under these 
circumstances, it would appear that the effect of reflecting the above adjustments 
in Phillips’ test-year cost of service would not be to render it unrepresentative 
of the future. 

The adjustments referred to above are actually not seriously questioned by 
the interveners in this proceeding. The Staff, however, expresses the firm con- 
clusion “that no out-of-period adjustments of any kind should be made to the 
cost of service for the test year in this proceeding.” (initial brief, p. 25) The 
Staff suggests that Phillips has treated the matter of adjustments as “a one-way 
street”, reflecting only those adjustments which would have an upward effect 
upon its cost of service, but ignoring those which would decrease its cost of 
service. 

In this connection, the Staff states: 
There may be and probably are numerous other downward adjustments 
of a similar character that became effective during the years 1955 and 1956. 


Without offering any evidence to support this assumption, it is then used as the 
foundation for a Staff contention that: 


Since all known out-of-period changes were not introduced, considered 
or reflected in the costs of service utilized by Phillips, it follows that it 
would be neither fair nor equitable to include only those that would be of 
financial benefit to Phillips (pp. 25-26 of initial brief). 

The Staff cost of service witness Vaught, in explaining that his own cost of 
service study (Exhs. 208 and 212) “stayed strictly within the test year and in- 
cluded only those costs recorded on Phillips’ books” ™ stated the matter some- 
what differently, as follows: 

Not wishing to disturb the test year, realizing the complications that 
might arise that would make it necessary to go back and examine or g0 
forward and examine operations for several years, it was thought expedient 
to handle items of cost as set forth in Exh. 212 * * * (50: 7153, lines 15-19). 


17 The 1956 total cost of service amounted to $84,871,911 as compared with the Exh. 
282 total cost of service in the amount of $82,063.375. The 1956 deficiency in earnings 
amounted to $37,657,677, as compared with the Exh. 282 deficiency of $36,495,083. 

18 50: 7149. 





rvice 
ar to 


O be 
rhich 
d its 
z the 
Thich 
‘king 
epre- 
1 the 
ment 


, the 
Inges 


onted 
P any 
nted, 
iency 
these 
nents 
ative 


d by 

con- 
o the 

The 
Way 
effect 
st of 


nents 
1956, 
is the 


dered 
nat it 
be of 


st of 
nd in- 
some- 


; that 
or go 
dient 
5-19). 


e Exh. 
rnings 


FEDERAL POWER COMMISSION 703 


Because of this general policy conclusion, it is clear that Vaught actually made 
no attempt to determine whether there were “known changes” either in an up- 
ward or downward direction, and he conceded that prior to the hearing he had 
no previous knowledge of either the 1955 and 1956 wage increases or of the 
Tex-Booster construction (50: 7151; 7155-56). 

It is concluded that the problem of adjustments cannot be handled simply on 
the basis of the arbitrary fiat that it is simpler “not to disturb the test year” ; that 
under all the circumstances outlined above, with particular reference to the situa- 
tion indicated by Phillips’ 1956 cost study, the Staff complaint against the re- 
flection of these adjustments should not be sustained. 


B. The Contention that Phillips’ Investment in the San Juan Facilities Should 
be Excluded from Rate Base 


As already noted in detail in connection with our discussion of Caplan’s royalty 
adjustment under his RAR method, Phillips transferred its San Juan properties 
to Pacific Northwest Pipeline Corporation in November 1955. Interveners 
Southern and Wisconsin contend that this transfer constituted a “known change” 
which should be reflected as a downward adjustment to Phillips’ test year rate 
base (Southern initial brief, pp. 11-12; Wisconsin reply brief, p. 11). It may 
be noted that the total San Juan investment, amounting to $11,537,444, includes 
San Juan exploration assets in the amount of $3,106,686 (Exh. 346, sheet 3). 
This latter item has already been allocated out of Phillips’ jurisdictional cost 
of service under the Caplan RAR method, which has here been adopted, since 
he allocated an appropriate portion of total exploration investment to royalty 
gas. If the position here advanced by Southern and Wisconsin were adopted, 
it would require a further reduction of the Caplan-computed rate base by 
slightly over $8,000,000, representing Phillips’ net investment in San Juan 
producing leases (Exh. 346, sheet 3). 

The fallacy in the interveners’ position here is that it treats the situation as 
one in which San Juan acreage was disposed of in 1955, and in which no addi- 
tional leaseholds took their place. This, however, was not the case. Phillips’ 
policy witness Learned testified, in this connection, with reference to the 1955 
sale of the San Juan acreage: 


I can only say that we have probably already considerably more than 
reinvested the funds that came from that sale. They were a reasonably 
small amount and the override has been very small up to date. I don’t 
think there is a question in the world but what they have already been 
reinvested (92: 12,460-61). 

In addition, Phillips’ witness Cramer testified : 


All the way through I have been concerned about whether or not the 
cost of service study which I have prepared in connection with the year 
1954, and as an adjustment that I had made, and including the investment 
in the San Juan leases and expenses and revenues that we are now talking 
about, of whether or not that was truly representative of the future. 

I was aware that we had—although we had sold these properties that 
we had acquired other properties, and if I were going to take one out then 
I probably would need to consider including others that had been acquired, 
so that is * * * 

* af : * * * * 


That was the reason that I was anxious to prepare an experimental test 
year for the year 1956 which has the San Juan properties out so far as the 
investment and expenses. It has all of the other changes that have 
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occurred, including the small drop in the direct dry hole expense that Mr, 
Lamb referred to yesterday, and as a result of that experimental test year, 
and knowing the results thereof, I concluded that the cost of service study 
as I had prepared it, including the adjustments and including San Juan, 
was representative of the future as tested by the year 1956 (73: 10,006, 
lines 2-23; emphasis supplied). 

* * * Rg a * * 


Again, with respect to the San Juan, the company is constantly acquiring 
additional properties and maybe from time to time relinquishing the owner- 
ship of others, and knowing the magnitude of the additional properties that 
had been acquired after the year 1954 it seemed to me that it was unneces- 
sary to make an adjustment with respect to San Juan. 

Now, for example, the natural gas departments rate base, or net invest- 
ment at the end of 1954, was approximately 130 million dollars, but after 
removing the San Juan properties that were adjusted out in November 
of 1955, and the additions to the gas department’s properties in the year 
1955, not only replaced the San Juan, dollar for dollar, but added some 
seven million dollars to the net investment over and above the depreciation 
and depletion that was recorded in the year, also (73: 10,007, lines 11-25). 

Southern notes the fact that the San Juan properties, which were included 
in the Phillips rate base for the test year in the amount of approximately 
$11,500,000, actually produced only $141,968 of jurisdictional revenues during 
that year. The Southern brief suggests that it would be unfair to include these 
properties in Phillips’ rate base in view of the fact that the test year revenues 
received therefrom were insignificant, and that the properties were disposed of 
by Phillips as soon as they commenced to earn substantial revenues. The same 
argument, of course, could be made for the exclusion from Phillips’ test year 
rate base of other undeveloped leaseholds which produced little or no revenue 
during the test period. However, this argument is not regarded as impressive, 
since it is not unusual for a substantial time lag to occur before potentially 
valuable leaseholds acquired by a producer in the normal course of business 
commence to produce and earn revenue. If this practice were not followed, the 
continual development of new reserves which is of such importance to consumers 
would be seriously hampered. 


C. The Staff Objection to Phillips’ Allocation of a Portion of Gasoline Depart- 
ment Investment to Natural Gas 


Phillips witness Cramer allocated to natural gas a portion of the Natural 
Gasoline Department service facilities, in the amount of $2,430,895. (Exh. 269, 
sheet 1, line 17; Exh. 282, p. 17, line 2, col. 2). He testified that these particular 
facilities, as a matter of convenience, are maintained in Phillips’ Natural Gaso- 
line Department accounts, but that they actually serve both the Natural Gasoline 
and the Natural Gas Departments; that he accordingly allocated an appropriate 
portion of the investment in such facilities to the Natural Gas Department, 
based upon the actual use of those facilities by that Department (59: 8279-80; 
Exh. 220, p. 4). An illustrative item of this type would be “cooling towers” 
(59: 8287). Cramer explained that if the Natural Gas Department had provided 
its own independent facilities for services of this type, the investment chargeable 
to that Department would probably have been larger than that allocated by him 
under his present method, where the Natural Gas Department shares those fa- 
cilities with the Natural Gasoline Department (74:10, 150-51). 

The Staff objects to this item, contending that no portion of gasoline plant 
investment should be allocated to natural gas. The only basis set forth for this 
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objection is the bare statement (p. 27 of initial brief) that the Staff believes 
“that return or profit from gasoline plant operations should come from the sale 
of the liquids and not from the sale of gas.”™ This statement is not regarded 
as relevant here since, as noted above, the facilities we are here discussing do 
not represent a gasoline plant operation but instead constitute a useful service 
in connection with Phillips’ natural gas operations. The Staff position on this 
point is, therefore, rejected. 


D. Texas Production Tar Adjustment 


This problem arises because of changes in the Texas gross production tax rate 
both during and since the test year 1954. The tax rate was 5.72 percent during 
the first eight months of 1954, but was increased to 9 percent effective September 
1, 1954. Pursuant to a later amendment, the tax rate was reduced to 8 percent 
effective September 1, 1955, and it was further provided that the rate should drop 
again to 7 percent from and after September 1, 1956. The 7 percent rate has 
been in effect since the latter date.” 

The Phillips cost of service includes an upward adjustment in the amount of 
$237,358.12 to the actual Texas production tax paid in the test year 1954, in 
order to reflect the tax which would have been paid if the 8 percent rate had been 
in effect during the entire year 1954 (Exh. 282, p. 8, line 4, col. (d)).“ However, 
this Phillips adjustment did not reflect the later reduction in the Texas produc- 
tion tax rate to 7 percent which became effective September 1, 1956. There can 
be no doubt that this tax reduction represents a “known change” which should 
be reflected by an adjustment to the test year figures. As in the case of the wage 
increase adjustments, which have herein been approved, the production tax 
change is not in any way related to other changes which would provide a 
counter-balancing factor. It should accordingly be reflected in our instant cost 
of service, and Phillips, in fact, does not dispute the propriety of such an ad- 
justment (pp. 103-104 of reply brief). 

The required adjustment for this purpose would have an impact at two dif- 
ferent points in the Phillips cost of service: 

(1) It requires an appropriate downward adjustment to dry gas direct lease 
expense. 

(2) It also requires a change in the allocation ratio developed on p. 11 of Exh. 
282, under the relative cost method, for the allocation of direct expense between 
oil and gas from joint product leases, by virtue of the fact that this ratio is based 
upon the relationship of dry gas direct lease expense to 100 percent oil lease 
direct expense. 

It is alleged in the Phillips brief that the total effect of making this Texas 
production tax adjustment would be to reduce the jurisdictional costs shown in 
Exh. 282 by $150,973. Although the necessary calculations for this purpose were 
not made in our instant record, the Phillips suggested figure of $150,973 is herein 
accepted as the appropriate required adjustment for the purpose of this decision, 
since the amount involved does not justify the effort which would be required to 
make a more precise computation. 

This item is reflected in Appendix Table 12, as a special downward adjust- 
ment in the amount of $150,973, under the heading “Texas Production Tax 
Adjustment”. 


1” Although the Staff in the same paragraph states “this proposed adjustment will be 
more fully discussed hereinafter under the subtitle ‘allocation of gasoline operations’ ” 
no such further discussion of the problem is included under that heading or in any other 
portion of the Staff brief. 

1899 See Commission Order No. 188, issued June 14, 1956. 

11 This adjustment is made to the item of “taxes” under the heading of “direct lease 
expense” for the Natural Gas Department. 
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E. Duplicated Vacation Pay Accrual Item 


The Consolidated Edison brief (pp. 11-12) contends that the Phillips cost of 
service in Exh. 282, relying upon book totals, erroneously failed to eliminate a 
duplication with respect to a vacation pay accrualitem. This duplication resulted 
from the fact that under a new provision of the Internal Revenue Code of 1954, 
Phillips in that year adopted the policy of recording at year-end an accrual for 
future vacation costs, applicable to the following year. The item so recorded on 
Phillips’ books at the end of 1954 for accrued vacation costs amounted to $5,046,- 
000. The duplication arose from the fact that the Phillips books for the year 
1954 also reflected the actual costs of employee vacations paid out during that year 
(81: 10,893). 

It is important to note, however, that the $5,046,000 accrual item referred to 
above represented accrued vacation costs for Phillips’ entire system-wide payroll, 
including all of its other major operations in addition to oil and gas production. 
The record does not show what this non-recurrent item would amount to as limited 
only to the jurisdictional payroll, but it is obvious that only a small fraction of this 
total would be applicable to the jurisdictional gas business. The effect of this 
item is accordingly de minimis, and the issue does not warrant further comment.” 


F. Phillips’ Failure To Use Actual 1954 Interest Deductions In Computing 
Income Taz Component. 


Phillips actual recorded interest expense for 1954 amounted to $9,892,308.14 
(Exh. 282, pg. 19, line 20). However, in determining the amount of interest 
expense to be used as a deduction in the computation of its income tax compo- 
nent, Phillips used an interest expense deduction of only $3,743,077.08 (Exh. 282, 
pg. 19, line 22). This downward adjustment in actual 1954 interest expense was 
justified by Phillips witness Cramer on the ground that the difference of 
$6,149,231.06 represented interest paid in 1954 on an issue of convertible 3.7 per- 
cent bonds, all of which were subsequently converted to common stock by the end 
of 1955; that, accordingly, this particular item of interest expense was of a 
nonrecurring nature and should not be reflected (81: 10,947-49). 

The effect of using this adjusted interest expense figure of $3.7 million instead 
of the actual interest expense figure of $9.9 million for 1954 was to produce an 
increase in Phillips’ income tax component, based on its claimed cost-of-service, 
amounting to $1,013,645 if phantom taxes are allowed (Exh. 381), and $833,949 
if the tax component is computed on the basis of actual tax liability (Exh. 382). 
This Phillips interest adjustment is opposed by Eastern and Southern. 

It is true that where an actual test-year expense item, for one reason or another, 
is unrepresentative, normalizing adjustments are sometimes properly made. 
However, with respect to the item of interest expense here involved, it does not 
appear from the evidence that the 1954 actual interest expense figure was 
abnormally high. Phillips’ own data, in fact, show that this figure was in line 
with the Company’s experience in 1953, 1955 and 1956. Interest expense in 1953 
was $8,151,028; $9,892,308 in 1954; $8,069,506 in 1955; and $6,782,565 in 1956 
(Exh. 295, pg. 34, Exh. 296, pg. 27, 101 : 13,305). 

Although the level and composition of any company’s liabilities may change 
from time to time, in response to varying capital needs as well as to the changing 
conditions in the capital market, in a large, diversified and far-flung business such 


132 However, it may also be noted that any impact upon jurisdictional operating expenses 
resulting from this vacation pay accrual item would in any event seem to be offset by 
the fact that Phillips actually understated the amount of its wage increase adjustment, as 
allowed herein, as a result of certain factors which entered into Cramer’s calculation of 
the wage adjustment as here presented (81: 10,934-35; 10,940—41). 
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as Phillips these adaptations to changing financial conditions seldom result in any 
sudden or radical change in current interest expense. The only relevant con- 
sideration here is whether Phillips’ annual interest burden per se has been 
radically and more or less permanently changed as compared with the test year. 
On this subject, the evidence shows that Phillips’ annual interest expense has 
remained on substantially the same level, despite changes in the composition of 
its debt. Furthermore, the evidence plainly demonstrates that in its financing 
Phillips does maintain a generally high level of long-term debt—i.e., at the end 
of 1953 it had a long-term debt of $261.6 million; $265.3 million at the end of 
1954; $118.9 million at the end of 1955; and $243.4 million at the end of 1956 
(Exh. 306). Actually, Phillips’ long-term debt ratio as of December 31, 1955, 
amounting to 11.6 percent, which constitutes the basis for the Phillips approach 
here, was unrepresentatively low, as compared with its long-term over-all debt 
ratio for several years on either side of the instant 1954 test year—i.e., 1952— 
22.4 percent ; 1953—28.6 percent ; 1954—27.7 percent; 1955—11.6 percent; 1956— 
20.5 percent (Exh. No. 306). 

Phillips, however, contends that its high level of interest expense in the years 
subsequent to 1954 is not relevant, in this connection, for the reason that the 
interest expense in such later years related to subsequent borrowings, the pro- 
ceeds of which were used to acquire new assets which have not been reflected in 
the test-year rate base used in the instant case. This fact is regarded as irrelevant 
for the purpose of the issue being considered here. Since our objective here is to 
determine Phillips’ income tax component on the basis of its actual tax liability, 
the 1954 actual interest expense should be used unless there is some compelling 
reason to the contrary—and the rationalization presented by Phillips does not 
constitute such a reason. Although it may be true that the Phillips rate base 


increased in the years following 1954, it would not be appropriate or proper to 
give any weight or effect to such a change in rate base unless it were similarly 
accompanied by possible counterbalancing changes which occurred in other items 
such as volume of sales and revenue. For this reason, we cannot conclude that 
the continuing high level of interest expense in 1955 and 1956 is to be ignored here 
solely because of an alleged increase in the related additions to rate base. 


XIV. The Claimed Allowance for Phantom Tazes 


In its Federal income tax returns Phillips takes advantage of the following 
special statutory allowances made available under the Internal Revenue Code 
to producers of oil and gas: 

(1) The statutory depletion allowance permitting a deduction of 27% percent 
of gross income from oil and gas wells, but not exceeding more than 50 percent 
of the taxable income from the property. 

(2) The expensing, for tax purposes, of intangible well-drilling costs which 
are capitalized for financial purposes. 


However, in its cost of service in the instant proceeding (Exh. 282) Phillips 
calculates its claimed income tax component on the basis of the 52 percent 
tax rate, without reflecting these special statutory deductions. It thus seeks 
an income tax allowance in this proceeding based not upon actual tax liability, 
but upon a mythical tax liability which would have been incurred in the absence 
of the statutory depletion and intangible well-drilling allowances. Such claimed 
mythical allowances have frequently been characterized as “phantom taxes” and 
that term, for the purpose of convenience, will be employed in the ensuing dis- 
cussion of this issue. 

The issue of phantom taxes, in terms of its dollar impact upon Phillips’ instant 
eost of service, is one of the most important issues in this proceeding. Phillips’ 
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claimed provision for Federal income taxes here amounts to $15,195,067.51 (Ex- 
hibit 347, page 1, line 2, column F). By contrast, Phillips’ witness Cramer cal- 
culated that the income tax component, based upon Phillips’ claimed cost of 
service in this proceeding and its proposed 12 percent rate of return, but computed 
upon the basis of actual tax liability, would have amounted to $3,440,935.89 
(Exhibit 347, page 1, line 16, column F). It is thus apparent that, on the basis 
of Phillips’ own cost of service, the difference between allowing only actual tax 
liability on the one hand, or phantom taxes would amount to $11,754,121.62.* 

Before directing our attention to the rationale here presented by Phillips in 
support of its claim for phantom taxes, it will be helpful to preliminarily set 
forth certain basic and controlling principles which have traditionally governed 
rate making under the Natural Gas Act. There should first be noted the decla- 
ration of the Supreme Court in Federal Power Commission v. Hope Natural Gas 
Company, 320 U.S. 591, 616, that: 


The Committee Report stated that the Act provides “for regulation along 
recognized and more or less standardized lines” and that there was “nothing 
novel in its provisions” H. Rep. No. 709, supra, p.3 * * * Sections 4a and 
5a contain only the conventional standards of rate making for natural gas 
companies. 


Historically, under conventional standards of rate making utilities have been 
granted tax allowances based only upon actual tax liability. This basic principle 
has traditionally been adhered to since Galveston Electric Company v. Galveston, 
258 U.S. 388 (1922), which held: 


* * * it is necessary to deduct from gross revenue the expenses and 
charges; and all taxes which would be payable if a fair rate were earned 
are appropriate deductions (258 U.S. 399; emphasis supplied). 


This basic principle has always been adhered to by this Commission, as indi- 
cated in Opinion No. 297, In the Matter of South Carolina Generating Co., 
Docket No. E-6585, 16 FPC 52, (1956), where the Commission stated: 


We have consistently held that the allowance for taxes should not exceed 
taxes paid (16 F.P.C. 65) .™ 


In the same connection, it is of interest to note that in the City of Detroit de 
cision, supra, where the Court of Appeals held that the traditional rate base 
approach must be used at least as a point of departure in fixing producer rates, 
the Court noted that under the rate base method: 


* * * the rates are set high enough to recover all costs of service, includ- 
ing taxes * * * (230 F. 2d, at 818). 


It is, of course, clear that phantom taxes, which admittedly are not an actual 
liability of the producer, do not fall within the category of “costs”. In laying 
down the requirement quoted above, the Court of Appeals in the City of Detroit 
case has before it the Commission’s own explanation of what was meant by the 
“traditional rate base method” as set forth in Op. No. 269, as follows: 


Finally under the rate base approach allowances for taxes on the pro- 
duction property are made in accordance with the actual payments made 
* * * (13 FPC 53, at p. 61). 


Consistent with this basic principle, the Commission in rate cases involving 
pipeline-producers routinely followed the practice (at all times prior to Opinion 


133 1t is noted that an identical claim with respect to the allowance of phantom taxes 
was recently considered and rejected in a comprehensive inital decision issued by another 
Presiding Examiner on December 17, 1958, In the Matter of United Fuel Gas Co., Docket 
Nos. G—2451 and G—5475, 23 FPC 127, 156. 

1% Also see Op. No. 275, In the Matters of Michigan-Wisconsin Pipeline Co., Docket 
Nos. G-1678, et. al., 138 FPC 326, (1954). 
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No. 269, issued April 15, 1954, 13 FPC 53) of computing the income tax component 
on the basis of actual tax liability, deducting both the statutory depletion and 
intangible well-drilling allowances. Actually, it does not appear to have been 
suggested in any of such earlier cases that any other course should have been 
followed. To illustrate how strongly this basic principle had become embedded 
in Commission practice, it is relevant to note here what occurred in Opinion No. 
209, In the Matter of Colorado Interstate Gas Company and Canadian River Gas 
Company, Docket No. G—1326 (1951), 10 FPC 105, where the Commission ap- 
proved the merger of Colorado Interstate Gas Company, a pipeline transmission 
company, with Canadian River Gas Company, a producer. There was bitter 
opposition, on the ground that the proposed merger would allegedly have the 
ultimate effect of costing Colorado’s rate payers amounts ranging from $18 to 
$22 million. In approving the merger over this opposition, the Commission 
stressed as one of its major justifications the benefits which would flow to the 
Colorado rate payers, due to the fact that the statutory depletion allowance based 
upon production from Canadian’s acreage would thereby become available to 
Colorado; that this would result in Colorado’s income tax liability being reduced 
by over $14 million, and would bring about a corresponding reduction in the 
Colorado cost of service in future rate proceedings. (10 FPC 112-113) It is 
also of interest to note in this connection the Colorado Interstate Gas Company 
rate case, Opinion No. 235 (1952), 11 FPC 324, subsequently affirmed by the 
Court of Appeals for the Tenth Circuit at 209 F. 2d 717. One of the contested 
issues in that proceeding related to the cost to be allowed for gas produced by 
Colorado, with particular reference to the income tax component. The income 
tax component was calculated on the basis of actual tax liability, reflecting the 
deduction of the statutory depletion allowance, and no question was raised as to 
the propriety of this procedure. The only issue which was contested, and which 
was taken to the Court of Appeals, was the question as to what figure should be 
used for “well head value” of the gas, to which the 27% percent depletion al- 
lowance should be applied. 

The entire Phillips contention that we should here depart from this basic 
and long-standing principle of allowing only actual tax liability is founded upon 
an alleged Congressional intent manifested in the enactment of the statutory 
depletion and intangible well-drilling allowances of the Internal Revenue Code. 
It is argued that these Tax Code provisions were designed for the benefit of oil 
and gas producers, with the intention of encouraging exploration; that if 
Phillips’ income tax component in the instant proceeding is calculated on the 
basis of actual tax liability, the effect would be to transfer from the producers to 
the consumers the benefit of these tax allowances; that this would contravene 
the Congressional policy and intent, and would be improper as a matter of law. 

In order to consider the merits of this theory it would be helpful here to outline 
the historical background of the statutory depletion and intangible well-drilling 
allowances, upon which the Phillips theory with respect to Congressional intent 
is based. 

(1) The statutory depletion allowances— 

(a) The Internal Revenue Code provision permitting persons investing in 
mineral deposits to take a deduction on account of depletion was first enacted in 
the Revenue Law of 1913. (U.S. v. Ludey, 274 U.S. 295 (1926), at 302-303) 


45 An example of this treatment is found in Federal Power Commission v. Hope 
Natural Gas Co., 320 U.S. 55 (1944). The late Commissioner Claude L. Draper, in his 
dissent to Opinion No. 269, stated: 

“* * * IT have never before heard it argued that it is error to utilize the reduction in 
tax liability associated with statutory depletion and intangible well-drilling costs in deter- 
mining the cost of service” (13 FPC at 136). 
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(b) Under the original 1913 Internal Revenue Code provision, depletion was 
required to be computed on a cost basis, with the cost of the asset to be recovered 
over the expected life of the property. (Usibelli v. Commissioner of Internal 
Revenue, 229 F. 2d 539 (1955), at 541) 

{c) In 1918, in order to encourage increased exploitation of natural resources, 
the depletion provision of the Internal Revenue Code was amended to permit the 
ealculation of depletion under an alternative method, upon the basis of the 
discovery value of mines and oil and gas wells. (Revenue Act of 1918, 40 Stat. 
1057 ; Helwering v. Twin Bell Syndicate, 293 U.S. 312 (1934), at 316) As ex- 
plained in the Usibelli case, supra: 


During the first World War the need for increased exploitation of natural 
resources resulted in the allowance by the Revenue Act of 1918, 40 Stat. 1057, 
of the value of the deposit “at the date of the discovery”. Discovery deple- 
tion served the purpose of allowing the discoverer of a new mineral deposit 
to recover not only his actual costs but also the much larger appreciated 
value of the property at the time its profitability was established. (229 F. 
2d at 541; also see Stilwell v. U.S., 250 F. 2d 736 (1957), at 738.) 


(d) Experience demonstrated that, because of the difficulty in determining 
the extent of the mineral deposits and the consequent value of the asset, it was 
extremely difficult to administer the depletion method based on discovery value. 
Accordingly in the Revenue Act of 1926, 44 Stat. 9, Congress substituted the 
present flat allowance of 27144 percent of gross income. This formula was 
derived by calculating the average percentage of gross income from each 
mineral which was actually being allowed under the former method, and then 
permitting that same average of the gross income to be taken as a percentage 
depletion deduction (Helvering v. Twin Bell Syndicate, 293 U.S. at 318; Usibelli 
v. Commissioner of Internal Revenue, 229 F. 2d at 541-542; Stilwell v. US., 
250 F. 2d at 738). 

(e) Despite these changes in the method of calculating the depletion deduc- 
tion, it was made clear that the basic purpose of the allowance had not been 
changed. Inthe Usibelli case, supra, the Court stated: 


Although providing a more workable method of administration, the 
granting of an arbitrary deduction of a percentage of gross income in no 
way altered the basic theory that the deduction be allowed to the owner 
of wasting assets as compensation for that part of his assets which are 
used up in production (229 F. 2d at 542; also see Anderson v. Helvering, 
310 U.S. 404 (1940), at 407-408). 


(f) It is important to note here that the basic change in the character of 
the depletion allowance, designed to encourage increased exploitation of nat- 
ural resources, was the 1918 change from cost to value depletion: that the 
subsequent 1926 provision for use of the current 27% percent depletion formula 
constituted merely a device to make the value depletion approach, instituted in 
1918, administratively workable. It is accordingly clear that the Congressional 
intent argument here made by Phillips with respect to the statutory depletion 
allowance goes back to a Congressional enactment of 1918. 

(2) The intangible well-drilling allowance— 

(a) This allowance rests upon Treasury Department Regulations dating 
back to 1916, which permit intangible well-drilling costs to be expensed for 
Federal income tax purposes, in spite of the fact that they are capitalized by 
the producer for financial purposes. The Treasury Regulations were issued 
in order to resolve an ambiguity in the Internal Revenue Code provision for 
the deduction of business expenses. The question as to whether intangible 
well-drilling costs should be considered as expenses or as capital investment 
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was regarded as presenting a border-line case, the solution of which was not 
made clear in the ambiguous provision of the Internal Revenue Code providing 
for the deduction of business expenses. An interpretative regulation was there- 
fore deemed necessary, and the Treasury Regulations referred to above, dating 
back to 1916, clarified the situation by granting the option, in the case of oil 
and gas wells, to deduct intangible well-drilling costs as an expense. 

(b) The next basic step occurred in July, 1945. At this time, because the 
validity of the above mentioned Treasury Regulation had been attacked in liti- 
gation, Congress adopted House and Senate Concurrent Resolution 50, declaring 
that Congress throughout the intervening years had recognized and approved 
the mentioned Treasury Regulations, and had thereby given them the force and 
effect of law. 

(c) The final step occurred in 1954, when Congress enacted Section 263(c) 
of the 1954 Internal Revenue Code, directing that regulations should be pre- 
scribed by the Secretary of the Treasury corresponding to the eariler Treasury 
Regulations ™ which granted the option to expense intangible well-drilling costs. 

In the light of the facts outlined above, it is important to recognize at the 
outset here that the entire Congressional intent argument upon which Phillips’ 
instant claim for the allowance of phantom taxes is based, proceeds from an 
amendment to the Internal Revenue Code enacted in 1918 and a Treasury 
Regulation issued in 1916. It, of course, could not seriously be suggested that 
Congress in those early years had in mind or purported to express any intent 
with respect to the impact and effect of such Tax Code provisions upon the 
methods ultimately to be adopted for the determination of “just and reasonable” 
rates for natural gas companies under a Natural Gas Act enacted 20 years later, 
in 1938. It is accordingly difficult to understand upon what principle of 
statutory construction it could be contended that a Congressional intent which 
led Congress to amend the Internal Revenue Code in 1918 could be regarded as 
governing the determination of “just and reasonable” rates for producers under 
the Natural Gas Act. 

It would be equally difficult to take seriously any suggestion that when Con- 
gress enacted the Natural Gas Act in 1938, it there legislated in the light of its 
knowledge of the Internal Revenue Code provisions referred to above, and 
accordingly intended that the Federal Power Commission in rate proceedings 
under that Act should be governed by the Congressional intent as expressed in 
the 1918 amendment to the Tax Code. On the contrary, as already made clear 
at an earlier point, the Supreme Court has already held in the Hope Natural 
Gas Co. case, supra, that the Natural Gas Act provided “for regulation along 
recognized and more or less standardized lines”, and that the Act contains “only 
the conventional standards of rate making for natural gas companies”. And, 
as pointed out above, under conventional standards of rate making the basic 
principle that only actual tax liability should be allowed had traditionally been 
adhered to at least since the Galveston Eectric Co. case, supra, in 1922. 

It may also be noted that when Congress successively reenacted the 2744 per- 
cent statutory depletion allowance provision of the Internal Revenue Code in 
the years prior to 1954, and when it reaffirmed the Treasury Department in- 
tangible well-drilling allowance regulation in 1954, it presumably acted in the 
light of its knowledge that the Federal Power Commission had been following 


136 See House and Senate Concurrent Resolution 50 (91 Cong. Record, p. 7892, July 21, 
1945) ; also Report of the House Committee on Ways and Means accompanying Resolu- 
tion No. 50 (House of Representatives, Vol. 4, House Reports, Report No. 761, 79th Cong., 
1st Sess.). 

i Treasury Regulations 111, Sec. 29.23(m)-16. 
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the practice under the Natural Gas Act of computing the income tax component 
of pipeline-producers on the basis of actual tax liability. It may be presumed 
that if Congress had regarded this Commission policy as contrary to the Con- 
gressional intent expressed in the mentioned provisions of the Tax Code, it 
would have resolved the situation by enacting appropriate clarifying amend- 
ments either to those provisions of the Tax Code or to the Natural Gas Act itself. 
Yet no such amendments have ever been suggested or considered with respect 
to either the Internal Revenue Code or the Natural Gas Act. 

It seems so clear as not to require any argument here that when Congress in 
1918 legislated on the subject of depletion allowances in the Internal Revenue 
Code, it was not thereby laying down a universal blanket rule, intended to 
govern and control any and all future governmental action with respect to pro- 
ducers of oil and gas in areas other than the Internal Revenue Act. In exercising 
its rate making functions under Sections 4 and 5 of the Natural Gas Act, the 
Commission is not engaged in enforcing Federal income tax statutes or regula- 
tions, nor is it in any way performing the functions of the Internal Revenue 
Bureau. On the contrary, the Commission is here carrying out a particular 
responsibility imposed exclusively upon the Commission by Congress under the 
Natural Gas Act. In the context of that responsibility this Commission cannot 
properly discharge its functions by merely attempting mechanically to reflect 
and effectuate a purpose which motivated the adoption of a Tax Code provision 
enacted some 40 years ago in the framework of a totally different set of circum- 
stances. In this connection, we may gain here by considering the views expressed 
by the Court of Appeals for the Tenth Circuit with respect to a somewhat similar 
proposition in Colorado Interstate Gas Co v. Federal Power Commission, supra. 
As previously noted, one of the contested issues presented in that case related 
to the figure which should be used for the “well head value” of gas in calculating 
the statutory depletion allowance in connection with the income tax component. 
The Commission in Opinion No. 235 had used a 5-cents per Mcf well head value 
of gas for this purpose. However, Colorado contended that the Commission 
should have used a 3.17-cents well head value, on the ground that the Bureau 
of Internal Revenue had employed that figure for its own income tax computa- 
tion purposes since 1946. The Court of Appeals affirmed the Commission, 
stating: 

We have already said there was substantial evidence supporting the 
Commission’s finding of a 5-cent well head gas value. The question then is 
should it have surrendered its considered judgment with respect to this value 
and have adopted a value of 3.17 cents, because that was the value fixed in 
1946 by the Internal Revenue Department for depletion allowances for 
Canadian River. To do so would in our opinion constitute an abdication 
and surrender of a duty placed upon the Commission by the Act. It could 
discharge its functions of ascertaining a fair rate of return only by consider- 
ing all relevant factors necessary for such a determination as of the time 
of the inquiry. This it is obvious included the present value of the well head 
gas for depletion purposes. In fixing this value, it was required to exercise 
its own judgment rather than fiz a value merely because it had been adopted 
by another agency for another purpose and at another time (209 F. 2d at 728; 
emphasis supplied). 

As noted above, the basic purpose of the depletion deduction provision 
originally provided in the Internal Revenue Code for extractive industries in 
general was to provide appropriate compensation for the capital assets consumed 
in production. The Federal Power Commission, in determining “just and reason- 
able” rates for natural gas companies under the Natural Gas Act, pursues the 
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game objective by including a depletion allowance as one of the components in 
the company’s cost of service. In the tax field, Congress by its 1918 amendment 
to the Tax Code permitted extractive industries to calculate tax depletion on a 
value basis rather than the earlier cost basis. If the Congressional intent as 
expressed in this Internal Revenue Code amendment of 1918 were to be regarded 
as controlling upon the Commission’s exercise of its responsibilities under the 
Natural Gas Act, it would be far more logical to contend here that the 1918 Tax 
Code shift from cost to value depletion requires the Commission, as a matter of 
law, to compute the depletion component of the cost of service on a value basis 
rather than on the cost basis. It is most interesting to note, in this connection, 
that Phillips’ rate of return witness, Dr. Arthur A. Smith,™ actually did make 
this very proposal in his testimony in the instant proceeding. It was Dr. Smith’s 
position that the alleged Congressional intent as expressed in the Internal 
Revenue Code should be given effect here by computing the depletion component 
of the Phillips cost of service on the basis of the 27% percent statutory depletion 
formula rather than on the basis of cost depletion, but that Phillips’ income tax 
component should be computed on the basis of actual tax liability. Dr. Smith’s 
position in this connection was made clear in the following colloquy : 

PRESIDING EXAMINER: * * * Another item included in the cost of service 
item might be depreciation or depletion. Are you suggesting that in calcu- 
lating the amount of depletion which should be allowed as one of those items 
of cost of service, that the Commission should calculate it not on the basis 
of cost depletion, but rather on the basis of statutory depletion which is used 
for income tax purposes? 

THE WITNESS: Yes. * * * 

PRESIDING EXAMINER: Well, in other words, I take it really that the net 
effect of the position you are now describing would be that in computing the 
income tax component in the cost of service in this rate proceeding if the 
Commission adopted your suggested method, it would use as the income tax 
item in the cost of service the amount of income tax actually paid by 
Phillips which would be a lower tax as a result of its having taken statutory 
depletion on its tax return, but at the same time you would recommend that 
in determining the depletion item in the cost of service, the Commission there 
should not use cost depletion but should use the statutory depletion which 
is higher. 

THE WITNESS: Yes, that instead of cost depletion, it use statutory deple- 
tion. That would make an allowance in my judgment for the difference 
between the economics of public utilities in the traditional sense and this 
peculiar abnormal risk situation you have in this industry. 

PRESIDING EXAMINER: All right. 

THE Witness: I am not advocating any double advantage. Now my 
counsel may not like it. He may want triple or quadruple advantage, but 
I stand on what I have said repeatedly (83: 11,183, line 13—11,184, line 21). 

Since, as already noted above, the 2714 percent statutory depletion formula 
was merely a statutory device adopted for the purpose of rendering the value 
depletion method administratively workable, the proposal here made by Dr. 
Smith is that the alleged Congressional intent expressed in the Internal Reve- 
nue Code should be given effect here by computing the depletion component on 
the basis of value depletion. Any such proposal, however, flies squarely in the 
face of the holding of the Supreme Court in Federal Power Commission v. Hope 
Natural Gas Company, 320 U.S. 591 (1944), which squarely rejected the con- 


188 Vice-President of First National Bank, in Dallas, Texas; formerly Head of Depart- 
ment of Economics at Southern Methodist University in Dallas. 
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tention that the depletion component should be computed on a value basis. In 
that rate proceeding involving a pipeline producer, the Commission had based 
its computation of accrued depletion and depreciation on “actual legitimate cost” 
rather than on the basis of value. The Court of Appeals, however, had held 
that accrued depletion and depreciation and the annual allowance for that 
expense should be computed on the basis of “present fair value’. The Supreme 
Court reversed the Court of Appeals decision, holding: 


Only a word need be added respecting depletion and depreciation. We 
held in the Natural Gas Pipeline Company case that there was no consti- 
tutional requirement “that the owner who embarks in a wasting-asset 
business of limited life shall receive at the end more than he has put into 
it.” * * * Moreover, this Court recognized in Lindheimer v. Illinois Bell 
Telephone Co., supra, the propriety of basing annual depreciation on cost. 
By such a procedure the utility is made whole and the intergrity of its 
investment maintained. No more is required (320 U.S. at 606). 


The Phillips briefs filed in the instant proceeding make no reference whatso- 
ever to the above proposal by their witness Dr. Smith, but argue only that the 
claimed Congressional intent should be effectuated here through the allowance 
of phantom taxes in the income tax component. However, in the light of the 
Supreme Court’s rejection of the attempt in the Hope case, supra, to change 
from the cost basis to a value basis for the computation of the depletion com- 
ponent, it is difficult to see how it can seriously be contended here that the 
same objective can properly be accomplished via the more subtle route of the 
income tax component. If the Congressional intent which induced the 1918 
amendment to the Internal Revenue Code was not regarded as compelling the 
Commission to shift from a cost basis to a value basis in the calculation of 
the depletion component of the cost of service, how can the same 1918 amend- 
ment to the Internal Revenue Code be read as having a controlling effect upon 
the Commissions calculation of the income tax component, to the extent of re- 
quiring that the Commission depart from the traditional rate base method of 
allowing only actwal tax liability in the cost of service? *™ 

Actually, although the Phillips objective is here pursued via the route of 
the income tax component, the argument for the allowance of phantom taxes is 
plainly an attempt to obtain an additional return allowance for the producer, 
and Phillips has frankly stated as much in its initial brief in this proceeding, 
as follows: 


Return and treatment of income taxes are therefore closely interrelated 
and we shall, accordingly, consider them together (page 42). 


* * 





os * * * * 


The revenue retained because of these special tax provisions is vitally 
needed by Phillips, not as funds for dividends to its stockholders, but as 


funds to be plowed back to maintain its gas reserves and deliveries and 
therefore its financial integrity (page 44). 











* * 





* * * * 

















189 As a matter of fact, the Phillips attempt to accomplish this objective via the income 
tax component is even more objectionable than if attempted via the depletion component 
route. If the latter procedure had been followed, a correspondingly higher depletion 
reserve would similarly have been deducted from the Phillips rate base. Accordingly, any 
such windfall thus granted to Phillips via the depletion component route would have been 
partially offset in connection with the calculation of the return allowance. Based on the 
Phillips claimed cost of service and its proposed 12 percent rate of return, this offset 
would have exceeded $1,300,000. 
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It makes little difference whether the funds provided by these statutory 
tax provisions are regarded and allowed as a part of the rate of return 
of the company or are allowed as a part of the income tax component * * * 
The funds must be available out of income. For example, it would make 
little difference whether the rate of return be calculated at 12 percent and 
the tax be computed at 52 percent (unreduced by the statutory allowance) 
or whether the rate of return be computed at 18 percent and the tax be 
computed at the actual amount paid. The fact still remains that the funds 
for this plow back must be provided and that they must be provided out 
of adequate income (page 46). 


Since Phillips thus avowedly takes the position that it must either be allowed 
(1) an 18 percent rate of return together with actual taxes, or (2) a 12 per- 
cent rate of return, plus phantom taxes, it is indisputably clear that the phantom 
tax theory represents simply another method for the obtaining of an additional 
return allowance. 

Under the Natural Gas Act the Commission has been entrusted by Congress 
with the responsibility for determining, in connection with the fixing of “just 
and reasonable rates” for the producer, what level of rates is required in order 
to provide the necessary incentive for continuation of the desired level of ex- 
ploration activity. However, the normal and logical place where such neces- 
sary incentive should be provided is in the return component of the cost of 
service—not in the income tax component, which is designed only to permit 
the company to fully recoup an actual operating expense liability. As already 
noted in the introductory portion of this decision, the Court of Appeals in the 
City of Detroit case, supra, held that where a request is made for an increase 
in rates above those which would result from use of the conventional rate 
base method, it must be established that such an increase 


is in fact needed, and is no more than is needed, for the purpose (230 
F. 2d at 817). 


* * + * “ * o 


* * * the evidence and findings must show that the increase in rates thus 


caused is no aa than is reasonably necessary for the purposes advanced 


for any increase (230 F. 2d at 818). 


However, if the claimed phantom tax allowance were approved in this proceed- 
ing, the effect would be to provide for Phillips an additional return allowance 
in an amount exceeding $11 million. Such an allowance of $11 million over 
and above what would result from the use of the conventional rate base method 
would not be based upon any evidence whatsoever that an $11 million bonus 
was needed in order to provide Phillips with the necessary incentive for ex- 
ploration. Instead, the fixing of such an additional return allowance at $11 
million would result solely and exclusively from the happenstance that this 
represents the difference between Phillips’ actual tax liability, and the mythical 
tax liability it would have incurred if the statutory depletion and intangible 
well-drilling allowances had not, in fact, been available. Such a procedure 
would be completely contrary to the holding of the Court of Appeals in the 
City of Detroit case, supra. 

It is therefore concluded that it would be completely improper to provide 
Phillips here with an arbitrary additional return allowance of $11 million under 
the guise of an income tax allowance; and that the question as to what level 
of return is required and justified for Phillips in this proceeding will have to 
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be faced and determined squarely and frankly under the issue of the return 
component.” 

Phillips contends, however, that the issue with respect to its claimed phantom 
tax allowance in the instant proceeding is governed by the holding of the Court 
of Appeals in the City of Detroit case, supra, with respect to accelerated 
amortization. It accordingly becomes necessary to direct our attention to the 
accelerated amortization provision of the Internal Revenue Code and the sig- 
nificance of the City of Detroit holding in that connection. The accelerated 
amortization provision was authorized by Section 124A of the Internal Revenue 
Code, and became law as Section 216 of the Revenue Act of 1950. It was enacted 
during the Korean national defense emergency period, and was described by the 
Senate Committee on Finance as having “the same basic objectives as Section 
124 of the Code which related to the amortization of emergency facilities during 
World War II.”** Under this provision the taxpayer is given the right to 
amortize a “certificated emergency facility” over a period of 5 years, regardless 
of the estimated useful life of the property, thus accelerating the amortization 
of such facilities. In the City of Detroit case Panhandle Eastern had some $10 
million of qualified facilities which had been certified by the Office of Defense 
Mobilization for accelerated amortization pursuant to Section 124A of the 
Internal Revenue Code. The Commission in Opinion No. 269, supra, computed 
Panhandle Eastern’s income tax component on the basis of the tax payments 
which would have been required in the absence of accelerated amortization. In 
addition, the Commission concluded that Congress intended by Section 124A 
only to defer tax liability, and accordingly directed that 


the accruals for taxes in excess of those actually paid should logically be 
treated by Panhandle, not as free and unrestricted income, but earmarked 
to provide for the future meeting of such liability (13 FPC 48, at p. 83). 


The Court of Appeals affirmed the Commission’s treatment of the accelerated 
amortization problem, stating : 


* * * the intent of Congress reflected in section 124A is not to benefit con- 
sumers but rather the taxpayer in order to encourage construction of certain 
emergency types of facilities. * * * This statute, unlike the Natural Gas 
Act itself, is not for consumer benefit. It has a different public policy and 
should be given effect as intended by Congress (230 F. 2d, at 822). 


In order to properly understand the scope of this holding in the City of 
Detroit case, it is important to note that both the Commission and the Court 
of Appeals stressed as the overriding consideration the Congressional intent 
expressed in a temporary national defense emergency situation. The purpose 
of the accelerated amortization provision had already been set forth by the 
Supreme Court in U.S. v. Allen-Bradley Co., 352 U.S. 306 (1957), as follows: 


40 Southern witness Shifflett (a senior partner in the auditing firm of Haskins and 
Sells) developed and presented (Exhs. 8372-375) a theory to the effect that the 12 percent 
earnings-price ratio used by Phillips witness Dr. Smith in connection with his calcula- 
tion of a rate of return already reflected the statutory tax allowances, since the earnings 
figures reflected in such ratios were the net earnings of producers who had taken advantage 
of the statutory tax allowances. Shiffilett therefore, contended that if phantom taxes were 
to be allowed in Phillips’ income tax component, it would be necessary to make an appro- 
priate downward adjustment of such earnings-price ratios in connection with the rate 
of return computation, in order to avoid a claimed duplication of tax benefits; that in the 
absence of such a downward adjustment to the earnings-price ratio, it would be improper 
to reflect the phantom tax allowance in the income tax component. In view of the fact 
that Phillips’ claimed phantom tax allowance is here being rejected, it is not necessary 
to devote any further consideration to this Shifflett approach. 

1441 Op. No. 264, In the Matter of Treatment of Federal Income Tazes as Affected by 
Accelerated Amortization, Docket No. R-126, 12 FPC 370 (1953). 
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In 1940 this country embarked on the greatest problem of defense pre- 
paredness in its history. Such an undertaking called for a vast expansion 
of the nation’s industrial capacity. New and improved facilities were des- 
perately needed, not only for the production of guns, planes and the other 
obvious weapons of war, but also for the innumerable items that are essen- 
tial to the prosecution of large scale conflict. This unprecedented program 
of expansion demanded the full and immediate cooperation of everyone 
who could lend assistance. While the Government attempted to secure the 
necessary facilities by building them itself or by extending emergency 
construction loans to private business, it soon appeared that these methods 
would not be adequate to meet the needs of defense. Private capital was 
called on for assistance in the task. However, business exhibited a reluc- 
tance to build new war plants because of widespread fears that such facili- 
ties would become wholly useless when the emergency had passed. In 
response to these fears, Congress acted to lessen the financial risks involved 
in the private construction of emergency facilities.. Among other things it 
amended the 1939 Internal Revenue Code by adding Secs. 23(t) and 124, 
which allowed business to write off the cost of new facilities as a deduction 
against taxable income within a period of five years or less, regardless 
of the actual economic life of the facilities, provided they had been certi- 
fied by the proper executive agency as “necessary in the interest of national 
defense.” This accelerated amortization privilege generally enabled those 
businesses receiving it to reduce their federal income taxes with the net 
result that a large part of the construction costs was, at least temporarily, 
borne by the Federal Government through a reduction in its tax receipts. 

The Court of Appeals in the City of Detroit case referred to accelerated 
amortization as 


* * * permitted under certificates of necessity, applicable to emergency 
facilities, issued * * * to encourage construction in the interest of national 
defense (230 F. 2d, at 821). 

In Opinion No. 264, supra, the Commission had stated: 


Congress sought by this accelerated amortization provision to encourage 
the construction with private capital of those facilities which were deemed 
of sufficient value to the national defense to warrant the issuance of a 
certificate of necessity (12 FPC 370). 


In addition, it is important to note that the accelerated amortization provision 
(Section 124A, Internal Revenue Code) was enacted in 1950, 12 years subsequent 
to the adoption of the Natural Gas Act. It could therefore be argued that when 
Congress enacted the accelerated amortization provision as a temporary national 
defense measure, it was intended that the national defense objective there pro- 
vided for should affect the criteria applied by the Commission under the Natural 
Gas Act, to the extent required to prevent those Congressional objectives from 
being frustrated. It is of course clear, as already pointed out above, that no 
such argument could possibly be made with respect to the statutory depletion 
and intangible well-drilling allowances which became a part of the Internal 
Revenue Code some twenty years prior to the adoption of the Natural Gas Act. 

It is also relevant to note that both the Commission and the Court of Appeals 
in the City of Detroit case, supra, stressed the fact that the accelerated amor- 
tization provision amounted only tto a temporary tax deferral, required for the 
period of the national defense emergency, and not to a tax saving. Admittedly, 
however, the 271% percent statutory depletion allowance involved in the instant 
proceeding constitutes an out-and-out tax saving, and not a mere tax deferral. 
Phillips further argues that the decision issued by the Commission in the 
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Amere case (In the Matter of Amere Gas Utilities Co., et al., Docket No. G—6358, 
15 FPC 781, 1956), involving liberalized depreciation, is controlling here and 
requires the allowance of phantom taxes in the instant proceeding. In the 
Amere case the Commission issued an order on a joint petition for the issuance 
of a declaratory order to remove uncertainty relating to the procedures to be 
followed under the liberalized methods of treatment of depreciation, permitted 
by Section 167 of the Internal Revenue Code of 1954. The petitioners requested 
that the Commission adopt a general procedure, for rate purposes, under which 
there would be allowed as income tax expense the amount of such tax expense 
computed by deducting regular depreciation, rather than the lower tax liability 
actually incurred by the companies under the liberalized depreciation provision 
of Section 167. This position was adopted in the initial decision issued by the 
Presiding Examiner in that case, and on June 30, 1956 the Commission issued 
a brief order affirming the position of the Presiding Exuminer. Despite the fact 
that the liberalized depreciation provision contained in Section 167 of the Inter- 
nal Revenue Code of 1954 is not a temporary national defense mobilization 
measure in the sense of the accelerated amortization provision of Section 124A 
of the Code, the Commission in its Amere decision concluded that the liberalized 
depreciation situation there involved was not distinguishable from the acceler- 
ated amortization situation, and accordingly found that the City of Detroit 
holding was controlling. The Commission stated in this connection: 


We can find no legal difference between the problem now before us and 
that which was presented to us by section 124A (now section 168) of the 
Internal Revenue Code, pertaining to 5-year amortization of defense facil- 
ities pursuant to a certificate issued by a defense agency of the United 
States. Therefore, what was said in our opinion No. 264 in docket No. 
R-126, and in our opinion No. 269 in Panhandle Eastern Pipe Line Co., 
docket No. G—1116, et al., and what was said by the United States Circuit 
Court of Appeals for the District of Columbia Circuit in City of Detroit v. 
Federal Power Commission, on December 15, 1955 (230 F. 2d 810), in which 
the Commission’s treatment of accelerated depreciation in the Panhandle 


case was fully approved, is completely controlling in this matter (15 FPC 
781-782). 


It is of interest to note that in its Amere decision the Commission itself ques- 
tioned the desirability of the result from the standpoint of the public interest, 
but characterized the situation as one in which it was powerless to “strike down 
an Act of Congress if we think it unwise or unnecessary to a particular industry.” 
It is thus apparent that although the Commission disliked the result reached in 
Amere, it concluded that it had no choice in view of (1) its understanding of 
the Congressional intent as expressed in Section 167 of the Internal Revenue 
Code of 1954, and (2) its assumption that such Congressional intent was con- 
trolling upon the exercise of its functions under the Natural Gas Act in the 
light of the City of Detroit holding with respect to accelerated amortization. 

It is relevant to note here that the Amere case involved simply a petition for 
the issuance of a declaratory order laying down general procedures to be fol- 
lowed, for rate making purposes, in connection with Section 167 of the Internal 
Revenue Code: that the precise question there considered has actually not yet 
been passed upon by the Commission in any rate proceeding to fix the rates of a 
specific company ; and that the question has not yet been presented to any Court. 

It is also important to bear in mind that the Congressional intent argument 
made by Phillips in the instant proceeding with respect to the statutory deple- 
tion and intangible well-drilling allowances is in a totally different posture 
from the Congressional intent theory as applied by the Court of Appeals in the 
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City of Detroit case, with respect to accelerated amortization, and by the Com- 
mission in the Amere case with respect to liberalized depreciation. The Presid- 
ing Examiner in the Amere case, directing his attention to the liberalized 
depreciation provision which had been enacted as a part of the Internal Revenue 
Code in 1954, some 16 years after the adoption of the Natural Gas Act, stated: 


* * * While Congress has provided no formula by which a “just and 
reasonable” rate is to be determined, it undoubtedly has the right to do so. 
Unquestionably it has the power to alter or amend such criteria, if any, 
which this Commission in the past may have applied. Thus, if it should 
be the desire of Congress to do so, it may establish a formula for rate 
making which would result in all income tax savings becoming the property 
of the owners of the business rather than the rate payer. It is pertinent, 
therefore, to inquire as to the Congressional purpose in the enactment of 
section 167 (15 FPC 773). 

Unlike the above situation, however, the statutory depletion and intangible well- 
drilling allowances involved herein were enacted in 1916 and 1918, some 20 
years prior to the adoption of the Natural Gas Act. Under these circumstances, 
as already previously noted, it could not possibly be argued that when Congress 
enacted these Internal Revenue Code provisions in 1916 and 1918 it thereby 
intended to amend the criteria under which “just and reasonable” rates are de- 
termined under the Natural Gas Act. 

In view of the circumstances outlined above, it is concluded that the Com- 
mission’s Amere decision should not be regarded as representing a controlling 
or binding precedent with respect to either the statutory depletion allowance 
or the intangible well-drilling allowance questions presented in the instant 
proceeding. 

Furthermore, like the accelerated amortization situation in the City of Detroit 
case, the Commission in Amere held that the liberalized depreciation provision 
of Section 167 of the Internal Revenue Code operates merely “to create a 
deferral of income taxes.” As already noted above, this is plainly not the case 
with respect to the statutory depletion allowance here involved, which admit- 
tedly represents an out-and-out tax saving. 

Phillips, however, contends that the precise question here presented with 
respect to the statutory depletion and intangible well-drilling allowances has 
already been squarely ruled on by the Commission in Opinion No, 269, supra; 
in Opinion No. 278, In the Matter of El Paso Natural Gas Co., 13 FPC 421, and 
In the Matter of Olin Gas Transmission Corp., Docket G—8559, 17 FPC 695. 
It is argued that the Commission in those cases held that the company’s income 
tax component should be computed as if the statutory depletion and intangible 
well-drilling deductions had in fact not been taken; that accordingly the issue 
here presented is no longer open to question. 

It is true that in Opinion No. 269, where the Staff had determined the amount 
to be allowed for Panhandle’s self-produced gas on a cost basis, the Commission 
noted that Staff had calculated the income tax component on the basis of taxes 
actually paid, and commented that “to follow this course would, as we see it, 
clearly contravene the Congressional policy and intent” (13 FPC 53, at 61). 
This statement, however, was purely dictum, since the Commission in that 
decision actually did not adopt the cost of service approach, but instead valued 
the company’s self-produced gas upon the basis of field price. In addition, 
the bare statement quoted above was made in passing, without any accompanying 
reasoning or analysis of the problem. Similarly, in the Hl Paso case, Opinion 
No. 278, the pipeline company there contended that its self-produced gas should 
be valued on the basis of field price, but also presented for the record a cost of 
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service study under the rate base approach. In this latter study El Paso com- 
puted the income tax component in such a way as not to reflect the statutory 
depletion and intangible well-drilling deductions taken in its income tax returns. 
The Commission adopted the El Paso figure for valuation of its self-produced 
gas, arrived at by the company under the field price method. However, the 
Commission noted in passing that if the rate base method had instead been 
used, it would have computed the income tax component in the same manner 
adopted by the company (13 FPC 421, at p. 426). Here again, the Commission’s 
comment on the issue of phantom taxes was plainly dictum, and was not accom- 
panied by any discussion or analysis of the question. 

Of course, whatever significance may have attached to the unsupported 
dictum thus expressed by the Commission on the problem of phantom taxes in 
Opinion No. 269, issued April 15, 1954, 138 FPC 53, and in Opinion No. 278 issued 
November 26, 1954, 13 FPC 421, was dissipated when the Court of Appeals in the 
City of Detroit decision, issued December 15, 1955, reversed the Commission’s 
Opinion No. 269 holding with respect to the method to be followed in determining 
the costs to be allowed for gas produced by a pipeline producer. As noted 
previously, the Court there held that the traditional rate base approach must 
be used at least as a point of departure; and, as already pointed out, the basic 
principle has long been adhered to under the traditional rate base method 
that only actual tax liability is to be allowed under the income tax component. 

It is true that, unlike the two cases above mentioned, the Commission’s deci- 
sion in the Olin Gas Transmission Corporation case, supra, was issued on May 
15, 1957, subsequent to the date of the City of Detroit decision, supra. This was 
a producer rate case in which the Commission permitted Olin to retain the 
statutory allowances of percentage depletion and intangible well-drilling expense 
despite the Staff argument that the income tax component should be computed 
on the basis of taxes actually paid. However, the Commission took the unusual 
precaution of expressly inserting in the opening portion of its decision in that 
case the following statement: 


However, the circumstances of this proceeding are well-nigh unique and 
the case itself virtually sui generis ; accordingly, neither the decision reached 
herein by the Presiding Examiner nor the determinations set forth in this 
order stand as precedent for fixing just and reasonable rates for any 
natural-gas company in any future case (17 FPC 696). 


It is also noted that the Commission’s order in the Olin case did not include any 
discussion or analysis whatsoever with respect to the question of phantom taxes. 

It is unthinkable and an affront to the Commission to suggest that it intended 
the bare dictum expressed in its above decisions, unsupported by reasoning or 
analysis, to represent its final dispositive position on an issue which will have 
a greater dollars-and-cents impact in connection with the determination of “just 
and reasonable” rates for producers than almost any other issue here presented. 

Unlike all other parties to the instant proceeding, the Eastern Seaboard inter- 
venors take a different position as between the statutory depletion allowance on 
the one hand, and the intangible well-drilling allowance. They contend (pages 
49-51 of initial brief) that although Phillips should not be allowed phantom 
taxes with respect to the statutory depletion allowance, it should be permitted 
to retain the benefits of the intangible well-drilling expense deduction. In this 
connection, astern makes the distinction that the statutory depletion allowance 
represents a true tax saving, but contends that the intangible well-drilling ex- 
pense allowance represents merely a tax deferment. 

We are unable to see any real merit in this distinction. It is true that it is 
possible to argue that the intangible well-drilling allowance represents, in a 
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sense, a tax deferral, in the same sense that the liberalized depreciation pro- 
vision in Section 167 of the Internal Revenue Code was characterized as a tax 
deferral in the Amere proceeding. However, it has already been concluded that 
the Amere order is not to be regarded as a controlling or binding precedent 
with respect to the issue of phantom taxes as here presented. The intangible 
well-drilling allowance plainly does not represent the same type of “tax deferral” 
which was involved in the City of Detroit accelerated amortization situation, 
where the Court was considering a mere temporary tag deferral required for 
the period of a temporary national defense emergency, the effect of which would 
be reversed after the temporary emergency period had run its course. In our 
view the important consideration in the City of Detroit case was the relation- 
ship of the “tax deferral” to a temporary national defense emergency situation. 
Obviously no such situation exists with respect to the intangible well-drilling 
allowance, representing a tax benefit which has been a part of the permanent 
tax structure since 1916. 

In addition, in the City of Detroit and Amere cases, the “tax deferral” aspect 
of the accelerated amortization and liberalized depreciation provisions was not 
regarded as being alone a sufficient basis for justifying a departure from the 
the basic principle that only actual taxes should be allowed in the cost of 
service. Instead, that aspect was considered only as one of the persuasive 
considerations in connection with and subordinate to the entire Congressional 
intent argument. In the instant proceeding, however, we have a situation in 
which, as already pointed out, no valid or relevant Congressional intent argu- 
ment can possibly be made. This conclusion applies with equal force to both 
the statutory depletion allowance and the intangible well-drilling allowance 
question, and disposes of both. 

In order to clearly grasp this point let us suppose that Congress in 1916, for 
the sole purpose of simplifying the calculation of depreciation and depletion 
deductions for any tax payer, and with no other intent or objective in mind, 
had simply amended the Internal Revenue Code to provide that all depreciable 
and depleteable assets should be depreciated or depleted on a 5-year basis. 
Under such circumstances no one would have contended that in computing the 
income tax component of a natural gas company under the Natural Gas Act, 
actual tax liability should be ignored. Yet in such a hypothetical situation 
the same argument could be made that the difference between actual tax liability 
and phantom tax liability represented only a tax deferral, that. accordingly, 
the tax component should be computed as if the hypothetical 5-year depreciation 
basis had not been used for income tax purposes. 

It is therefore obvious that some rationale other than the characterization of 
the intangible well-drilling allowance as a tax deferral is required in order to 
justify the granting of this tax windfall to Phillips in the instant case. How- 
ever. no such justification can be found in any of the theories or arguments 
advanced by any of the parties to this proceeding. 

In this connection, the Eastern initial brief (for the first time) contends that 
the computation of the income tax component in such a way as to ignore the 
fact that intangible well-drilling costs were expensed for tax purposes would 
actually produce a result more fair to futwre consumers, on the ground that 
such a procedure 


would effectuate a fair balance between present and future consumers in 
that it would synchronize the using up of the property (in the form of 


depreciation expenses for rate making purposes) with the tax offsets flow- 
ing therefrom (page 51 of Eastern initial brief). 
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The Eastern theory seems to be that in the event Phillips should file a 
subsequent rate increase proceeding, the depreciation component computed for 
the new test year in that proceeding would include and reflect the amortized 
portion of the intangible well-drilling cost from the instant 1954 test year; 
that under such circumstances, if the policy had been adopted in the instant 
proceeding to calculate the income tax component on the basis of deducting 
the full intangible well-drilling cost for our instant 1954 tax year as an expensed 
item, the net result would be that in such later rate proceeding the deprecia- 
tion component, computed in the manner above noted, would not be balanced 
by a comparable depreciation deduction for tax purposes, similarly reflecting 
the amortized portion of the 1954 intangible well-drilling cost. Eastern states, 
in this connection : 


We hold the view that it is sound, in the ordinary rate-making situation, 
to use up the right to depreciate property for tax purposes at the same 
rate as the property itself is being used up. In other words, in the period 
when the consumer is being charged for the using up of a certain per- 
centage of the facilities required to serve him, he should receive as an 
offset the depreciation for tax purposes associated with substantially that 
same percentage of the cost of the facilities. 
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As this property is used up for rate-making purposes the consumers 
who are bearing the cost in the form of depreciation or depletion deduc- 
tions should also be entitled to an offset to the tax credit resulting 
therefrom (page 49 of initial brief). 


It is true that under the position here adopted, where the full intangible 
well-drilling cost for the instant tax year is deducted as an expensed item 
in computing the income tax component, the income tax component in any 
future Phillips rate case would be calcylated in such a way as not to reflect 
in the depreciation deduction any amortized portion of the intangible well- 
drilling costs for previous years. However, the Eastern theory overlooks 
the counterbalancing factor that under the approach here adopted the full 
intangible well-drilling costs for the new test year in such a later rate proceed- 
ing would be deducted as an expensed item in computing the income tax 
component, instead of only an amortized portion thereof as would be required 
under the Eastern method. 

Unfortunately, the Eastern theory referred to above was presented for the 
first time in its initial brief, and accordingly no attempt was made to present 
on the record any data or studies from which it could be determined whether 
the Eastern approach, on the average, would be more or less advantageous to 
the consumers in the long run. It is clear, however, that based on Eastern’s 
claimed cost of service, with a 9 percent rate of return, the Eastern method 
of allowing Phillips to retain the benefits of the intangible well-drilling expense 
deduction has the effect of producing an over-all increase in its total calculated 
cost of service amounting to $2,539,395. This would seem to suggest that 
if all other factors remained equal the Eastern approach, instead of having the 
effect of effectuating a fair balance between present and future consumers 


1442 The Eastern method results in an 11.207 cents per Mcf cost of service (101: 13,306, 
line 2). This would be reduced to 10.690 cents if both the statutory depletion allowance 
and the intangible well-drilling allowance were deducted in making the income tax com- 
putation (101: 13,307, line 19). The 0.517 cents difference multiplied by the total 1954 
jurisdictional sales volume of 491,178,953 Mcf, produces the total cost of service difference 
of $2,539,395. Of course, the difference would be substantially higher if calculated on 
the basis of the Phillips claimed cost of service. 
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as assumed by Eastern, would actually work out, on the average, to the dis- 
advantage of both present and future consumers. 

For the reasons set forth above, it is concluded that Phillips’ income tax com- 
ponent should be computed here on the basis of actual tax liability, deducting 
both the statutory depletion and intangible well-drilling allowances. This 
necessitates a recalculation of actual tax liability, based upon the cost of service 
herein adopted, including the rate of return of 9.25 percent which is being ap- 
proved for this proceeding. Eastern witness Caplan developed a formula 
method for the purpose of computing actual Federal income tax liability, set 
forth in Exhibit 388, Schedules 38 and 38A. Phillips witness Cramer also pre- 
sented (Exhibit 347) a computation of actual income tax liability, directed to 
Phillips’ claimed cost of service and based upon Phillips’ proposed 12 percent 
rate of return. Cramer described his method as an “accounting procedure” 
(98: 12,925, line 22), and a detailed explanation of his method was set forth 
in the transcript at 98: 12,926-29. He testified that he had abstained from 
using a formula method for the reason that, in his opinion, although the formula 
might work satisfactorily if applied to the same data as used in his Exhibit 
347, this did not necessarily mean that the formula, as applied to another set 
of data, would necessarily produce a reasonable result. (98: 12,931-32) 

A calculation has here been made of actual income tax liability, based upon 
the cost of service herein adopted for Phillips: (1) under the Caplan formula 
method, modified in such a way as to reflect the deduction of both the statutory 
depletion allowance and the intangible well-drilling allowances; and (2) under 
the Cramer accounting method. Despite Cramer’s caveat with respect to the 
formula approach, the identical result has been obtained under both methods. 
Because it is more graphically understandable, the formula method has actually 
been used to make the instant computation of actual tax liability, as set forth 
in Appendix Tables 6, 7 and 8 at the conclusion of this decision. 

The result of this calculation was to produce an income tax component 
amounting to $615,159, based upon actual liability for Federal income taxes, 
and that amount is adopted for the purpose of this decision. 


XV. Rate of Return 
A. The Governing Criteria 


The importance of this issue is demonstrated by the fact that the two items 
of (a) return on investment, plus (b) related Federal income taxes, account 
for 36.3 percent of Phillips’ originally calculated total jurisdictional cost of 
service, as presented in Exh. No. 282.'* 

The controlling criteria governing the determination of reasonable rate of 
return are those laid down by the Supreme Court in the landmark cases of 
Bluefield Water Works and Improvement Company v. Public Service Commis- 
sion, 262 U.S. 679 (1923), and Federal Power Commission v. Hope Natural Gas 
Company, 320 U.S. 591 (1944). In the Bluefield case the Supreme Court stated: 


What annual rate will constitute just compensation depends upon many 
circumstances and must be determined .by the exercise of fair and en- 
lightened judgment, having regard for all relevant facts. A public utility 
is entitled to such rates as will permit it to earn a return on the value of 
the property which it employs for the convenience of the public equal to 
that generally being made at the same time and in the same general part 


43 If exploration return and related income taxes are excluded, the two items of return 
on investment, plus related Federal income taxes represent 26.12 percent of the Exh. 282 
jurisdictional cost of service (Exh. 388, Sch. 1—A, line 18, cols. H and I). 
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of the country on investments in other business undertakings which are 
attended by corresponding risks and uncertainties; * * * The return should 
be reasonably sufficient to assure confidence in the financial soundness of 
the utility and should be adequate, under efficient and economical manage- 
ment, to maintain and support its credit and enable it to raise the money 
necessary for the proper dicharge of its public duties. A rate of return 
may be reasonable at one time and become too high or too low by changes 
affecting opportunities for investment, the money market and business con- 
ditions generally (262 U.S. at 692-93). 

In the Hope Natural Gas case the Supreme Court stated: 


From the investor or company point of view it is important that there 
be enough revenue not only for operating expenses but also for the capital 
costs of the business. These include service on the debt and dividends on 
the stock. * * * By that standard, the return to the equity owner should 
be commensurate with returns on investments in other enterprises having 
corresponding risks. That return moreover should be sufficient to assure 
confidence in the financial integrity of the enterprise so as to maintain its 
credit and to attract capital (320 U.S. at 603). 
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Rates which enable the company to operate successfully, to maintain its 
financial integrity, to attract capital, and to compensate its investors for 
the risk assumed certainly cannot be condemned as invalid (320 U.S. at 
605). 

In the City of Detroit case, supra, the Court of Appeals stressed that there 
must be kept in mind 


the basic purpose of the statute to protect consumers from excessive rates, 
though at the same time the statute affords the support of public authority 
to the regulated utility (230 F. 2d at 816). 

In addition, the Court stated: 


the Commission * * * must also, and always, relate its action to the pri- 
mary aim of the Act to guard the consumer against excessive rates (230 
F. 2d at 817). 
In the same decision the Court of Appeals, referring to the rate of return 
determination, stated: 


The percentage of profit prescribed by the Commission depends upon a 
variety of factors, such as the risks of the business, the necessity for at- 
tracting capital, and the desirability of lower cost of gas to the public (230 
F. 2d at 813 ; emphasis supplied). 


In considering the important problem as to what would constitute a reason- 
able rate of return for Phillips in the instant proceeding, there has been borne 
in mind the important caveat of the Supreme Court in the Bluefield case, supra, 
that this issue “must be determined by the exercise of fair and enlightened 
judgment, having regard for all relevant facts”. In this connection, there has 
also been noted the similar holding of the Court of Appeals for the Eighth Cir- 
cuit in State Corp. Commission of Kansas v. Federal Power Commission, 206 F. 
2d 690 (1953), as follows: 

Other opinions of the Commission in rate of return controversies show 
that the Commission states and considers very many practical matters which 
affect the application of the practical expert judgment that the Commission 
has * * * All such considerations must enter into the Commission’s de- 

termination that the rate of return it allows is “just and reasonable” in 
that it will “enable the company to operate successfully, to maintain its 
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financial integrity, to attract capital, and to compensate its investors for 
the risks assumed * * *.” Federal Power Commission v. Hope Natural 
Gas Company, 320 U.S. 591, 605, 64 S. Ct. 281, 289, 88 L. Ed. 333. Considera- 
tion of the age of a company, its stability, its financial tie-ups, its established 
and potential outlets, whether the company is expanding or is consolidating 
its position—all of these things and many more must affect the determina- 
tion as to how the company will attract capital, and maintain its financial 
integrity, at a certain rate of return. And it is settled and stated in many 
eases that the rate of return, from the point of view of the investor, must 
be sufficient to assure a proper return to the investor and to maintain the 
company credit and to attract capital (206 F. 2d at 721). 


B. Types of Evidence Considered 


In this connection, it is noted that the record made in the instant proceeding 
contains an abundance of evidence on the subject of rate of return. For 
example, Staff Exh. No. 207 includes detailed data relating to yield on United 
States Treasury bonds; Moody’s bond yield averages according to industry 
(including 40 industrials, 40 public utilities, and 40 railroads) ; earnings-price 
ratios for the common stock of 41 independent producers of natural gas, and 
additional data relating to the same 41 independent producers with respect to 
book value, dividends per share of common stock, and payout ratios; data con- 
cerning offerings of common stocks by these producers from 1948 to date. The 
instant record also includes relevant data with respect to Phillips’ financial 
condition, which will be set forth in detail below. In addition, the record con- 
tains substantial evidence relating to the continually expanding markets for 
natural gas, the state of our national gas supply, and related matters which 
will be considered at length in a subsequent portion of this decision. All of 
these factors have been taken into consideration in arriving at a reasonable 
rate of return for Phillips in the instant proceeding. 

Phillips is one of the largest companies in the gas and oil business, and one 
of the most complete and low-cost units in the oil industry. It is a diversified 
integrated enterprise engaging in virtually every phase of petroleum industry 
operations, and many related petrochemical activities in the United States. 
It is the largest producer of natural gasoline in the United States. The com- 
pany owns a 33.54 percent interest in American Independent Oil Company, 
which in turn holds a half interest in the Kuwait-Saudi Arabia Neutral Zone 
oil discovery and 0.832 percent of the Iran consortium (Exh. 207, p. 59; Exh. 
296, pp. 7 and 9). 

Phillips’ total assets at the end of the calendar year 1956 aggregated 
$1,372,831,891 and its net worth, after liabilities and reserves, amounted to 
$942,287,925 (Exh. No. 925, pp. 32-33). During the calendar year 1956 Phillips’ 
gross income was $1,038,814,810, its net income was $95,202,615, and it paid 
dividends of $54,919,148. This net income level was reached by a steady growth 
from a level of approximately $41 million in 1947, and substantial dividends 
were paid in every year throughout this period. During these years oil and 
gas production continually increased, and sales of natural gas increased from 
996,200 Mcf per day in 1947 to 1,778,168 Mcf per day in 1956. The average 
price received by Phillips for its natural gas during this period increased from 
3.74 cents per Mcf in 1947 to 9 cents per Mcf in 1956 (Exh. 295, pp. 30-31). 

From the standpoint of its stockholders, Phillips’ growth during the last ten 
years has also been most favorable. Adjusting for stock splits, Phillips’ 
earnings grew from $1.15 per share in 1946 to $2.77 per share in 1956. During 
the same period, the dividends paid per share (adjusted for stock splits) in- 
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creased from 50 cents in 1946 to $1.60 in 1956 (Exh. 222, p. 27; Exh. 295, p. 30). 
Phillips’ payout ratio has risen steadily from 40.8 percent in 1949 to 54.1 per- 
cent in 1955 (Exh. 207, p. 27). 

With reference to Phillips’ ability to attract capital, it is relevant to note 
Phillips’ successful sale of $171,720,200 face amount of 4%4 percent convertible 
subordinated debentures issued in February 1957, a time of particularly tight 
money conditions (Exh. Nos. 295 and 296). In addition, Phillips’ rate of return 
witness, Dr. Arthur A. Smith (Vice-President of the First National Bank of 
Dallas, Texas) testified that his bank and other banks make loans to Phillips 
against its general credit, that in making such loans Phillips is regarded as a 
“prime credit risk”, and that the interest rate charged to Phillips generally 
would be the same as that charged to utility companies for similar-type loans 
(78: 10, 574-76). 

It is also of interest to note that Phillips witness C. M. Allen™ testified that 
the Phillips success ratio for strict wildcat drilling in 1956 was 19.28 percent, 
as compared with the industry-wide success ratio of only 11.21 percent for strict 
wildcat drilling during the eleven-year period 1945-1956 (57: 8005-8008). He 
explained this situation as follows: 


It would be very surprising to me if Phillips, or, for that matter, any of 
the other major producers, was not above the industry average. We will, 
in most cases, attempt to farm out our poorer prospects to other operators 
and drill our best ones ourselves. We will also encourage exploration by 
others in areas where we have leases by the contribution of dry hole money, 
or in some cases, by assignment of some of our leases (57: 8008). 

In addition, Dr. Smith testified: 


Yes, I think a large company, integrated, is something like an insurance 
company, as a whole, that it would be more stable (77: 10.381). 


* * * = ® * 


I think size is a factor in the risk element. If a company is large and is 
integrated, I think that it is in a position to average out, as a whole, some 
of the risks. I think the insurance principle applies to a certain extent, yes 
(77: 10,382-83). 


C. Phillips Contention Re Special Risks of Producers 


Phillips argues (initial brief, pages 51-54) that the risks of independent 
producers are much greater than those of typical utility companies or the pipe- 
line operations of gas pipeline companies, in view of the recognized problems 
with respect to dry holes, blowouts, and related difficulties which are charac- 
teristic of the production industry. Although it is recognized that independent 
producers face a substantially greater physical risk of finding or not finding gas 
or oil, than is encountered by pipeline companies, there is substantial merit in 
the contention by the Staff, Wisconsin and other interveners, that the financial 
risk is largely removed or minimized if a cost of service is herein adopted for 
Phillips which adequately reflects its full costs of exploration and develop- 
ment.” Phillips is here being allowed to recover in its cost of service the ex- 
penses of current exploration, by the expensing of test year exploration costs 
rather than the mere capitalization of such costs. Phillips’ present customers 
are thus charged with current exploration expense which has not yet produced 
any matching revenues. In addition, as has already been noted, a major portion 
of the exploration costs represent the cost of unsuccessful exploration, as to 


34 General Natural Gas Geologist of Phillips’ Land and Geological Department. 
144 Wisconsin initial brief, pages 40—42. 
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which there will never be any matching revenues. The result is to require 
the consumers to bear the risks attributable to the gas exploration process. 

Phillips contends, however, that the mere allowance of costs cannot of itself 
operate to reduce the producer’s risks, for the reason that 

The ratepayer pays the rates only if he gets the gas, and Phillips gets the 
allowance only if it has the gas to sell (reply brief, page 32). 

The Phillips theory here seems to be that the allowance of exploration costs 
in the cost of service will have the ultimate effect of removing the risk only to 
the extent that exploration activity results in the discovery of reserves which 
may then be sold at the level of rates fixed herein; that if Phillips encounters 
dry holes, this particular exploration activity will produce no gas for market 
and the allowance in the cost of service will therefore not actually be recov- 
ered. The fallacy in this reasoning lies in the fact that the use of a test year 
cost of service is founded upon the basic assumption that the experience of a 
selected test year, with reference to the relationship of operating costs, invest- 
ment and volume of sales, is reasonably representative of the future. If this 
assumption is correct it will follow that the total test year costs, including 
exploration costs, are matched up with a total volume of sales, reflecting both 
dry hole experience and successful well experience associated with previous 
exploration activity, in a relationship which is reasonably representative. This 
means that in succeeding years, although the exploratory activity will again 
result in some dry holes as well as successful wells, the new ratio of total 
costs to volume of sales will, on the average, be roughly similar. In addition, 
as will be discussed in detail at a later point in this decision, it would be unrealis- 
tic to assume that Phillips will not have the gas to sell during the ensuing years 
when the rates fixed herein will be applicable; and it would be equally unrealis- 
tic to suggest that it will have any difficulty in disposing of all its produced 
gas in the ensuing years at the rate leveis authorized herein. 

Phillips also contends that, with respect to the problem of obtaining the neces- 
sary financing to carry out its exploration operations, independent producers 
are in a different and more difficult position than pipeline companies. Phillips 
witness Dr. Smith testified, in this connection, that lending institutions will 
not provide financing for producers based merely upon the ownership of acre- 
age and estimates of underlying gas and oil reserves; that, accordingly, pro- 
ducers cannot borrow a large part of their required capital as pipeline companies 
do, but must instead rely upon venture capital, largely in the form of reinvested 
earnings and funds recovered through depreciation and depletion charges (60: 
8,356-63). It is accordingly contended that Phillips must have sufficient net 
income to permit the plow back of retained earnings. However, Dr. Smith 
also testified that his bank has made loans against Phillips’ general credit; that 

* * * Phillips being an integrated company, you have a little different 
situation there than just a producer, you see. 
e ™ 7 7 * + 


That is another way of saying that the general credit of Phillips, as an 
integrated company, would be back of the loan (78: 10,576). 
Smith explained that, for this reason, if a loan were made to Phillips on its 
general credit, no condition would be imposed to prevent it from using such 
funds for exploration (78: 10,576-77). Actually, Phillips counsel himself made 
the point that only in 1953 Phillips had issued convertible debentures of over 
$160 million, which he characterized with emphasis as “attracting capital.” 
(53: 7,551). 
In spite of the above, it is recognized that even if rates are fixed on the basis 
of the cost of service here determined, Phillips will not operate 100 percent 
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free from all possibilities of risk. Actually, if such conditions were in fact 
created, there would be no justification here for allowing Phillips a higher rate 
of return than that generally provided for pipeline companies. Wisconsin 
witness Colbert expressed this view as follows: 


On the other hand, if allowed operating costs include full provision for 
all exploration and development expenses, including advance provision 
therefor, with proper safeguards, in situations where such procedure is 
warranted in order to assure recoupment of such costs, then the reasonable 
return allowance may be lower and conform to the level of utility returns 
(98: 12,967). 

However, as will be pointed out shortly, we are not here holding Phillips to the 
6.5 percent rate of return level which the Wisconsin brief characterizes as 
sufficient, representing a rate “reasonably in line with rates of return allowed 
the regulated natural gas pipeline and utility companies.” (Wisconsin initial 
brief, page 42) ; nor are we holding Phillips to the 7.75 percent rate of return 
derived by Wisconsin’s rate-of-return witness Colbert, by applying a pipeline- 
type rate of 6.5 percent to Phillips’ gathering facilities, and by applying to its 
production facilities the 9 percent rate proposed by the Staff herein. 

The rejection in this decision of the more strict rate of return proposals made 
by Wisconsin, as outlined above, and the allowance to Phillips of a rate of 
return significantly higher than that generally accorded to pipeline companies 
reflects and can only be justified on the assumption that Phillips will in fact 
not be 100 percent free from any and all risks of any kind. 

We now proceed to a discussion of the precise rate-of-return proposals 
made in this proceeding, presented by Phillips, the Staff, and Wisconsin. 
Eastern, which presented a comprehensive cost of service in this case, presented 
no evidence on rate of return and has taken no position on this question. 





D. The Wisconsin Rate of Return Presentation 


Wisconsin’s rate of return witness Asel Colbert advanced the theory that 
it would be reasonable to determine a different rate of return for Phillips’ 
gathering facilities than for its production facilities. With respect to the 
gathering facilities, he testified: 

On the other hand, the investment in gathering facilities need not be made 
until the gas supply is assured, and arrangements for a sale have been made. 
The facilities comprise a part of the total mains, compressors, and other 
plant required in carrying the gas from the producing facilities to the con- 
sumer. The financial risk involved in the ownership of such facilities is 
closely related to that of the gas pipeline and the gas utility business. 
Be a a * - * * 
* * * the rate of return on the net investment in such business excluding 
production facilities and comprised substantially of the gathering facilities 
should be reasonably in line with returns allowed the regulated natural gas 
industry (98: 12954-55). 
Colbert accordingly took the position that “a return of around 6.5 percent of the 
net investment in gathering facilities would be reasonable (98: 12,966). 

With respect to Phillips’ production facilities, Colbert testified : 

I have made no independent estimate of return requirement for production 
investment. As I previously indicated, a reasonable return on this invest- 
ment depends in no small measure on the allowance in operating expenses 
for exploration and development expenses. 
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I believe that, if investors must rely on the return on their investment to 
cover a part of exploration costs, they will demand a return quite high, as 
judged by utility standards. 

On the other hand, if allowed operating costs include full provision for 
all exploration and development expenses, including advance provision 
therefor, with proper safeguards, in situations where such procedure is 
warranted in order to assure recoupment of such costs, then the reasonable 
return allowance may be lower and conform to the level of utility returns 
(98 : 12966-67). 

Although Colbert thus made no determination of his own as to a proper rate 
of return for Phillips’ production operations, in order to provide a rate of return 
figure for use in the Wisconsin cost of service, he combined his suggested 6.5 
percent rate of return on the gathering investment with an assumed 9 percent 
rate of return on production facilities,*? to derive an over-all rate of return of 
7.75 percent. The Wisconsin brief goes even further and suggests that the 
return on Phillips’ total jurisdictional investment, including both production and 
gathering facilities, should be reasonably in line with rates of return allowed 
to regulated natural gas pipeline and utility companies; that this rate of return 
could be as low as 6.5 percent, and that accordingly the 7.75 percent rate of 
return calculated in the manner above outlined and used in its own cost of 
service study (Exhibit 389), is “most generous” (Wisconsin initial brief, page 
42). 

It is concluded that the Wisconsin proposal, as advanced by its witness Colbert, 
is not acceptable for the purpose of this proceeding for the reason that it is 
based upon an attempted fragmentation of the Phillips operations in a manner 
which does not appear to be realistic. We are here attempting to determine 
what return Phillips requires in order to maintain its financial integrity, and in 
order that it may be able to raise the necessary capital as required. Its cost of 
capital, however, reflects the appraisal of lenders and investors who as a prac- 
tical matter do not break the Phillips operations down into two categories, of 
production plant and gathering plant, with a different estimated risk for each. 
Furthermore, the earnings-price ratios of other producers, which are here given 
consideration (as noted at a later point) for the purpose of determining Phillips’ 
cost of capital, similarly reflect the investors’ appraisal of producers whose in- 
vestment, as in the case of Phillips, includes both production and gathering 
facilities. 
E. The Phillips Rate of Return Presentation 

Phillips’ rate of return position in this proceeding may be expressed succinctly 
as follows: 

(1) it should be allowed a 12 percent rate of return, plus the allowance of 
phantom taxes; or 

(2) in the alternative, it should be allowed a 17-18 percent rate of return, 
plus actual taxes. As stated in Phillips’ initial brief (p. 72, lines 4-10): 


* * * the rate of return allowed to Phillips on its rate base should be 12 
percent over and above the retention of the tax savings from the statutory 
deductions, or 17 percent to 18 percent inclusive of those tax savings. 
It should be noted, however, that Phillips requests the Commission to adopt in 
this proceeding its cost of service providing for a 12 percent rate of return, plus 
phantom taxes (initial brief, Appendix A-22). According to Phillips’ own cal- 
culation this would produce a total over-all return of 18.1 percent, based upon 













447 Borrowed from Staff witness Goubleman’s proposal of a 9% over-all rate of return for 
Phillips’ entire jurisdictional rate base. 
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the testimony of Phillips witness Cramer that phantom taxes would amount to 
$7,475,870 and that this amount, considered as return, would amount to 6.1 per- 
cent of the rate base (Phillips’ initial brief, p. 47; 87: 11,6945; 92: 12,387).* 

By contrast, the Staff rate of return witness Goubleman, using the earnings- 
price ratio approach, arrived at and recommended a 9 percent rate of return 
as “representing a rate falling within the zone of reasonableness of a fair rate of 
return for Phillips in these proceedings” (43 :6405-6) 2” 

Although Phillips arrived at its recommended rate of return via a number of 
complicated and seemingly diverse routes, the basic difference between the 
Phillips approach and the Staff approach in this proceeding, accounting in fact 
for the entire spread between the Phillips rate of return and the Staff rate of 
return, results from two factors: 

(1) Phillips’ use of an earnings-book value approach, as distinguished from 
the Staff’s use of the earnings-price ratio approach ; 

(2) The use by Phillips and the Staff of a different selected sample of pro- 
ducers, and a different time period, for the derivation of the ratios used by each 
in determining the return to be allowed for equity capital. 


(1) General discussion of the earnings-book value approach 


Under the earnings-price ratio technique, a ratio based upon the relationship 
of earnings to the market price of common stock of similar companies is applied 
to the book value of the equity of the utility whose rates are under considera- 
tion, for the purpose of determining the return to be allowed for equity. 
During the past decade it has been contended from time to time in pipeline rate 
proceedings that in determining the return to be allowed for equity, there 
should be applied to the book value thereof the earnings-book value ratios of 
comparable companies, rather than their earnings-price ratios. It has been 
contended, in this connection, that continued use of the earnings-price ratio 
approach would make it impossible to maintain existing market prices for the 
common stock of the regulated natural gas company; that the resultant reduc- 
tion of the premium at which the market price of such common stock was 
selling over its book value would be disastrous in its effect upon the ability of 
pipelines to raise the capital necessary for the construction of new facilities. 
In spite of these contentions, however, the Commission has persisted in the 
policy of employing the earnings-price ratio approach for the determination of a 
fair rate of return, while at the same time including a modest adjustment 
upwards to the “bare bones” cost of the equity capital as thus computed, in 
order to insure that a reasonable market-book value spread would be maintained 
to make equity financing attractive. The problem above referred to, and the 
Commission position thereon, was succinctly stated by the then Commissioner 
Nelson Lee Smith in an address delivered on April 13, 1953 to the National 
Federation of Financial Analysts Societies.” In this statement Commissioner 


148 Cramer’s 6.1 percent figure was based upon the assumption that phantom taxes would 
amount to $7,475,870, as estimated in his Exh. No. 345 computation of actual tax liability. 
However, Cramer at a later date presented Exh. No. 347 as a corrected computation of 
actual tax liability, indicating that the correct figure for phantom taxes would be 
approximately $11.7 million. This latter figure would amount to 9.6 percent of the 
Phillips rate base. 

144 At the time of the hearing Goubleman was a public utilities specialist in the Office 
of the Chief Accountant, Federal Power Commission, where he had served since 1945. His 
duties included direct research in connection with the subject of fair return for electric 
utilities and natural gas companies, and he had testified as a Commission staff witness on 
this subject in three electric proceedings and some 17 natural gas proceedings. He has 
since assumed the position of Deputy Chief, Bureau of Rates and Gas Certificates of the 
Federal Power Commission. 

1% Reported in Public Utilities Fortnightly, May 7, 1953, at p. 632. 
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Smith noted that the Commission’s use of earnings-price ratios in arriving at 
fair rate of return had been criticized, because these ratios were then applied 
to book value of the equity. He also noted that in mid-1951 various natural gas 


stocks were reported selling at 1144-4% times their book values. He then 
stated : 


* * * it has been suggested that anything which would lead to a reduction 
of those premiums over book value might be disastrous in its effect 
upon the ability of pipelines to raise the capital necessary to contruct 
new facilities. * * * But to approach the problem of rate making simply 
from the standpoint of maintaining existing market prices of common 
stocks, whatever their level, would involve the same type of circular 
reasoning that led some to advocate fifty years ago the use of capitalized 
earnings as the rate base. 


Commissioner Smith then agreed, however, that 


* * * for equity financing to be attractive, stock must command an 
appreciable premium over the book value, and that perhaps this premium 
must be greater in the case of the newly established venture than in the 
case of the old and seasoned company. 


It is thus apparent that the Phillips position in the instant proceeding, 
criticizing the application of earnings-price ratios to the book value of its 
equity, and contending that if such ratios are used they should be applied 
to the market value of its equity, or in the alternative that earnings-book 
value ratios should be applied to the book value of its equity, is similar to 
the proposals previously made in pipeline rate cases—which traditionally have 
been rejected by this Commission. It is clear that the application of earnings- 
price ratios to the market value of Phillips’ equity would produce the same 
circularity which was criticized by the then Commissioner Smith in the 
quotation set forth above. The current market price at which Phillips’ com- 
mon stock is selling is based, to some extent, upon its present earnings level. 
Accordingly, if the earnings-price ratio were applied to the market price of 
Phillips’ equity, the return allowed would be based to a significant extent 
upon Phillips’ present level of rates—despite the fact that the purpose of 
the instant rate proceeding is to determine whether its present rates are just 
and reasonable. 

If we instead adopted the Phillips proposal to apply the earnings-book 
value ratio to the book value of its equity, the problem of circularity would 
be present in its strongest form. The result would be to derive as the allowed 
return the same earnings which Phillips currently enjoys, in spite of the 
fact that the reasonableness of its current rates is the very issue to be 
resolved in this proceeding. It is concluded that such a circular process 
would be inappropriate for the same reason which lead the United States 
Surpreme Court in the Hope Natural Gas case, supra, to reject the “fair 
value” method of rate making, stating: 


* * * “fair value” is the end product of the process of rate-making not 
the starting point as the Circuit Court of Appeals held. The heart of the 
matter is that rates cannot be made to depend upon “fair value” when the 
value of the going enterprise depends on earnings under whatever rates 
may be anticipated (320 U.S. at 601). 

Similarly, the ratio of earnings to book value is the end product of rate- 
making and not its starting point. Our objective here is to determine a rate 
of return which will be sufficient to enable Phillips to raise capital on reason- 
able terms under present market conditions. We are therefore interested not 


in determining or reflecting what is actually currently heing earned by in- 
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dependent producers, but what investors are requiring. It is the earnings- 
price ratios, rather than the earnings-book value ratios, which provide this 
information. 

In the light of the general comments set forth above, we now proceed to a 
detailed consideration of the Phillips rate of return presentation in the instant 
proceeding. Phillips arrives at its recommendation for a reasonable rate of 
return via four different routes as follows: 

(1) The earnings-book value method, based upon the earnings-book value 
ratios of companies which are strictly producers—hereafter referred to as the 
Class A companies. 

(2) A method based upon Internal Revenue Service data, together with the 
allowance of phantom taxes. 

(3) The earnings-price ratio method, with a mathematically computed ad- 
justment to reflect the market-book value spread,“ but allowing only actual 
tax liability. 

(4) The earnings-price ratio method without an adjustment for the market- 
book value spread, but allowing phantom taxes. 


As will shortly be noted, all four of these seemingly different methods, as 
applied by Phillips, represent basically an earnings-book value approach. Each 
of these methods will now be examined in detail. 


(2) Phillips’ earnings-book value method, using the class A companies as the 
sample ™ 


Although Phillips’ rate of return witness, Dr. Smith, did not himself include 
this particular method in his presentation, Phillips strongly advocates this 
method in its instant briefs as representing a technique under which it be- 
comes unnecessary to consider either the problems of the market-book value 
spread, involved under the earnings price ratio method, or the problems of 
phantom tax allowances. In applying this method Phillips used earnings-book 
value data from Staff witness Goubleman’s rate of return presentation, Exhibit 
207. In that exhibit, Goubleman listed the data with respect to 41 producers. 
On page 7 of the exhibit he identified each of these producers by symbols A, 
B, C and D, designating as Class A those companies which were strictly pro- 
ducers of oil and gas; as Class B, companies which are producers of oil and 
gas and also engaged in refining operations; Class C, integrated companies 
{i.e., producers of oil and gas which are also engaged in refining and marketing 
operations) ; Class D, one company which did not fit into any of the three 
above classifications. However, the Goubleman exhibit did not group the com- 
panies by these classifications, and the classifications were not actually used 
for any purpose in his presentation. 

Dr. Smith later presented Exhibit 218, in which the 41 companies included in 
Goubleman’s Exhibit 207 were re-grouped by Classes A, B, and C. Phillips con- 
tends that the risks of the Class A companies engaged solely in producing 
operations correspond to its own natural gas producing and gathering opera- 
tions, It notes that in the 7-year period 1949-1955 the average earnings-book 
value ratio for the Class A companies was approximately 19 percent. Phillips 
then calculated that, assuming an average borrowed capital for the Class A 
companies of 14 percent and an interest rate of 4 percent, the 19 percent return 
on equity capital resulted in an average rate of return for the Class A com- 


%1The problem of the market-book value spread will be discussed in detail at a later 
point. 
182 Pp. 48, 64-66 and 72 of initial brief; pp. 30-31 of reply brief. 
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panies of approximately 17 percent. On this basis Phillips concludes that a 
reasonable rate of return for its own jurisdictional rate base in this proceeding 
would be in the area of 17-18 percent, together with the allowance of actual taxes. 

As already noted above, the earnings-book value approach is here rejected as 
basically unsatisfactory, because of the problem of circularity. 

It is also objectionable as here applied by Phillips, because it uses as the 
sample the Class A strictly producer companies which represent a totally 
different type of operation than the Phillips integrated operation. Phillips 
characterizes as one of the objectionable features of the earnings-price ratio 
method the fact that the rate of return thus derived for its jurisdictional gas 
sales alone would reflect the market prices offered for the common stock of 
integrated producers, based upon tkeir entire integrated operations. It is 
argued that this problem should properly be resolved by employing the earnings- 
book value ratio method, based upon the earnings-book value ratios of the Class A 
strictly producer companies. The theory is that under this technique there would 
be applied to Phillips’ equity book value an earnings-book value ratio which 
would be comparable to that pertaining for Phillips with respect to its produc- 
tion and gathering operations alone.™ 

The Phillips theory that its own risks and financial needs should here be 
measured with reference to the earnings-book value ratios of the Class A strictly 
producer companies represents an unrealistic approach, in that it would amount 
to determining the Phillips return requirements for its production operations 
in a vacuum, and to treating Phillips for this purpose as if it were a totally 
different type of company than it actually is. The Phillips position amounts to 
suggesting that in order to determine what return is required to maintain its 
financial integrity and to enable it to raise the necessary capital, we should 
give no consideration whatsoever to the type of company Phillips actually 
represents, or to its financial standing and stability; that we should instead 
direct our attention to a totally different type of company, i.e., the Class A sole 
producers whose earnings-book value ratio is the very highest. It is clear, how- 
ever, that Phillips’ requirements, from the standpoint of maintaining its financial 
integrity and being in a position to raise the necessary capital, are not the same 
as the requirements of the Class A companies; that lenders and investors who 
are giving consideration to the providing of financing for Phillips direct their 
attention to the Phillips operation itself, and not to the operation of the totally 
different Class A companies.™ 

In the light of the above comments, it is of interest to note here that the 
earnings-book value ratios for the Class C integrated companies, for the seven- 
year period used by Phillips, amounted to 15.3 percent, and that the Phillips 
earnings-book value ratio for this period was 12.1 percent (Exh. 218, p. 1). 


183 It is interesting to note that in spite of the above rationale presented by Phillips for 
its selection of the Class A companies as the sample under its earnings-book value method, 
when Phillips witness Dr. Smith applied the earnings-price ratio technique he there used 
as his sample the Class C integrated companies, whose earnings-price ratios are sub- 
stantially higher than those of the Class A companies. 

% As a matter of fact, the situation here emphasized by Phillips is actually present 
in some pipeline rate proceedings, where the pipeline company involved is engaged sub- 
stantially in nonjurisdictional operations, in addition to its natural gas transmission 
activities. It is fair to assume that the market prices offered by investors for the common 
stock of these particular pipeline companies is governed, to some extent, by the investors’ 
appraisal of the total integrated operations of such pipelines. Nevertheless, In spite of 
the theory here advanced by Phillips, the Commission in such cases gives substantia. 
weight to the earnings-price ratios of the pipeline company involved and of other similar 
pipeline companies. 
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Furthermore, even if for the purpose of this discussion we were here to adopt 
the Phillips approach of looking only at its production and gathering operations 
for this particular purpose, there is still no justification for imputing to 
Phillips’ production and gathering operations the earnings-book value ratios of 
the totally different Class A companies. On the contrary, by use of the data 
presented by Phillips witness Turner in Exh. No. 261, showing Phillips’ net 
income (after deduction of operating costs, but before deduction of Federal 
income taxes) and net plant investment, on its oil and gas production and gas 
processing facilities, it is possible to make a rough computation of Phillips’ own 
ratio of earnings from its oil and gas production operation to its net plant 
investment therein—amounting to 16.1 percent for the seven-year period used by 
Phillips. Finally, if this calculation is limited to the five-year period 1951-55 
(which staff witness Goubleman adopted, and which is being approved herein for 
reasons which will be set forth in detail at a later point), a ratio of only 14.2 
percent is obtained. 

For the reasons indicated above it is concluded, entirely apart from the 
validity of the earnings-book value ratio approach in general, that the Phillips 
application of the earnings-book value ratio technique based upon the Class A 
companies as the sample is totally unsatisfactory. 


(3) Dr. Smith’s “method” based upon Internal Revenue Service data 


Phillips devotes substantial attention in its briefs to a rate of return compu- 
tation by Dr. Smith, based upon certain Internal Revenue Service data (Exhs. 
281 and 309). Under this approach, Dr. Smith used statistical data published 
annually by the Internal Revenue Service in a volume entitled “Statistics of 
Income, Part II, Corporation Income Tax Returns”. His calculations were 
based upon tabulations in this volume for the years 1947-1953, containing balance 
sheet items and profit and loss statements as reported to the Internal Revenue 
Service on tax forms. The nature of this data may be seen by referring to 
Exh. 309, which is a photostatic copy of the tabular sheet for the year 1953. 
Using the data applicable to the category of “crude petroleum and natural gas 
production”, Dr. Smith calculated a composite return to equity capital for this 
group in the ratio of 11.8 percent for the mentioned seven-year period. Adding 
an estimated cost of financing of 0.75 percent to this figure, he arrived at a cost 
rate on common equity of 12.55 percent. This figure, combined with a 3.20 
percent rate on debt, produced an over-all rate of return of 11.46 percent. Dr. 
Smith concluded that this rate of return required some upward adjustment “to 
compensate for the risks of the losers”. He thereupon rounded out the rate of 
return at 12 percent. In addition, he took the position that the 12 percent rate 
of return as thus derived must be accompanied by the allowance of phantom 
taxes (60: 8409; 8413-8416 ; 8420-23). 

After some analysis, it becomes apparent that this Internal Revenue data 
“method” as applied by Dr. Smith actually represents merely an earnings-book 
value approach, using an unnecessarily complicated, awkward and indirect 
route to arrive at the earnings-book value ratio to be employed. As an earn- 
ings-book value method, it avoids the question of the market-book value spread 
in the same manner as the first Phillips method, already outlined above. In 
addition, like the first Phillips method, supra, it is based upon data for com- 


16 Initial brief, pp. 69-71; reply brief, p. 31. 
4 Dr. Smith testified that he used the seven-year period, 1947-1953, because 1953 
was the latest year for which the Internal Revenue Service data was available. 
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panies which are very largely producers only and which are therefore com- 
parable to the Class A group. 

The totally unnecessary confusion created by Dr. Smith’s use of the above 
mentioned Internal Revenue data results from the manner in which net earnings 
are therein calculated for Internal Revenue’s own purposes. The net earnings 
figures used by Dr. Smith in his Exh. 281 were obtained from line 62 of the 
Internal Revenue tabulations (Exh. 309). As calculated in the Internal Reve- 
nue tabulations (Exh. 309) this net earnings figure is arrived at after deducting 
from gross receipts not only (a) actual income tax liability, but also (b) statu- 
tory depletion, as a depletion cost deduction, rather than cost depletion. The 
net earnings figure thus derived accordingly reflects the statutory depletion 
allowance twice.™ As a result of this situation, the 11.8 percent earnings-book 
value ratio thus computed by Dr. Smith from the Internal Revenue data was 
unduly low, and Dr. Smith purported to compensate for this situation by com- 
bining this method with the proposed allowance of phantom taxes. 

Entirely apart from the basic objections to this technique, as noted above, 
Dr. Smith committed two major errors in applying this “method”. His employ- 
ment of the Class A-type companies as his sample was objectionable for the rea- 
sons already set forth above. In addition, the Internal Revenue data employed 
by him included only those companies which reported taxable income in the years 
1947-53. It did not include or reflect those companies which did have income 
and whose operations were in fact profitable, but which, by virtue of the statu- 
tory depletion allowances, showed no taxable income (82: 11,095-96). Dr. 
Smith explained that this situation resulted from his decision not to include or 
reflect in his study data relating to “the losers” (i.e., unsuccessful operators). 


Q. Why did you eliminate the group that reported no taxable income? 

A. Because in measuring risk, it is not possible to do it when you include 
the losers. Now, I grant you some of them in there may not be losers, 
they just didn’t pay taves, but there is no way for me to separate them 
out. There is no way for me to find out the number of them that were in 
the red, that clearly lost, regardless of statutory depletion, and therefore 
I thought my choice of the category that I did choose was more defensible 
and less subject to criticism, less vulnerable from a statistical point of 
view (82: 11,097 ; emphasis supplied). 

Intervenors and Staff presented Exhs. 319 and 321 to demonstrate that if all 
companies filing tax returns with balance sheets had been included in Dr. 
Smith’s study, without regard to whether they showed taxable income, the 
average earnings on equity calculated for the seven-year period would have 
been only 8.61 percent instead of the 11.8 percent ratio derived by Dr. Smith 
on Exh. 281. These latter exhibits were attacked by Phillips as going to the 
opposite extreme, in that they included companies which admittedly were 
“losers”. However, it seems clear that even if “losers” were excluded, the 
effect of adjusting Dr. Smith’s calculation to include those companies which 
were “winners” but which did not report taxable income, would have been to 
produce a ratio somewhat lower than the 11.8 percent ratio derived by him 
on Exh. 281. 


187 Dr. Smith explained, during cross-examination, that his Exh. 281 data had been 
compiled from companies included by the Internal Revenue Service in its Code Number 
131, the category of “crude petroleum and natural gas production” ; that these companies 
are comparable to the Class A group, rather than to the Phillips integrated type of opera- 
tions; that Phillips itself is included in Code No. 291, the category of “manufacturing- 
petroleum refineries”. (78: 10,529 and 10,532; 82: 11,101) 

1458 This is in contrast to earnings-price ratio data, where the net earnings used are those 
reported to stockholders, reflecting the deduction of cost depletion and actual income 
taxes. (83: 11,253-54) 
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(4) Phillips’ use of an earnings-price ratio method (a) with a mathematicaily 
computed adjustment to reflect the market-book value spread, but allowing 
only actual tax liability; and (b) without an adjustment for the market- 

book value spread, but allowing phantom tages 


The Phillips presentation of a rate of return calculation under the earnings- 
price ratio method took a most confusing course, which has been difficult to 
unravel. The method was presented by its witness, Dr. Smith, on one basis in 
the course of his direct testimony, but was somewhat expanded and refined 
by him during the course of cross-examination. The method as presented in 
the Phillips briefs filed at the end of this proceeding has been still further 
refined. 

For the purpose of his earnings-price ratio study Dr. Smith selected, as 
comparable to Phillips, some 22 companies (including Phillips) representing 
independent, integrated oil and gas companies, each with a capital structure 
in excess of $250 million. Two of these companies were eliminated—one 
because it also conducted an interstate gas transmission business, and another 
in view of a recent merger. This left 20 companies, including Phillips, which 
were used as the basis for Dr. Smith’s earnings-price ratio study (Exh. No. 275). 
Using data for the nine-year period 1947-1955, Dr. Smith arrived at an 
average earnings-price ratio of 12.9 percent for these 20 companies. To this 
he added estimated financing costs of 0.75 percent, producing a cost of common 
equity of 13.65 percent (60:8394). He combined this with a debt ratio for 
Phillips of 11.6 percent and a cost of debt of 3.20 percent, to produce an overall 
rate of return of 12.44 percent (60:8415). 

In the course of his direct testimony, Dr. Smith expressed the view that this 
rate of return was actually subject to some upward adjustment “to allow for 
the greater risks of oil and gas operations as opposed to overall integrated 
operations, and to allow for application of book value of investment” (60 :8416). 
During his direct testimony Dr. Smith’s attention was directed by Phillips 
counsel to the earlier statement by Staff witness Goubleman that an upward 
adjustment should be made to the “bare bones” cost of equity in order to 
maintain the market price of common stock at a reasonable level above book 
value. Dr. Smith’s comment on this was that he had read this testimony “but 
I have no exact measure for those adjustments” (60:8407, lines 7-12; 8397, 
lines 8-11). He accordingly simply took the position, during his direct testi- 
mony, that under the earnings-price ratio method there should be granted to 
Phillips a 12 percent rate of return, plus the allowance of phantom taxes 
(60 :8416-17). However, during cross-examination some three months later 
Dr. Smith expanded upon this position as follows: 


If I used the earnings-price ratio technique and adjusted it for all the 
adjustments I think necessary to be made, it would run 17 or 18 percent 
on the earnings-price ratio basis. In order to leave—when you make your 
ease on a cost basis and talk depletion of cost, it would have to be that, 
in order to leave the investor what he thinks he is going to get, you see 
(77 :10,489, lines 3-9). 


At a still later date, during the course of further interrogation on this subject, 
Dr. Smith stated: 


If percentage depletion is not counted as a deduction, then the earnings- 
price ratio would have to be adjusted upward and I had not at that time 
made the adjustment, and I said that as far as I could detect it would 
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probably be somewhere around 17 or 18 percent (83:11,145, line 24— 
11,146, line 4). 


* * * * * « * 


* * * if the income tax laws are not followed and the percentage depletion 
is not allowed as a deduction, then the rate of return would have to be 
larger than 12. There would have to be an adjustment for book value as 
over against market value (83:11,147, lines 4-8). 


The Phillips briefs have still further expanded and refined the rationale as 
thus presented in Dr. Smith’s testimony. The argument made in Phillips’ 
initial brief (p. 58) is that the earnings-price ratio technique is inherently 
inapplicable to producers because of “the vast differences between the book 
values and the market values of their equity securities”. For this reason, 
Phillips contends that if the earnings-price ratio method is to be used, and if 
that ratio is to be applied to the book value of Phillips’ equity, it is essential 
that an adjustment be made to such earnings-price ratios for the difference 
between book value and market value (p. 63 of Phillips’ initial brief, lines 
1-5; p. 62, lines 12-17) ; that this adjustment must be made by multiplying the 
earnings-price ratio by the ratio of market value to book value (p. 62, lines 
12-17). As noted above, Dr. Smith stated that, in the absence of allowing 
phantom taxes, the 12 percent rate of return calculated by him on the basis of 
the strict earnings-price ratio method would have to be adjusted upward to 
17 or 18 percent in order to reflect the required market-book value adjustment. 
It is thus clear that he used a market-book value adjustment factor of 1.392, 
which he multiplied against his 13.65 percent “bare bones” cost of common 
equity to produce an adjusted cost of common equity of 19 percent—which in 
turn resulted in his final overall rate of return of 17 percent. This 1.392 
market-book value adjustment factor may be compared with Staff witness 
Goubleman’s testimony that in order for Phillips to maintain its financial 
integrity and attract capital on reasonable terms, its common stock should 
sell at a market value of 1.40 times book value. 

As will be explained in greater detail at a later point, in connection with our 
consideration of the Goubleman earnings-price ratio approach, the real differ- 
ence between the Phillips and Goubleman treatment of the market-book value 
spread arises from the fact that Phillips applies the 1.40 ratio precisely as a 
pure mathematical calculation, multiplying its claimed earnings-price ratio 
by 1.40. By contrast, staff witness Goubleman does not determine the adjust- 
ment factor required to maintain the desired market-book value spread on the 
basis of a pure mathematical computation. Instead, it is his position that 
ali factors and circumstances, including current market conditions, must be 
taken into ‘consideration in order to determine, as a matter of informed judg- 
ment, what adjustment above “bare bones” cost of equity capital is here required. 

It is apparent that the real purpose and effect of applying the market-book 
value adjustment factor in the manner employed by Phillips, as outlined above, 
is to convert the earnings-price ratio method into an earnings-book value ap- 
proach—or into an approach where the earnings-price ratio is applied to market 
value of the equity rather than to its book value. The plain, overriding ob- 
jective (regardless of the seemingly different packages in which it is presented) 
is to produce for Phillips a rate of return which will guarantee its retention 
of the same net earnings which it currently enjoys—despite the fact that the 
reasonableness of its current rates is the very issue to be resolved in the instant 
rate proceeding. Phillips makes this clear through the following statements 
in its initial brief: 
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In order to have earnings equivalent to 12 percent of the market value 
of its equity capital, Phillips must have earnings of at least 18 percent of 
the book value of its net assets (p. 73). 

At another point, referring to the Class A producers, Phillips states: 
the earnings-price ratio technique cannot be applied to these producing 
companies to calculate back to the very earnings from which the earnings 
price ratio was developed unless it is multiplied by the ratio of the market 
value to book value (p. 62; emphasis required). 

These basic Phillips criteria and objectives are unacceptable in view of the 

problems of circularity which have already been set forth at an earlier point 

as the basis for our rejection of the earnings-book value approach in general. 

As already noted above, both the Phillips briefs and its witness Dr. Smith 
take the position that if the market-book value adjustment is not made to the 
strict earnings-price ratio in the manner outlined above, the 12 percent rate 
of return then derived under the unadjusted application of the earnings-price 
ratio method would necessarily have to be accompanied by the allowance of 
phantom taxes. In addition, on the basis of the calculation by Phillips’ witness 
Cramer that phantom taxes would amount to 6.1 percent of rate base, it is 
concluded by Phillips that this would have the effect of adjusting the 12 percent 
rate of return upwards to 18 percent. It is thus apparent that both Dr. Smith 
and the Phillips briefs, for the purpose of their consideration of the earnings- 
price ratio method, treat the allowance of phantom taxes as a substitute for 
the allowance of an adjustment above the “bare bones” cost of equity, required 
to make equity financing attractive; and, interchangeably, they similarly treat 
the proposed adjustment above “bare bones” cost of equity as a substitute for 
the phantom tax allowance. The confusing aspect of this position is that it 
is difficult to understand how the concept of phantom taxes and the concept of 
an adjustment over “bare bones” cost of equity capital can be regarded as 
interdependent and related in any way. The Phillips position, in this connec- 
tion, merely serves to forcefully support the conclusion arrived at in connection 
with our earlier discussion of the isue of the phantom tax allowance—i.e., that 
the request for allowance of phantom taxes constitutes nothing more than an 
attempt to obtain an additional return. 

It is accordingly concluded that the earnings-price ratio method as here 
applied by Phillips must be rejected for the following reasons : 

(1) The Phillips method of applying the market-book value adjustment over 
“bare-bones” cost of equity capital is not regarded as acceptable. 

(2) Entirely apart from the above, as will be discussed in detail at a later 
point, the unadjusted earnings-price ratio of 13.65 percent derived by Phillips 
witness Dr. Smith is regarded as unduly high, because of errors in his selec- 
tion of the producers whose earnings-price data should be considered, and 
because of errors in his selection of the time period to be used for this purpose. 
As a matter of fact, as will later be seen, the selection of the sample and time 
period for use in constructing the unadjusted earnings-price ratio have an 
even greater impact upon the determined cost of equity capital than the 
market-book value adjustment factor referred to above. 


F. Staff Witness Goubleman’s Rate of Return Presentation 

We now turn to a consideration of the rate of return presentation made by 
Staff witness Goubleman. In determining the cost to be allowed for equity 
capital, Goubleman used the earnings-price ratio method, 


(1) on the theory that earnings-price ratios measure the producers’ risk, as 
appraised by investors ; 
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(2) for the further reason that in determining what rate of return is required 
to enable Phillips to attract capital at reasonable cost, under present market 
conditions, earnings-price ratios are of interest in that they show what investors 
are requiring. 

In determining his allowance for equity capital, Goubleman used an earnings- 
price ratio of 8.5 percent, calculated under a method which will shortly be 
discussed in detail below. He concluded that it was not posstble to measure 
the risk of Phillips’ Natural Gas Department alone as determined by the market, 
since the earnings which are made known to the investor, on the basis of 
which the investor offers a given market price, are the result of Phillips’ total 
integrated operation. It is accordingly not possible to break up the market 
price of Phillips’ common stock into various segments, each relating to a different 
type of operation (53: 7540). 

Goubleman added to his earnings-price ratio of 8.5 percent an allowance for 
the cost of financing in the amount of 0.75 percent. In addition, he added 
an adjustment factor of 0.75 percent over the “bare bones” cost of equity, in 
order to enable the company to attract capital at reasonable cost and to main- 
tain its financial integrity—thus producing a total allowance of 10 percent on 
Phillips’ common equity. He stated: 

The Commission heretofore in its determination of a fair rate of return 
for natural gas companies has allowed on common equity something in 
excess of the bare costs in order to enable the companies to attract capital 
at reasonable costs and maintain financial integrity. 

* * * * * * ~ 

In view of Phillips’ broad equity of nearly 87 percent as compared to 
an average of around 30 percent for the major pipe lines, together with 
the indicated costs of equity to petroleum producers in general, and Phil- 
lips in particular, and in the light of allowances to pipe line companies 
by the Commission, it ampears that a rate of about 10 percent on Phillips’ 
common equity is reasonable (43: 6405). 

Using this 10 percent cost for e-uity, plus a debt capitalization and a cost of 
debt which will shortly be described in detail, Goubleman arrived at a 9 percent 
over-all rate of return which he suggested 
be used by the Staff as representing a rate falling within the zone of 
reasonableness of a fair rate of return for Phillips in these proceedings 
(43 : 6405-6). 


(1) Staff treatment of accelerated amortization item as an interest-free loan, 
in calculating Phillips’ debt ratio 


In making their rate of return computation, both Phillips and the Staff used 
the company’s capitalization as of December 31, 1955. At that date the com- 
pany’s actual debt ratio was 11.6 percent, and the cost of its oustanding debt was 
3.20 percent (Exh. 274; Exh. 207, p. 73). However, the Staff adjusted Phillips’ 
actual debt ratio and actual cost of debt by treating as an “interest-free loan” 
an item of $19,162,355 of deferred Federal income tax liability, arising under the 
accelerated amortization provisions of Sec. 124A of the Internal Revenue Code.’™ 
The result was to convert Phillips’ debt ratio into 13.3 percent, its cost of debt 
to 2.76 percent, and its equity ratio to 86.7 percent. 

This issue arises from the fact that Phillips enjoys Federal income tax savings 
in the amount of $19,162,355 under the accelerated amortization provisions of 


459 26 U.S.C., Sec. 124A (1952), now Sec. 168 of the Internal Revenue Code of 1954. 
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the Internal Revenue Code, supra, pursuant to certificates of necessity issued to 
it by the Office of Defense Mobilization through December 31, 1955. Such tax 
savings were characterized by the Commission as “deferred Federal income 
taxes” in Op. No. 269, supra, and by the Court of Appeals in the City of Detroit 
decision, supra. It was there held that in computing the income tax component 
of a pipeline company which similarly enjoyed the benefit of accelerated amor- 
tization, tax liability should be figured as if such accelerated amortization had 
not in fact been available—the theory being that it was the intent of Congress 
as reflected in Sec. 124A of the Internal Revenue Code to benefit the taxpayer 
in order to encourage construction of certain emergency types of facilities for 
defense mobilization purposes. 

In view of the above decisions, none of the parties in the instant proceeding 
has contended that accelerated amortization should be reflected in computing 
the income tax component of the Phillips cost of service. The Staff, however, 
contends that such “deferred Federal income taxes” should be included in Phil- 
lips’ debt capitalization as an interest-free loan, at a zero cost. This Staff 
position is based upon the fact that in Op. No. 264, Docket No. R-126, where the 
Commission first laid down the general principles to be followed with respect 
to the effect of the accelerated amortization provision, it stated: 

By the enactment of this law Congress did not forgive the payment of any 
income taxes; it merely allowed payment of some of them to be deferred. 
This has the precise effect of a grant by our Government to a certificate 
holder of an interest-free loan (12 F.P.C. 371). 

Because the Commission there referred to such deferred Federal income taxes as 
having the effect of an interest-free loan, the Staff here contends that the Phillips 
deferred Federal income tax item in the amount of $19,162,355 should be treated 
in precisely that manner in determining Phillips’ debt structure for the purpose 
of our instant rate of return calculation. 

Although this rationalization has a certain persuasiveness, it is concluded 
that the adoption of any such device is foreclosed by the strong position which 
the Court of Appeals took with respect to a somewhat different, but similarly 
ingenious device in the City of Detroit decision, supra. In that case the peti- 
tioners had contended that at least a portion of the savings effected by the 
accelerated amortization provision should be allowed to inure to the benefit of 
the consumers. In order to accomplish this, they proposed that the income tax 
component should be computed on the basis of actual tax liability, but that the 
depreciation component should be computed upon the basis of accelerated amorti- 
zation. This device would have resulted in passing on a portion of the tax sav- 
ing to the rate payers, for the reason that amounts recovered as depreciation 
expense are deducted from the rate base upon which the pipeline is allowed 
to earn a fair rate of return. In Op. No. 269, supra, the Commission had re- 
jected this proposal, and the Court of Appeals later approved the Commission 
position, stating: 

This plan was rejected by the Commission, which concluded, we think 
correctly, that the intent of Congress reflected in Section 124A is not to 
benefit consumers but rather the taxpayer in order to encourage construction 
of certain emergency types of facilities. Were the tax savings deducted from 
the rate base the taxpayer here would not receive the intended benefit. 
The valuations upon which it is entitled to earn a fair rate of return would 
be decreased by the amount of the savings (230 F. 2d 810, at 822). 

A similar proposal had earlier been made and rejected by the Commission in 
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Op. No. 264, supra, where the Commission stated : 

Still another contention which was advanced was that the amount of 
temporary cash savings which would accrue during the five-year period of 
accelerated amortization should be charged to the depreciation reserve and 
thereby deducted from the rate base of the utility on the theory that it is 
equivalent to customers’ contributions, and therefore the utility should not 
be allowed to earn on these amounts. 

This argument is fallacious. 


* * x * 7 * * 


The proposal to charge the temporary tax savings, during the five-year 
period, to the depreciation reserve is clearly a device to reach a compro- 
mise, which will allow the certificate holder to receive some but not all the 
benefits Congress intended. Deferred taxes are not depreciation and should 
not arbitrarily be labelled as such in order to prevent a certificate holder 
from receiving what our Government has given him (12 FPC 371, 372). 

It is concluded that the instant Staff proposal to treat the deferred Federal 
income tax item as an interest-free loan in computing Phillips’ debt capitaliza- 
tion is subject to criticism on the same basis—i.e., that it constitutes a device 
designed to pass on to the rate payers a portion of the tax savings which both 
the Commission and the Court of Appeals in the City of Detroit case have held 
was intended by Congress to inure to the benefit of the certificate holder. The 
effect of adopting this Staff position in the instant-case would be to reduce by 
0.21 percent the estimated fair rate of return which Phillips is entitled to earn 
upon its rate base.” 

The Wisconsin initial brief (pages 7-8) suggests a somewhat different device 
for the purpose of similarly diverting from Phillips to the consumers a portion 
of the tax saving arising from the accelerated amortization provision of the 
Internal Revenue Code. The Wisconsin contention is that to whatever extent 
Phillips is using liberalized depreciation under Section 167 of the Internal 
Revenue Code, or accelerated amortization under Sec. 168 of the Code, any re- 
serve created for deferred taxes under these provisions must be deducted from 
Phillips’ rate base in this proceeding. The rationalization presented in support 
of this position is that this is a reserve created through charges paid by the 
rate payers, that it does not represent capital supplied by the company or its 
stockholders, and that accordingly the stockholders are not entitled to earn a 
return on any such reserve. This Wisconsin proposal is, of course, most similar 
to the proposal which was advanced in connection with the accelerated amorti- 
zation provision in Op. No. 264, and in the City of Detroit case, supra, and which 
was rejected by the Commission and the Court of Appeals in those cases, as 
set forth in detail above. It accordingly must be rejected here, for the same 
reasons. 

For the reasons outlined above, it is here concluded that the instant rate 
of return computation should be made on the basis of Phillips’ actual debt ratio 


10 Tt is also of interest to note here that, although the Staff position on this issue is 
founded upon the Commission’s characterization of the tax saving in Op. No. 264 as 
having the effect of “an interest-free loan,” the Commission subsequently issued Order 
No. 203 on May 29, 1958 (Docket No. R-158), In the Matter of Amendment to Uniform 
System of Accounts Prescribed for Natural Gas Companies Respecting Treatment of 
Deferred Taxes on Income, stating: “* * * the accumulated tax referrals cannot be 
said to represent an actual indebtedness. Even though tax deferrals have certain aspects 
as a long-term debt, their evaluation as an existing Hability cannot be fully justified con- 
sidering the long-term and noninterest-bearing features” (19 FPC 826, 828-829). 





742 FEDERAL POWER COMMISSION 


of 11.6 percent, its actual debt cost of 3.20 percent, and its actual equity ratio 
of 88.4 percent. If Goubleman’s 10 percent allowance of equity capital were 
here adopted, and if his rate of return computation were then adjusted as indi- 
cated above, the result would be to indicate a total rate of return of 9.21 
percent—which should be rounded off to 9.25 percent. 


(2) Goubleman’s derivation of 10% allowance for equity capital, using earnings- 
price ratio method 


We now proceed to a detailed discussion of Goubleman’s determination of 
his 10 percent allowance for equity capital. Goubleman’s rate of return study 
(Exh. 207) included, among other things, comprehensive earnings-price ratio 
data with respect to a group of 41 independent producers of natural gas, in- 
cluding Phillips itself (Exh. 207, pp. 9 and 9a). In arriving at this 41- 
company group, he directed his attention initially to those producers of natural 
gas which had made sales of at least five million Mcf to pipeline companies 
in the year 1953. From this initial list, totaling 119 companies, he eliminated 
(a) pipeline companies which were also producers of natural gas; (b) com- 
panies which did not have common stock in the hands of the public; and (c) 
companies which either were subsequently merged with other companies, or 
which had ceased operations for one reason or another. By this elimination 
process he arrived at his final total of 41 companies (including Phillips), which 
were listed at pp. 9 and 9a of his Exh. 207 (48: 6399-6400). 

Goubleman explained that two different mathematical techniques may be 
used for computation of average earnings-price ratios, as follows: 

(1) Under the first technique, monthly earnings-price ratios are derived 
by relating the market price at the end of the month with the most recent 


earnings, and such monthly ratios are then averaged for the entire year. 
This method, employed on p. 9 of Exh. 207, produced an average earnings- 
price ratio of 8.5 percent for the 41-company group, for the five-year period 
1951-1955. 


(2) Under the second technique, reflected at pp 10 through 50b of Exh. 
207, Goubleman took the high and low market prices for each month, con- 
stituting 24 different prices. The total of these 24 prices was then divided 
by 24 in order to obtain an average market price for the year, and this 
figure was then related to the earnings for that particular year. Under 
this method, he obtained an average earnings-price ratio of 8.55 percent for 
the 41-company group (43: 6404, lines 9-12). 

Phillips’ own average earnings-price ratio, computed under the first method 
outlined above, amounted to 8.8 percent for the five-year period, and to 8.3 
percent under the second method (43:6404, lines 19-22. Goubleman did 
not express any preference as between these two techniques, but stated 

if you take a long enough period you will generally find that they 
average out to somewhat about the same (43: 6428, lines 2-4). 

It is important to bear in mind here that Goubleman’s adoption of an 
8.5 percent earnings-price ratio for his computation of a fair rate of return 
was not based exclusively upon the data for his 41-company group, but 
instead was based upon his consideration of all the relevant data for both the 
41-company group and Phillips itself. He stated: 

Using a five-year average of these figures I found that from 1951 
through 1955 the average was 8.5 percent, and that the similar average for 
Phillips was about 8.8 percent on this basis and on the basis of the 
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method as shown on page 27 was 8.3 percent, and from that I concluded 
a representative and fair appraisal of the cost was somewhere about 
8.5 percent (43 : 6414, lines 9-15). 
In addition, he made it clear that his conclusion that a rate of 10 percent on 
Phillips’ common equity was reasonable was based in part on his consideration 
of 
the indicated costs of equity to petroleum producers in general, and 
Phillips in particular (43: 6405, lines 18-19; emphasis supplied). 
(a) Use of Goubleman’s 41-company group, and Phillips’ actual experience 
vs. Dr. Smith’s 20-company Class C group. 
Phillips’ initial brief criticizes Goubleman’s use of the 4l-company group 
on the ground that it includes the Class A strictly producer companies, which 
are not representative of Phillips’ integrated operation.“ Phillips contends 
that if the earnings-price ratio technique were to be used at all by Goubleman, 
he should have used an earnings-price ratio developed from the Class C 
integrated companies, which allegedly were more comparable to Phillips. It 
has already been noted that Phillips’ witness Dr. Smith in his application of 
the earnings-price ratio method used a 20-company Class C group. The argu- 
ment made by Phillips in this connection (p. 64 of initial brief) that 
Goubleman agreed that it would have been “more appropriate” to use only 
the Class C integrated companies for his earnings-price technique study 
but attempted to explain his failure to do so on the grounds that there 
were too few of them (53: 7472) 

is quite inaccurate. The Goubleman testimony at this point was as follows: 

A. If I could obtain a large group of companies that you might say 
would be on all fours with Phillips. I think that would be more appropriate 
todo. But that is almost an impossible situation. 

Q. There are 20in the C Group. That is quite a few, isn’t it? 

A. That is a number, but there is a difference in the size of the companies, 
the type of operations they engage in, and where they engage in their 
operations—for instance, domestic or foreign exploration (53: 7472, lines 
12-21). 

It is perfectly clear from the above quotation that Goubleman’s failure to 
use Dr. Smith’s 20-company Class C group was not due to the limited size 
of the group, but instead was due to the fact that the operations of these 
companies by and large were not “on all fours with Phillips”, in view of the 
difference in size of the companies, the type of operations they engaged in, 
and the locality of their operations. Goubleman’s conclusion that Dr. Smith’s 
20-company Class C group did not constitute a sample fairly representative 
of Phillips itself is graphically supported by a comparison of the year-to- 
year earnings-price ratios of the 20-company Class C group with those of 
Phillips, set forth below. 

The entire problem here under discussion can be greatly illuminated by 
referring to the following tabulation showing the earnings-price ratios for 
(1) Dr. Smith’s Class C group, (2) Goubleman’s 41-company group, (3) Phillips 
itself, and (4) the Class A group. 


"61 As will later be seen, the earnings-price ratios of the Class A group are subtantially 
lower than those of integrated producers. It is interesting to note, however, as already 
mentioned at an earlier point, that in Phillips’ presentation of the earnings-book value 
approach, it elected to use the Class A group, whose earnings-book value ratios are far 
higher than those of the integrated producers. 
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It can be agreed at the outset that it would not be appropriate to construct an 
earnings-price ratio on the basis of the Class A group alone, for the reason (as 
already set forth in our earlier discussion of the Phillips earnings-book value 
approach) that the Class A strictly producer companies are not representative 
of the type of operation conducted by Phillips. 

However, it would be equally inappropriate and unreasonable to determine the 
allowance to be granted for Phillips’ equity capital on the basis of Dr. Smith’s 
20-company Class C group. We are engaged here in an effort to determine what 
rate of return is required in order to maintain the financial integrity and ability 
to raise capital of Phillips itself—not of Dr. Smith’s 20-company Class C group. 
The entire rationale for the use of a statistical sample is to obtain a representa- 
tive picture of what is required to maintain Phillips’ financial integrity. The 
major reason for looking at a broader statistical sample than that provided by 
Phillips’ own individual experience is to avoid any possibility that data relating 
to Phillips alone might conceivably include some abnormal and unrepresentative 
short-term fluctuations, which might provide a distorted picture. 

However, an examination of the tabulation set forth above demonstrates 
immediately that the year-to-year earnings-price ratios (as well as the nine, 
seven and five-year averages) of Dr. Smith’s 20-company Class C group have 
been substantially higher than and totally unrepresentative of Phillips’ own 
comparable earnings-price ratio experience. By contrast, we find that Phillips’ 
own earnings-price ratio experience has been very much in line with that of 
Goubleman’s 41-company group, both with respect to the year-to-year ratios and 
the ratios for the seven and five-year periods. Phillips’ average earnings-price 
ratio for the seven-year period 1949-1955 was 10.4 percent, as compared with a 
10.11 percent ratio for Goubleman’s 41l-company group, while the five-year 
average for the period 1951-1955 showed a ratio of 8.8 percent for Phillips alone, 
as compared with a ratio of 8.5 percent for the 41-company group.’®2 In addi- 
tion, not only does it clearly appear that Phillips’ own earnings-price ratio 
experience actually reflects no abnormal or unrepresentative fluctuations, but 
instead we find that the earnings-price ratios for all categories shown in the 
tabulation have evidenced a steadily declining trend. This is particularly true 
with respect to Phillips’ own experience. 


18 Computed by relating end-of-month market prices to the most recent earnings. 
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Since, as noted above, Goubleman’s 8.5 percent earnings-price ratio was 
obtained not by using the 4l-company group alone, but rather by considering it 
together with Phillips’ own earnings-price ratio experience, and since the 
earnings-price ratio experience for Goubleman’s 4l-company group was clearly 
in line with Phillips’ own experience, it is concluded that there is no merit in 
the Phillips criticism of the sample used by Goubleman for his construction of 
the earnings-price ratio. 

(b) Use of Goubleman’s 5-year 1951-55 time period vs, Dr. Smith’s 9-year 
1947-55 period. 

A problem also arises as to the time period which should be used to deter- 
mine average earnings-price ratios. Goubleman used the five-year period 1951- 
1955. However, Dr. Smith used the nine-year period 1947-1955, contending that 
the longer period was more truly representative of the long-run situation. In 
this connection, Phillips notes (p. 66 of initial brief, footnote 1) that for Dr. 
Smith’s 20-company Class C group there was actually very little difference be- 
tween the ratios obtained for the nine-year period, as compared to the seven- 
year period, and that the big difference results from the use of the Gouble- 
man five-year period as compared with the seven-year period. As will be noted 
below, the obvious reason for this is that in the years prior to 1951 earnings- 
price ratios were substantially higher and out of line with the later 1951-1955 
pattern. 

If an examination is made of the yearly earnings-price ratios for all cate- 
gories for the years from 1947 through 1956, it becomes obvious that in every 
one of these categories the earnings-price ratios have been steadily and con- 
tinually declining in each year since 1949. However, the ratio for the year 
1949, which was included in Dr. Smith’s seven-year period, was far above the 
level of 1950 and the subsequent years, and is clearly not representative at all 
of the present historical pattern. Furthermore, Exh. 207, p. 9a, shows that as of 
May 31, 1956, earnings-price ratios had dropped even lower, to 6.4 percent for 
Goubleman’s 4l-company group, and to 6 percent for Phillips itself. These 
still lower ratios for the year 1956 have not been included or reflected in Gou- 
bleman’s five-year 1951-1955 period. However, it is of interest to note that 
the downward trend is continuing. 

The above data demonstrates that the cost of common equity to producers 
has declined substantially during the past ten years and that current earnings- 
price ratios are about one-half (or even less) as high as they were in the earlier 
years. Under these circumstances, it seems clear that in fixing rates for the 
future we should here use the more recent five-year period 1951-1955, which 
appears to properly reflect the current and recent trend, and that we should not 
give weight to the earlier years which were substantially out of line with this 
trend. 

(c) Adequacy of Goubleman’s 0.75% adjustment over bare bones equity cost. 

The final problem to be considered in connection with rate of return is what 
adjustment should be allowed over and above the “bare bones” cost of equity, in 
order to enable Phillips to attract capital at reasonable costs and to maintain 
its financial integrity. Goubleman concluded that the total upward-adjusted 
cost allowed for equity capital should be sufficient to enable the company not only 
to issue and sell senior securities, but also to sell common stock at an amount 
in excess of its book value. It was his opinion that in order for these conditions 
to obtain, the market value of Phillips’ common stock should be somewhere in 
the range from 1.12 or 1.15 times book value, to perhaps around 1.40 or 1.50 times 
book value (43: 6408, line 23-6409, line 1). At a later point he stated more 
specifically that if Phillips’ common stock sold at 1.40 times book value, that 
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would in his opinion represent a reasonable premium above book value (53: 7485). 
He testified : 
I think 140 percent would permit the company to maintain its financial 
integrity and to attract capital on reasonable terms (53: 7486, lines 15-17). 
It is of interest to note, in this connection, that Phillips’ own relationship of 
average market to average book value averaged out to 1.346 for the five-year 
period 1951-1955 (Exh. 207, p. 27, col. h). 

Phillips itself does not take issue with the conclusion that a market price 1.40 
times book value would represent a reasonable premium above book value. As a 
matter of fact, as already pointed out above, Phillips witness Dr. Smith in his 
own application of the earnings-price ratio method used a market-book value 
adjustment factor of 1.392. The real issue here, on which Phillips and Gouble- 
man are in substantial disagreement, is as to the amount of the adjustment above 
“pare bones” cost of equity which is required to maintain the 1.40 premium of 
market value over book value. 

As already pointed out above, Phillips takes the position that this can only 
properly be determined on the basis of a precise mathematical calculation—i.e., 
by multiplying the unadjusted earnings-price ratio by the 1.40 factor. On the 
contrary, Goubleman contends that this problem does not lend itself to solution 
by the narrow approach of a strict mathematical calculation, but that all factors 
and circumstances, including current market conditions, must be taken into con- 
sideration in order to determine, as a matter of informed judgment, what adjust- 
ment above “bare bones” cost of equity is here required. Based upon his own 
experience and judgment, Goubleman concluded that if Phillips were here allowed 
a rate of return of 9 percent, he would expect the market price of its common 
stock to sell at somewhere around 1.40 times its book value, under present market 
conditions. On the basis of the Staff treatment of the Phillips capitalization, 
he concluded that a 10 percent allowance for common equity was required in 
order to derive an overall 9 percent rate of return. He accordingly added an 
adjustment factor of 0.75 percent to his “bare bones” equity cost of 8.5 percent, 
plus the 0.75 percent allowance for the cost of financing, to produce his adjusted 
cost of 10 percent for common equity. Goubleman’s rationalization in this 
connection was set forth as follows: 

A. I don’t think you can say that so many tenths of a percent is going 
to effectuate so many dollar increase in the market price. But based on 
my experience and my judgment. I felt that if Phillips were allowed 
somewhere around about 9 percent that I would expect the market price 
of the stock would go up to somewhere perhaps around 140 percent (53: 7482, 
lines 6-11). 

* * * you just can’t pinpoint those things that closely. There are too 
many other factors involved. 

But in my judgment, I would think that it would sell somewhere around 
140 percent under the market conditions then prevailing (53: 7482, line 
22-7483, line 2). 
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A. Well, as I stated before, if the market price is $10 a share and you 
increase the return by a tenth of a percent, I don’t think that you can say 
the stock is going to jump up that much. It may even drop, because 
there are a lot of other factors. Everything else being equal, I think that 
with a return of around 9 percent, under present market conditions, that 
the stock would probably sell up around 140 percent. To me that would 
be a reasonable premium above book value (53: 7484, line 19-7485, line 2). 
* 








* 





* 





x * 





* - 














~~ ee & 


~~ ian a a 


FEDERAL POWER COMMISSION 747 


Q. Going back to your comment about the allowance of the %, when I 
was going into that matter of the % of a percent which got you to a 9 percent 
return, you commented that the allowance to Phillips of a 9 percent return 
would in your judgment have the result of the market value of Phillips 
stock being about 140 percent of book value? 

A. Yes, under present market conditions (53: 7495, lines 4-10). 

Phillips contends that Goubleman’s 0.75 percent adjustment factor, applied 
as outlined above, is not sufficient to maintain the market value of its common 
stock at a 1.40 premium over book value. In this connection, Phillips’ counsel 
directed Goubleman’s attention to the fact that during the period from 1949 
to 1955 Phillips’ ratio of earnings to book value had never run below 11 per- 
cent, and he asked how under such circumstances an allowance of 10 percent 
for equity capital could be here justified (53: 7557). Actually, the Phillips 
common stock was selling at 1.487 times book value in 1955, when the rate 
earned on its book value was 11.4 percent (Exh. 207, p. 27). Goubleman ex- 
plained that under the market conditions prevailing at the time of his testimony 
in January, 1957, as a result of the inflation since 1955, earnings of 11.4 per- 
cent would provide a higher market price than they had in the past. He 
stated : 

A. I think under present market conditions that earnings of 11.4 percent 
would provide a higher market price than it has in the past. In other 
words, Phillips’ stock today is selling—it has been selling—as high as 55, 
which is just about twice the book value, the last book value figure I have 
had avaiable to me (53 :7557, lines 16-21) 

It is to be observed that in supporting his conclusion as to the amount of the 
adjustment here required to the “bare bones” cost of equity, Goubleman gave 
great weight to “present market conditions” at every point in his testimony 
(53 :7483, lines 1-2; 7484, lines 24-25; 7495, line 10; 7557, line 16). His basic 
position as set forth in his testimony of January, 1957 may be summarized as 
follows: 

(1) As a result of the market inflation since 1955, an 11.4 percent earnings- 
book value ratio in January 1957 would have resulted in an even higher pre- 
mium of market value over book value than the 1.487 premium which prevailed 
for Phillips in 1955. 

(2) If, therefore, the Phillips approach were here adopted of simply multi- 
plying the unadjusted 8.5 percent earnings-price ratio by the 1.40 adjustment 
factor, to produce an 11.9 percent allowance for equity capital, the result under 
market conditions prevailing in January, 1957 would have been to produce 
a premium of market value over book value even higher than 1.487—and 
higher than that required to satisfy our instant objective of maintaining 
Phillips’ financial integrity and enabling it to attract capital on reasonable 
terms. 

(3) On the other hand, Goubleman coneluded that a 10 percent allowance 
for equity capital, with a resultant overall rate of return of 9 percent, would 
have the desired effect of maintaining a market-book value spread of 1.40, 
under the market conditions prevailing at the time of his January, 1957 
testimony. 

As a matter of fact, Phillips rate of return witness Dr. Smith himself recog- 
nized this situation when he referred in his testimony to 

the known tendency of producers’ stocks to move up with inflation 
(60 : 8387, line 5). 
Furthermore, official notice is here taken of the recognized fact that since 
the date of Goubleman’s above testimony in January, 1957, inflation has reached 
an even higher peak; and that the market conditions which prevailed at that 
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time, and which Goubleman estimated would then have resulted in earnings 
of 11.4 percent providing a higher market price than in 1955, have since been 
intensified. 

Under all the circumstances outlined above, it is here concluded that Gouble- 
man’s proposed adjustment of 0.75 percent over and above “bare bones” equity 
cost, resulting in an allowance of 10 percent for equity capital, is reasonably 
sufficient to enable Phillips to maintain its financial integrity and to attract 
capital at reasonable cost. 

As already noted, on the basis of Phillips’ actual debt ratio of 11.6 percent 
and actual debt cost of 3.20 percent, together with the application of a 10 per- 
cent allowance for its equity ratio of 88.4 percent, there is derived an overall 
rate of return of 9.21 percent, which is here rounded off to 9.25 percent. It is 
concluded, on the basis of all the considerations set forth in detail above, that 
a 9.25 percent rate of return is a fair and reasonable rate of return to be 
applied to Phillips’ jurisdictional rate base in the instant proceeding.” 


XVI. Allowance for Working Capital 


Phillips witness Cramer did not include any working capital allowance in 
his Exh. 282 cost-of-service (pp. 17 and 18). This was due to the fact that the 
income tax fund availability credit, based upon the very large claimed phantom 
tax allowance, was sufficient to cancel out the gross working capital require- 
ment (97: 12,858). However, Cramer’s Exh. 347, presenting a computation of 
the income tax component on the basis of actual tax liability, did include and 
reflect a working capital allowance. 

Because of the fact that the claimed phantom tax allowance is here rejected, 
it is necessary to determine the amount of the required working capital allow- 
ance based upon the cost of service as herein adopted for Phillips. That calcu- 
lation is set forth in Appendix Tables 4 and 9. It follows the same procedure 
used in Caplan’s working capital allowance computation (Exh. 388, Sched. 36 
and 39), which has not been questioned by Phillips or any of the other parties.™ 
The result is to produce a total allowance for working capital in the amount of 
$8,028,654 (Appendix Tables 4 and 9). 


XVII. Allocation of Costs Between Jurisdictional and Non-Jurisdictional Sales 


Phillips divided its claimed total cost of system sales between jurisdictional 
and non-jurisdictional sales on the basis of the relative test-year sales volumes 
in each category (i.e., the volumetric basis).““ Under this method, which is not 
disputed by any of the parties, and which is adopted herein, 71.9285 percent of 
the total cost of system sales is allocated to Phillips’ jurisdictional business. 


XVIII. Phillips’ Increased Purchased Gas Cost Adjustment 


In Exh. 289 Phillips proposed an “increased purchased gas cost” adjustment 
in the amount of $18,780,564 for the purpose of reflecting additional costs which 
Phillips contended it would incur as a result of the higher rates which it is 
requesting in the instant proceeding. The Phillips initial brief (p. 144) char- 
acterizes this total adjustment figure as including three different items: (1) in- 
creased gross production (or gathering) taxes, (2) increased royalties, and 


183 It is of interest to note, in this connection, that the Commission has up to now been 
allowing 9 percent and 10 percent rates of return for “largely equity financed independent 
producers” (Opinion No. 313, In the Matter of Colorado Interstate Gas Co., 19 FPC 1012 
at 1024, lines 35-37, June 21, 1958). 

1% The procedure is the same as that employed by Phillips witness Cramer in Exh. 347, 
pp. 6, 7, 10, and 12. 

165 Exh. 282, pp. 213; 60: 8474. 
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(3) increased gas purchase costs. Actually, however, the last item consists of 
two entirely different types of situations, as follows: 

(a) Increased purchased gas costs anticipated by Phillips for the residue gas 
portion of the casinghead wet gas stream purchased by it under percentage- 
type casinghead gas contracts. Under these contracts the price to be paid by 
Phillips to its producer-supplier is made up of two factors: (1) an amount for 
the liquid content, derived by applying a stated percentage to the product of the 
estimated gasoline content times a natural gasoline value based on published 
market quotations; plus (2) an amount for the residue gas portion, derived by 
applying a stated percentage to Phillips’ ultimate gross realization from the 
resale of residue gas at the tail-gate of its gasoline plants. 

(b) A completely separate and entirely different situation, referred to by 
Phillips witness Cramer as “escalations”. Cramer explained that this latter 
item referred to Phillips’ F.P.C. Rate Schedule No. 4, being its contract with 
Michigan Wisconsin Pipe Line Company. This particular item, which Cramer 
identified as accounting for $2,955,284, is based upon a “spiral escalation” 
provision in this contract, under which it is provided that if Michigan Wiscon- 
sin’s resale rates rise above the level of 25 cents per Mcf, the Phillips price to 
Michigan Wisconsin shall be increased correspondingly (76: 10,274-75). 

Entirely apart from the question whether any of these four items should be 
disallowed, it must first be made clear that whatever amount is ultimately 
approved for Phillips’ composite “purchased gas cost increase” adjustment, 
must be allocated between its jurisdictional and non-jurisdictional sales under 
the same method already adopted herein for the allocation of the Phillips cost 
of service, generally, between jurisdictional and non-jurisdictional sales. In 
this connection, it is noted that although Phillips originally in Exh. 289 charged 
jurisdictional sales with the entire amount of its proposed “increased purchased 
gas cost” adjustment amounting to $18,780,564, Phillips later presented Exhibit 
Nos. 323 and 324 for the purpose of allocating the claimed adjustment between 
jurisdictional and non-jurisdictional sales in the same manner followed in its 
Exh. 282 for its general allocation to non-jurisdictional sales. When asked by 
the Presiding Examiner whether Phillips was taking a position as to which of 
these two alternative methods should be used, Phillips’ counsel at first stated: 

At this point, Mr. Examiner, we are not taking a position one way or the 
other. They are alternative methods. Each one of them I think has its 
own merits (84: 11,264, lines 18-20). 

However, a little later the following interchange occurred : 

PRESIDING EXAMINER: I am not trying to embarrass you, Mr. Heady 
but it seems to me what you are really saying is that if the Commission 
were to adopt the method set forth in Exh. 324, Phillips would not object? 

Mr. Heapy: I think that is correct (84: 11,266, lines 1-5). 

There cannot be any serious doubt that this proposed adjustment, to whatever 
extent approved herein, must be allocated between Phillips’ jurisdictional and 


non-jurisdictional sales, and Phillips, in fact, now takes that position in its 
briefs filed herein.” 


16 The Phillips initial brief asks that the cost of service shown in its Exh. 323 should 
be adopted, and recommends the proposed rates set forth in its Exh. 324. (pp. 149-151; 
169). Exhibits 323 and 324 reflect the treatment of the purchased gas cost increase 
adjustment under which the total claimed adjustment is allocated between jurisdictional 
and nonjurisdictional sales, rather than being loaded entirely on jurisdictional sales. The 
result is to eliminate from the jurisdictional cost of service $8,534,501 of the “increased 
purchased gas cost” adjustment originally claimed by Phillips in Exh. 289 in the amount 
of $18,780,564, so that the corrected adjustment as now included by Phillips in its juris- 


dictional cost of service amounts to $10,246,063 (Appendix A 22, line 12, Phillips initial 
brief ; 84: 11,269-—70). 
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We now turn to a consideration of the merits of these four items included 
in the Phillips claimed “increased purchased gas cost” adjustment. 


A. Adjustment Based Upon Phillips’ Anticipated Increased Costs For Gas 
Purchased Under Percentage-Type Casinghead Gas Contracts 


As already noted above, under the terms of the percentage-type casinghead 
gus contract the charge paid by Phillips to its producer-supplier for the residue 
gas portion is based upon a stated percentage of Phillips’ ultimate gross realiza- 
tion from the resale of residue gas at the tail-gate of its gasoline plants. Phil- 
lips contends that under this contractual provision, any rate increase granted 
to Phillips in the instant proceeding will automatically result in its being re- 
quired to pay a higher price for the gas purchased by it under such contracts; 
that accordingly this anticipated increase in its gas purchase costs must be 
reflected in its instant cost of service. It will be noted that this particular item 
accounts for $8,183,917 of Phillips’ originally claimed total “increased purchased 
gas cost” adjustment amounting to $18,780,564, as reflected in Exh. 289 (76: 
10,274, lines 13-14). 

It must be borne in mind throughout this discussion that the producer-suppliers 
from whom Phillips purchases casinghead gas under such percentage-type 
easinghead gas contracts are admittedly “natural gas companies” within the 
meaning of the Natural Gas Act, and are, therefore, subject to regulation by 
this Commission. Furthermore, it is clear that any price increase obtained by 
such producer-suppliers for gas delivered under a casinghead gas purchase 
eontract constitutes a “change in rate” subject to Sec. 4(d) of the Act, rather 
than an “initial rate’, and accordingly is subject to Commission approval. 
(See Bel Oil Corporation vy. Federal Power Commission, 255 F. 2d 548; also 
In the Matters of Pan American Petroleum Corporation, et al, Docket Nos. 
G-8697, et al, “Order * * * Modifying and Adopting Initial Decision of Pre- 
siding Examiner’, issued April 14, 1958, 19 FPC 519, and “Order Denying 
Applications For Rehearing”, issued June 6, 1958, 19 FPC 917.) In this con- 
nection, it is noted that the instant record contains no evidence as to the identity 
of the producer-suppliers from whom Phillips purchases casinghead gas under 
such contracts. Furthermore, there is no evidence that any rate increases have 
been or will be requested for such producer-suppliers as a result of the circum- 
stances outlined here.“ If such rate increases should ultimately be requested, 
there is no justifiable basis for any assumption that increases of such magnitude 
would be approved by this Commission. In this connection, it is pertinent to 
note the strong statement made by the Commission in an order issued on June 
21, 1956, In the Matter of Houston Texas Gas and Oil Corporation and Coastal 
Transmission Corporation, Docket Nos. G—9262, et al. In that case certain 
Eastern Seaboard distribution companies sought to intervene in a certificate 
proceeding on the ground that the pricing provisions in the contracts of the 
applicants with certain producers might adversely affect the prices which the 
petitioners’ own pipeline suppliers might subsequently have to pay for natural 
gas. The Commission rejected the petitions to intervene, stating: 

Petitioners’ assertions here as warranting granting intervention in these 
proceedings, however, presuppose, inter alia, complete abnegation by us of 
our duties to regulate rates at which independent producers sell natural 


17 As a matter of fact, Phillips’ counsel made it clear on the record that its entire 
claimed “increased purchased gas cost” adjustment is generated solely by the Sec. 5(a) 
rate increases proposed in its Exhibit 289 (62: 8725). Since the claimed Sec. 5(a) rate 
increases, even if granted, could only be prospective in nature, it is obvious that they 
could not yet have triggered any rate increase filings by the Phillips producer-suppliers. 
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gas to transmission companies and failure by us to be alive to the protec- 
tion of the public interest. 

Clearly, the interest asserted, based as it is upon assumption and con- 
jecture regarding events which may never occur, is not immediate or sub- 
stantive and does not require allowance of intervention. We conclude, 
therefore, that, in the premises, such petitions do not reflect an interest 
which moves us in our discretion to allow interventions. Accordingly, these 
petitions to intervene will be denied (15 FPC 1571). 

It normally would not seriously be contended that an anticipated attempt by 
producer-suppliers to raise their prices to Phillips, in the event of the occurrence 
of a future contingency, could be regarded as a “known change” justifying an 
adjustment to Phillips’ test period costs. However, it is Phillips’ theory here 
that under the provisions of Order No. 190, issued by the Commission on Sep- 
tember 27, 1956, 16 FPC 492, amending Sec. 154.91 of “Regulations Under the Na- 
tural Gas Act”, producer-suppliers selling gas to Phillips under percentage-type 
casing-head gas contracts are not required, or even permitted to file changes in 
rates; that accordingly any rate increases granted to Phillips in this proceeding 
will automatically give such producer-suppliers the right to immediately increase 
their charges to Phillips under the terms of the percentage-type casinghead gas 
contracts, without the necessity for Commission approval under the Natural 
Gas Act (initial brief, p. 145; reply brief, pp. 104-106). 

This contention, however, is based upon a complete misconception as to the 
nature and purpose of Order No. 190. That Order was plainly merely procedural 
in character. It was not intended or designed in any way to exempt from 
Commission regulation or control any persons falling within the definition of 
“natural gas company” under the Natural Gas Act. On the contrary, its only 
purpose was to lighten the Commission’s administrative burden in connection 
with the regulation of independent producers, by substantially reducing multiple 
rate filings. This objective was accomplished in Order No. 190 by requiring the 
operator of a well or unit, and of a plant processing natural gas, to make all 
filings with respect to jurisdictional natural gas wells, in lieu of filings by any 
non-operating working interest whose gas was being sold or delivered in inter- 
state commerce for resale by such operators. The net effect of Order No. 190 
was simply that, with respect to those persons or interests who were barred from 
making the filings themselves, the necessary filings were thereafter to be made 
on their behalf by the operators. This was made perfectly clear in Order No. 
190 itself, where the Commission stated : 

It is the purpose of the Commission in proposing an amendment of Sec. 
154.91 to improve its administrative procedure. It seems appropriate that 
every effort should be given to assure the public and the industry that the 
procedures governing independent producers * * * will be simple and clear, 
and at the same time reduce as much as possible of the work of processing 
the thousands of filings by independent producers (16 FPC at p. 493; em- 
phasis supplied). 

Subsequently, protests were made by a number of parties whose rights to file 
on their own behalf would have been affected by the Order. In its Order Denying 
Application for Rehearing, issued November 20, 1956, the Commission stated: 

No basic legal right of Applicant is in any wise affected or changed by 

Sec. 154.91 (16 FPC 1261, at 1262). 
In Sun Oil Company v. Federal Power Commission, 256 F. 2d 233 (CCA 5, May 9, 
1958), the validity of Order No. 190 was attacked on the ground that the effect 
of its prohibition against filing by the non-operator would place the latter in a 
position where it could be harmed by the failure of its operstor to file rate 
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changes, or by untimely filings by its operator. The Court of Appeals, in uphold- 
ing the validity of Order No. 190, characterized the purpose and intent of the 
Order along the lines outlined above, and stated: 

The ruling of the Commission requiring filings only by operators * * * 
was a procedural ruling * * *. It is not shown that the ruling has been or 
that it will be the means by which the substantial rights of the owners of 
gas, the sale of which is subject to regulations, will be adversely affected 
(256 F. 2d at 240; emphasis supplied). 

The particular provision of Order No. 190 which is relied on by Phillips here 
as the basis for its instant contention is See. 154.91(e) of the Commission’s 
Regulations under the Natural Gas Act, providing as follows: 

(e) Percentage sales. Where a producer sells to the operator of a process- 
ing plant at a price which is a percentage of the proceeds from the resale 
of the residue gas, the plant operator shall make all filings required to 
cover the sale by such producers, which filings shall include a list of the 
producers from whom the natural gas is purchased, showing the percentum 
of the resale price received by each from such sale of gas. At the close of 
each calendar year or at the end of each twelve-month period following the 
date of initial filing the operator shall submit a further statement listing 
any changes in the producers from whom the gas is purchased or in the 
percentum they receive. In cases of percentage sales by producers covered 
by this paragraph, the producers may not file rate schedules, rate changes, 
or certificate applications, whether or not the filings by operator as herein 
required have been made. However, such producer is fully subject to 
applicable provisions of the Natural Gas Act, including sections 5 and 7(b). 

All of the comments set forth above with respect to Order No. 190 in general are 
applicable with equal force to this particular provision. It is particularly 
noted that although the producer-suppliers are thus barred from making rate 
filings on their own behalf, the section just quoted expressly states that they 
remain “fully subject to applicable provisions of the Natural Gas Act.” ™ 

For the reasons outlined above, it is concluded that the sales by producers- 
suppliers to Phillips under percentage-type casinghead gas contracts remain 
subject to Commission regulation, and that the charges for such sales to Phillips 
may not be increased except subject to Commission approval under the Natural 
Gas Act; that accordingly the Phillips claimed purchased gas cost increase 
adjustment, based upon this situation, is premature and must be rejected. Itis 
noted that in the event the Commission should at a later date approve any such 
rate increases for Phillips’ producers-suppliers, Phillips will, of course, have the 
opportunity to protect its interests by filing a new Section 4 rate increase pro- 
ceeding if that should appear necessary or desirable. 

There is one additional matter which should be considered here in connection 
with the issue just discussed. This is the eontention made by Phillips as a 
totally separate and independent proposition, and in an apparently unrelated 
manner, that the Commission should not fix rates in this proceeding for gas sold 
by Phillips under percentage-type casinghead gas contracts, but that with respect 
to such sales the pricing provisions of the contracts should continue to be con- 


18 Tt is recognized, as suggested by Eastern (initial brief, p. 54), that there may con- 
ceivably be a practical problem as to whether, under Order No. 190, adequate machinery 
has been provided permitting producer-suppliers in such situations to effectively pursue 
an attempt to obtain a rate increase, and as to what standards should govern the deter- 
mination of “just and reasonable rates” for the producer-supplier in such situations. The 
Commission may wish to give further attention to this general administrative problem. 
However, such questions are not relevant to the issues involved in the instant proceeding, 
and cannot appropriately be considered here. 
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trolling. This Phillips proposal will be considered at this point because, al- 
though not so treated by Phillips, the problem (as will soon be made clear) is 
inextricably related to the issue already discussed above. 

In order to avoid confusion, it should be noted at the outset that Phillips 
operates under percentage-type casinghead gas contracts in two different types 
of situations: (1) as purchaser from other producer-suppliers*’; and (2) as 
seller to plant operators. It is in connection with this latter type of operation 
that Phillips here proposes that no rate should be fixed by the Commission for 
such sales. The Phillips sales under percentage-type casinghead gas contracts 
are made under 111 rate schedules, and represent approximately 4 percent of its 
total production, based upon 1954 volumes (62: 8693, lines 21-22). Its total 
revenues from such sales in 1954 amounted to $1,104,776 (62: 8735; Exh. 288. 
Sched. I). 

The Phillips contention that no rates should be fixed for its sales under such 
contracts is based upon the following grounds: 

(1) That the use of a specific rate is not practical for sales of casinghead 
gas because of the allegedly peculiar circumstances surrounding its production 
and use; that percentage-type casinghead gas contracts were developed for the 
purpose of meeting the realistic operational problems involved in such situa- 
tions; that the fact that such sales are now subject to regulation has not elim- 
inated these practical problems, and that accordingly specific rates for casing- 
head gas could not be employed with any degree of success. 

(2) That because of the relatively small volume of such sales by Phillips. 
the effect of its instant proposal in this connection would be de minimus. 

(3) That in any event the Commission would still retain indirect control 
over the prices received by Phillips as seller under such contracts, through its 
control of the resale price of the residue gas sold by the plant operator. 

It is apparent, however, that the adoption of the instant Phillips proposal 
would have a far greater and more wide-spread impact than its mere effect 
upon the sales made by Phillips under such contracts. The real result of 
any policy decision not to fix rates for gas sold under percentage-type casing- 
head gas contracts would actually be to seriously weaken Commission control 
over rates charged by plant operators for the resale of residue gas, for the 
following reasons: 

(1) In any proceeding to determine the reasonableness of the plant operator’s 
rates for the resale of residue gas, one of the major components in the operator’s 
cost of service would be the purchased gas cost which he pays to the producer- 
supplier. However, if percentage-type casinghead gas contracts are left free 
to operate under their own terms, without direct Commission regulation, it 
is apparent that the plant operator’s purchased gas cost component would 
represent a stated percentage of the very residue gas resale rate which was 
being reviewed as to reasonableness. This, of course, would result in a 
completely circular and frustrating procedure. 

(2) In addition, if a rate increase were to be granted to the plant operator 
on the basis of his cost of service, the adoption of Phillips’ instant position 
would mean that the plant operator would thereby automatically incur a 
corresponding increase in his purchased gas cost under the terms of the per- 
centage-type casinghead gas contract. Under such circumstances (just as 
contended by Phillips in the instant case) it would become necessary to add 
to the plant operator’s cost of service an appropriate purchase gas cost increase 
adjustment to reflect this situation. 


2 Tt is with reference to this situation that Phillips claims the purchased gas cost 
increase adjustment discussed above. 
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It thus becomes apparent that although, as already made clear above, there 
is no inherent justification or need for the purchased gas cost adjustment here 
proposed by Phillips, the adoption of the seemingly innocuous Phillips sug- 
gestion that rates should not here be fixed for the sales under percentage- 
type casinghead gas contracts would artificially create the basis for allowing 
such an adjustment. We are unable to find that any of the considerations 
here advanced by Phillips justify or require the frustration of effective regu- 
lation in this manner. 

Before leaving this matter, however, more detailed reference should be made 
to the claimed operational problems which Phillips contends make it impracti- 
eal to fix specific rates for the gas sold by it under percentage-type casing- 
head gas contracts. Phillips witness Mayer testified that percentage-type 
easinghead gas contracts are essentially an agreement whereby the producer- 
supplier participates in the proceeds received by the plant operator; that the 
participating character of these contracts is essential to the purchase and sale 
of casinghead gas because of the following problems: 

(1) Casinghead gas is produced with oil. Accordingly the volume of casing- 
head gas produced is controlled by the amount of oil production (which, in 
turn, is controlled by oil allowables) rather than by the market demand for 
gas. 

(2) In addition, the producer may need all, or substantially all, of the residue 
gas for lease operations. The contracts accordingly provide that the producer 
may have all or any designated portion of the residue gas returned for lease 
operation, pursuant to his request. 

(3) These conditions make it difficult for the plant operator to know at 
any given time how much residue gas he will have available for sale. Never- 
theless, in order to meet the needs of the producer-suppliers, the plant operator 
must agree to purchase all of the casinghead gas which the producer has 
available without regard to whether the plant operator has a market for any 
such volume of residue gas (56: 7878-81). 

The fact is that the problems outlined above are similarly encountered by 
pipelines purchasing residue gas from the plant operator. Nevertheless, it 
is common practice for a fixed price to be provided in the pipeline’s gas purchase 
contract.” It is noted, in this connection, that El Paso Natural Gas Company, 
one of the pipline intervenors in the instant proceeding, purchases casinghead 
residue gas from Phillips gasoline plants under contracts providing for pay- 
ment at a specific rate (Exh. 378, pages 22-24). This is despite the fact that 
El Paso, within the limits of the volumes specified in such contracts, is required 
to take or pay for whatever volumes Phillips may have available at any given 
time, so that El Paso has no control over the situation. The volumes are 
basically determined by the oil allowables set by the Texas Railroad Com- 
mission (65: 8973-75). 

It is of particular interest to direct our attention, in this connection, to 
Phillips FPC Gas Rate Schedule No. 46 (Item T by reference), being one of the 
percentage-type casinghead gas contracts listed in Exh. 288, as to which Phillips 
recommends that no specific rate should here be fixed. Under this contract 
easinghead gas sold to El Paso is delivered to a gasoline plant operated by 
that company, and the surplus residue gas which remains available after 
processing is moved into El Paso’s pipeline (911: 2306). This Phillips-El Paso 
contract, dated February 26, 1951, is a standard percentage-type casinghead 


170 Tt appears that, because of these disadvantages in the purchase of casinghead residue 
gas, a somewhat lower field price is, on the average, paid by pipeline purchasers for such 
gas (Exh. 378 and 379). 
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gas contract, prepared on one of the forms generally in use in the southwest 
producing area. (91: 12307) It contained the usual provisions common to this 
type of contract, i.e.: 

(1) An agreement by the Buyer to purchase and take “all casinghead gas 
now or hereafter produced from wells on the lands hereinabove described.” 

(2) An agreement that El Paso should deliver to the nearest boundary line of 
Phillips’ lease “sufficient residue or other gas for the development or operation 
of said lease.” 

(3) The standard pricing provision for gasoline content, providing for pay- 
ment by El Paso of a stated percentage of the average market price for natural 
gasoline for the settlement period. 

However, the customary percentage-type formula for the residue gas payment 
was lined out, and in its place there was attached to the contract a substitute 
par. 4(b) as follows: 

Buyer shall have the right to take into its pipe line any surplus volume 
of residue gas, but ag additional compensation for said casinghead gas it is 
agreed that Buyer shall pay Seller for any of said surplus residue gas so 
taken into its line in accordance with the following schedule— * * * 

(A) For all gas so taken prior to July 1, 1949, three and one-half cents 
(34%4¢) for each one thousand (1000) cubic feet ; 

(B) For all gas taken during the five (5) year period July 1, 1949, to 
June 30, 1954, five and one-half cents (5%4¢) for each one thousand (1000) 
cubic feet; * * * 

Phillips witness Mayer agreed during cross-examination that the above con- 
tract would provide 

A specific price contract for the residue gas portion, which is taken into 
the pipe line, yes, sir (91: 12,307, lines 14-15). 

However, he attempted to differentiate the situation on the following basis: 
* * * It varies or differs from the usual casinghead gas contract in that 
in this ease the owner and operator of the plant is the pipe line company 
which will have complete control of the disposition of residue, so in that 
particular case El Paso has chosen to state the price at which it will credit 
the producers for the residue gas portion. To that extent it differs from 
the usual casinghead gas contract operated by an independent producer 
to sell to one or more pipelines and maybe other markets as well (91: 12,306, 
line 20 —12,307, line 3). 
In view of the contract provisions, as set forth above, it is clear that Mayer 
was in error in stating that El Paso has “complete control of the disposition of 
residue” thereunder. It is recognized that in a pipeline contract for the purchase 
of residue gas (unlike the situation where the purchase is being made by a plant- 
operator), it is difficult to price on the basis of a percentage-type formula, since 
the pipeline’s ultimate resale price to its distribution company customers at 
various points on the system is affected by such other factors as transmission 
costs. In spite of this fact, however, it is nevertheless still true that the basic 
operational problems stressed by Mayer as making it impracticable to use fixed, 
specific rates for sales of casinghead gas are equally applicable to pipelines 
which customarily purchase casinghead gas from plant operators under fixed- 
price contracts. It is interesting to observe that these alleged problems were 
handled in the Phillips-El Paso contract referred to above by a simple provision to 
the effect that El Paso would pay only for those volumes of residue gas taken 
by it into its own pipeline. 

Along similar lines, in the course of Staff Counsel’s cross-examination of 

Mayer the question was raised as to why the problem here presented with 
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respect to sales of casinghead gas by a producer-supplier to a plant operator 
could not effectively be solved by providing a specific fixed rate (as approved by 
the Commission) for any portion of the casinghead gas stream delivered to 
the plant operator which was ultimately resold as residue gas—subject to the 
understanding that any residue gas ultimately flared would not be charged 
against the plant operator. Mayer seemed to have great difficulty with this 
suggestion, insisting that he did not see how a specific rate could be fixed for 
the volume of residue gas ultimately resold by the plant operator, when the latter 
actually was purchasing the total raw gas stream at the wellhead (91: 12,291- 
99). It is concluded, however, that the complications suggested by Phillips 
witness Mayer are not at all insoluble; that contract provisions of the type 
actually used in the above-mentioned Phillips-El Paso contract, or of the type 
suggested in the above interrogation by Staff Counsel, would make possible the 
fixing of a specific rate for casinghead gas in such contracts, without imposing 
an unnecessary economic burden upon the plant operator. In addition, any 
problems which might arise under such circumstances can be worked out between 
the parties, with such assistance as may be required from the Commission. 

For the reasons outlined above, it is concluded that the public interest requires 
that specific rates should be fixed for gas sold under percentage-type casinghead 
gas contracts in order to permit effective control of residue gas prices at the level 
of the plant operator, and that it has not been established that such a procedure 
would present unsolvable problems from an operational standpoint. 


B. Adjustment Based Upon Spiral Esclation Contracts 


As already noted above, Phillips witness Cramer explained that $2,955,284 
of the originally requested $18 million “increased purchased gas cost” adjustment 
was based upon certain special contracts which he referred to as “escalations”, 
and which were related to Phillips’ FPC Gas Rate Schedule No. 4, being a 
contract with Michigan Wisconsin Pipe Line Company. The Phillips briefs 
in this proceeding unfortunately leave this situation competely vague and con- 
fused, and no further information was provided with respect to these contracts. 
In fact, as already noted above, the Phillips briefs do not even refer to or discuss 
these “spiral escalation” contracts in any way. However, it is clear that the 
“spiral escalation contracts” involve a totally different situation than that 
presented with respect to Phillips’ purchases under percentage-type casinghead 
gas contracts. In the “spiral escalation” contract situation Phillips purchases 
dry gas from certain producer-suppliers under contracts providing a fixed rate. 
However, these contracts contain spiral escalation clauses which are triggered 
by the going into effect of a similar spiral escalation clause in Phillips’ resale 
contract with Michigan Wisconsin (Phillips FPC Gas Rate Schedule No. 4, 
supra). It is thus perfectly clear that the Phillips arguments outlined above, 
with respect to the meaning and effect of Order No. 190, and with respect to the 
alleged operational problems encountered in connection with the purchase of 
casinghead gas are not applicable here. 

The “spiral escalation” adjustment proposal arises as follows. The Phillips- 
Michigan Wisconsin contract, dated December 11, 1945 (Phillips FPC Gas 
Rate Schedule No. 4), contains a spiral escalation clause providing that if 
Michigan Wisconsin’s resale rates should rise above the leved of 25¢ per Mcf, 
the Phillips price to Michigan Wisconsin would rise correspondingly. Shortly 
before the execution of this contract, Phillips entered into dry gas purchase 
contracts with a number of producer-suppliers, including Magnolia Petroleum 
Company. These contracts referred to the fact that Phillips was then negotiat- 
ing its above-mentioned spiral escalation contract with Michigan Wisconsin, 
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and they contained spiral escalation provisions to become effective whenever 
the Phiilips-Michigan Wisconsin contract should escalate.” It thus becomes 
apparent that Phillips’ claimed “spiral escalation” adjustment in the amount of 
$2,955,284 is based upon the following theory: 

(1) That Michigan Wisconsin has increased its own resale rates above the 
25¢ level. 

(2) That this triggered Phillips into filing its instant Section 4(e) rate 
increase to Michigan Wisconsin under Phillips FPC Gas Rate Schedule No. 4, 
based solely upon the spiral escalation clause in that contract. 

(8) That as a resuit of these two steps, the similar spiral escalation clause 
in the above-mentioned Phillips dry gas purchase contracts with its own pro- 
ducer-suppliers has been triggered, and allegedly will result in Phillips being 
compelled to pay a correspondingly higher rate to such producer-suppliers; that 
accordingly the Phillips gas purchase costs in the instant proceeding should 
be adjusted upward to reflect such anticipated higher charges. 

The adoption of any such rationale would have the effect of permitting 
Phillips to lift itself by its own bootstraps—not on the basis of any legitimate 
Phillips cost showing, but solely by virtue of giving effect to a series of spiral 
escalation provisions. This would clearly be inconsistent with the Commission’s 
already strongly-announced policy against such spiral escalation clauses, as 
set forth in Op. No. 275, In the Matters of Michigan-Wisconsin Pipe Line Com- 
pany (July 30, 1954, 13 FPC 326), as follows: 

Any provision in a gas purchase contract which provides for an increase 
based on the rates to be charged by the purchaser for the sale of such 
natural gas in interstate commerce for resale is inconsistent with the 
standards of the Natural Gas Act and contrary to the public interest as a 
matter of law, to say nothing of the fact that a change in rates, under no 
circumstances, may be made effective except in accordance with Section 
4(d) of the Act (13 FPC 326, 348-349). 

It is therefore concluded that Phillips cannot in the instant proceeding obtain 
an increase in its resale rate to Michigan Wisconsin on the basis of spiral 
escalation provisions, but only on the basis of a proper cost showing justifying 
the requested increase ; that Phillips’ producer-suppliers, in turn, cannot increase 
their charges to Phillips on the basis of their own spiral escalation provisions, 
but only by filing Section 4 rate increase proceedings and obtaining Commission 
approval for an increase based upon a cost showing. Accordingly, the Phillips 
claimed “increased purchased gas cost” adjustment based upon the “spiral 
escalation” contracts is regarded as completely premature and is herewith 
rejected. 


©. Adjustment Reflecting Anticipated Increased Royalties and Gathering Tages 

Phillips’ original claimed “increased purchased gas cost” adjustment in the 
amount of $18 million included an item for increased gross production (or 
gathering) taxes in the amount of $1,966,181, and for increased royalties in 
the amount of $5,675,182 (76: 10,274). Since the Commission has no juris- 
diction over the applicable gathering tax statutes or over Phillips’ royalty 
agreements, it seems clear that any rate increases herein approved will result 
in corresponding “known changes” in Phillips’ gathering tax and royalty obliga- 
tions. Accordingly, an appropriate adjustment should be reflected in Phillips’ 
cost of service for these two items. 


171 See Magnolia Petroleum Company, FPC Gas Rate Schedule No. 67, Supp. No. 9, listed 
on page Al of the Appendix to Phillips’ reply brief; also Kerr-McGee Oil Industries, FPC 
Rate Schedule No. 12, Supp. No. 17, also listed on Appendix Al. 
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However, the appropriate amount to be allowed for these adjustments must 
here be recalculated on the basis of the cost of service initially approved herein 
for Phillips, amounting to $55,870,286." This recalculation (summarized in 
Appendix Table 11 to this decision) included the following steps: 

(1) On the basis of the $55,870,286 cost of service initially determined for 
Phillips, there was derived a net deficiency figure—representing the difference 
between such cost of service and Phillips’ revenue for 1954 volumes at prices 
in effect immediately prior to November 1, 1956. This net deficiency figure was 
then read on a graph (Exhibit 368) presented by Southern witness Ross,” 
for the purpose of determining the additional gross revenue Phillips would 
require in order to recoup the amount of this deficiency on a net basis in the 
event all four types of purchased gas cost increase adjustment items here 
claimed by Phillips were actually incurred.™ 

(2) The calculation method set forth on Exh. 427, footnote 2, was then 
applied to this gross revenue increase figure, to obtain the total combined, 
four-factor purchased gas cost increase figure, amounting to $3,836,316. 

(3) However, since only the gathering tax and royalty adjustments are 
herein being allowed, it became necessary to adjust the last mentioned figure 
downward in such a way as to reflect only the appropriate amount for these two 
particular adjustments. This adjustment was made pursuant to the technique 
adopted by Eastern witness Caplan (122: 16,348). On the basis of Cramer’s 
itemization of the originally claimed composite “increased purchased gas cost” 
adjustment in the amount of $18,780,564 (76: 10,274), it appeared that the 
claimed increase in gathering taxes accounted for 10.4692% of the total, and 
that royalty agreements accounted for 30.2184%. Caplan made the assumption 
that each one of the four different adjustment items would play roughly the 
same relative role in any other composite “increased purchased gas cost” 
adjustment figure (122: 16,348). On the basis of this theory, the final step in 
the calculation was to multiply our recalculated composite “increased purchased 
gas cost” figure of $3,836,316 by 40.6876%, to produce a final gathering tax and 
royalty increase adjustment figure in the amount of $1,560,905, which is herein 
adopted. 

The result of adding this approved gathering tax and royalty increase 
adjustment is to produce an adjusted total jurisdictional cost of service for 
Phillips in this proceeding amounting to $57,280,218, or an average unit cost of 
11.662¢ per Mcf (Appendix Table 12). 


XIX. The Phillips presentation under the heading of “The Consumers’ Need for 
Gas and the Producers’ Increasing Problem of Supply” 


Phillips devoted a great amount of time in the hearing and in its instant 
briefs** to the painting of a pessimistic picture concerning the economic, geo- 
logical and engineering aspects of our national gas supply. This presentation 
stressed the following points: 

(1) The rapidly increasing demand for natural gas, and the alleged failure 
of discoveries to keep pace with such demand. 

(2) The increasing depth of drilling resulting in increasing drilling costs. 

(3) Rising exploration expenditures. 


172 See Appendix Table 10, infra. 

173 Rate engineer for Southern Counties Gas Company of California. 

1% Ross testified that the Exhibit 368 curve could appropriately be used to calculate 
the required gross revenue increase, regardless of what total cost of service was employed 
as a starting point (97: 12,869). 

1% Initial brief, pp. 8-41; reply brief, pp. 4—27. 
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(4) Decreasing discoveries per million feet of hole drilled. 

(5) Declining ratio of net earnings to net investment in total gas and oil 
production. 

(6) Increasing gas-oil ratios, making the producer more dependent than 
formerly upon income from gas. 

Among other things, the Phillips presentation on these subjects would appear 
to be designed as a justification for its proposed allocation of approximately 
60 percent of its total exploration costs to natural gas, as distinguished from 
oil—this being an allocation as to which Phillips itself states: 


At first glance, the total amount charged to gas and natural gas liquids 
may appear large (initial brief, p. 112). 


The presentation appears also to have been advanced as a justification for the 
high rate of return here proposed by Phillips. 

In general, the evidence presented on these subjects seems calculated to create 
the impression that the future prospects for finding necessary supplies of 
natural gas are so unpromising that the consumers must pay for an extremely 
high portion of exploration costs, as a sort of incentive or bonus necessary to 
call forth natural gas supplies in quantities sufficient to meet projected demands. 
Thus the Phillips exhibits and testimony in this connection embody complaints 
about the hazards of and the meager returns from exploration and development, 
and they attempt to lay the groundwork for the imposition of relatively high 
cost burdens upon the consumer by suggesting that if we are to meet future 
demands for natural gas “enormous discovery rates must be reached and 
maintained”.*” 

We now turn to a point-by-point examination of the Phillips presentation on 
these subjects. It may be noted at the outset that Eastern presented a detailed 
rebuttal to this presentation through this witness, Dr. Alfred Kahn.’” 


A. The Phillips Contention as to the Rapidly Increasing Demand for Natural 
Gas, and the Alleged Failure of Discoveries to Keep Pace with Such Demand 


Phillips witness Turner testified that in spite of the continued growth of 
proved gas reserves, enormous gas demands have caused the national life index, 
or reserves-production ratio,” to decline without interruption from 32.5 years 
at the end of 1946, to 22.1 years at the beginning of 1955, and to 21.8 years at 
the end of 1956 (Exh. 251, Panel A; Exh. 390, Sched. 1, 57 ; 8026; 102; 13,445). 

It should be noted at the outset that the concept of a 22-year life index does 
not mean that our national gas supply will be exhausted 22 years from now, 
since it does not take into consideration the reserves of natural gas to be found 
in the future, which will constitute by far the greater portion of our future 
supplies. Dr. Kahn testified: 


Such uses of life-index figures are usually accompanied by statements 
* * * to the effect that by far the greater proportion of future supplies 
will come not from presently estiraated proved reserves, but from supplies 
yet to be found and proved in the future. To the extent that industry 
sources minimize the significance of the life-index ratios, therefore, they do 


176 Phillips witness Turner, 65: 8918. 

127 Professor of Economics at Cornell University, and a member of the Cornell faculty 
for the past ten years. Dr. Kahn served as Senior Staff Member on the President's 
Council of Economic Advisers in the year 1955-1956, acting as adviser on natural gas legis- 


lation. He is also a special consultant to the New York firm of Boni, Watkins, Jason & 
Company. 


1% The mathematical ratio of current total reserves, to current annual volume of 
production. 
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so not on the ground that the ratio is excessively reassuring, because of its 
failure to take into account the period of deliverability, but on the ground 
that it places excessive emphasis on the relatively small portion of total 
future supplies that has so far been found (118: 15,914, line 19—15,915, 
line 5). 


Similarly, a report of the National Petroleum Council to the Department of the 
Interior, dated January 29, 1952, stated: 


Frequently, the proved reserves are compared with the current annual 
production to arrive at the number of years that supplies will last. By such 
calculation it would have seemed almost any time in the past that supplies 
could last only ten to twenty years. On this basis there have been many 
predictions that we are running out of oil. Such predictions are nonsense 
today, because they fail to consider the rate of oil finding and development. 
It is future supplies, not presently known reserves, that will determine 
available supplies for the long run (102: 13,453, line 22—-13,454, line 7). 

This statement, of course, is equally applicable to natural gas finding and 
development. 

Dr. Kahn testified that the seemingly sharp drop in the life index since 
1946 was actually not as significant as suggested; that the 1946 life index 
of 32.5 years represented a historical peak, resulting from accumlating re- 
serves of dry gas in the period before World War II and continued dis- 
coveries incident to the search for oil—all in the face of an only gently 
increasing demand for gas. This abnormal upward thrust was thereafter 
reversed as the result of a sudden acceleration in the expansion of demand 
due to the development of long-distance pipelines and interstate markets in 
the post-war period, giving rise to an enormous increase in total production. 
In the immediate post-war period 1946-1951, marketed production increased 
by an average of 13.1 percent annually, representing the highest rate of in- 
crease in the past thirty years. Dr. Kahn pointed out that it is now gen- 
erally agreed in the industry that the growth rate of demand for the past 
ten years will not be maintained.” The Chase Manhattan Bank contem- 
plates an average increase in the production of natural gas during the next 
decade of only 4.7 percent per year, and this was approximately the growth 
rate assumed by Phillips witness Turner in his Exh, 293. The President’s 
Materials Policy Commission™ forecasts an average annual growth rate of 
3.6 percent for the production of gas through 1975. It will be observed that 
these estimated rates of growth for the next decade are considerably lower 
than the average experienced in any of the five-year periods since 1926, or 
in any of the six-year periods since 19382 (pp. Al and A3 of the Appendix 
to Phillips’ initial brief). Thus although it is not denied by Dr. Kahn 
that there will be a continued increase in the absolute level of demand for 
natural gas, the rate of growth of demand is tapering off, and he concluded 
that this forecasts a similar tapering off in the decline of the life index 
(102 : 13,446-49). 

Turner estimated that the demand for natural gas would increase from 
the actual demand of 10 trillion cubic feet per year in 1955 to 15 trillion 
cubie feet per year in 1965 (Exh. 251, Panel B; 65: 8915-16)." Based upon 


1% Phillips itself states, at p. 10 of its initial brief: “We agree with Kahn that the 
percentage rates of increase in demand will not be maintained.” 

189 Referred to as the Paley Commission. 

1481 Dr. Kahn accepted these figures (Exh. 890, Sched. 4; 115: 15,865). 
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the estimated increasing demand, he concluded that in order to maintain 
our present 22-year life index, annual average additions to reserves should 
amount to 23.6 trillion cubic feet per year for the next nine-year period, 
as compared with an annual average of 16 trillion cubic feet found during 
the preceding nine-year period (115: 15,367). 

It should be noted here that all of Turner’s conclusions with respect to the 
national gas supply picture are based upon his unsupported assumption that 
maintenance of the current 22-year life index is an essential objective. Dr. 
Kahn, on the other hand, based his studies upon the objective of maintaining 
a 20-year life index, explaining that this was based upon such factors as: 
(1) the common practice of underwriters to require that a pipeline com- 
pany have twenty years’ supply under contract before they will underwrite 
pipeline debt; (2) the practice of the Federal Power Commission, with re- 
spect to new major pipelines, to require an estimated life index of twenty 
years (102: 18,451). Since a life index of twenty years has been regarded 
by the Commission as an adequate criterion in evaluating the adequacy of 
gas supply in pipeline certificate cases, it is difficult to see why our instant 
evaluation of the national gas supply picture should be based upon the use 
of a 22-year life index as an essential measuring stick. 

In Exh. 390 (Sched. 4, Col. 4), Dr. Kahn set forth his calculations as 
to the annual additions to reserves which would be required from 1957 to 
1965 in order to maintain a 20-year life index, assuming Turner’s estimated 
demands for each of those years. These estimated requirements, for this 
period, amounted to a required annual average addition of 22.8 trillion cubic 
feet. Although the average annual additions actually experienced for the 
period 1948-1956 amounted to 16.2 trillion cubic feet, the annual average 
of new supplies went up from 14 trillion cubic feet for the period 1946-1949. 
to over 19 trillion cubic feet for the period 1953-1956." It further appears 
that in 1955 and 1956 alone, 23.5 trillion cubic feet per year were added 
on the average, culminating in an actual addition to reserves amounting to 
24.8 trillion cubic feet for the year 1956 (Exh. 390, Sched. 1; 118: 15,889- 
90). Dr. Kahn estimated that, based upon Turner’s estimated demands for 
the future, this last figure would not have to be exceeded until 1965, when 
a new supply amounting to 27 trillion cubic feet would be required. In view 
of the recent trend, as outlined above, Dr. Kahn did not regard the 22.8 
trillion cubic feet annual average, required for the ensuing years in order 
to maintain a 20-year life index, as constituting a serious problem. 

Dr. Kahn’s Sched. 4 (Exh. 390) similarly indicated that, based upon 
Turner’s estimated demands for the years 1957-1965, in order to maintain 
a 20-year life index the finding rate (or growth factor) for those years 
would have to amount to an annual average of 1.75 (Sched. 4, Col. 5).™ 

Turning to the question as to whether it could reasonably be anticipated that 
these goals would be achieved in the years to come, Phillips witness Turner 
took a pessimistic view of the situation, based upon the finding rates actually 
experienced during the preceding decade, which he characterized as indicating 
a declining growth factor trend. He stated: 

In spite of the continued growth of proved gas reserves, the enormous 
gas demands caused the gas reserves-production ratio to decline without 


182 Dr. Kahn further noted, in this connection, that with respect to established pipeline 
companies even this standard had been considerably relaxed by the Commission since 1948. 

183 As will be noted shortly, the average for this latter period was distorted in a down- 
ward direction by the inclusion of the abnormally low year of 1954. 

1% The finding rate, or growth factor, represents the ratio of annual reserves added, to 
annual production. 
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interruption from 32.5 to 22.1, and the growth factor to decrease from 2.12 
average for 1947 and ’48, to 1.62 average for 1954 and 1955 (57: 8062). 

Dr. Kahn, however, contended that this created a totally erroneous and mis- 
leading impression. He pointed out that both he and Turner had used the same 
figures, but that the apparent decline in the growth factor as presented by Turner 
resulted exclusively from the fact that Turner had included in his 1954-55 
terminal average the year 1954, which showed an abnormally and unrepresenta- 
tively low finding rate of 1.02. (Exh. 8390, Sched. 1) Dr. Kahn explained that 
this unusually low finding rate for 1954 resulted from the fact that in that 
year *™ there was a sharp downward revision of the prior natural gas reserve 
estimates made in many states, combined with lower than usual upward revi- 
sions in other states; that this produced an unprecedentedly low nation-wide 
figure for “extensions and revisions’, which constitute a large percentage of 
“new supply” (Exh. 390, Sched. 1, Cols. 1,2 and 3). As a result, the extensions 
and revisions for 1954 were only 61 percent as high as those for the next lowest 
year in the post-war period. (i.e., 1947). They were only one-third to one-fifth 
as high as the extensions and revisions for the years 1953, 1955 and 1956 (102: 
13,443 ; 115: 15,319). He explained that the 1954 extensions and revisions were 
“of an extraordinary character”; that in order to test this conclusion, he had 
made a detailed step-by-step breakdown of these figures for 1954, obtaining the 
following results: 

(1) Negative extensions and revisions (i.e., downward estimates) amounted 
to 7.76 percent of positive extensions and revisions in 1947; 1948—2.25 percent; 
1949—1.60 percent; 1950—1.65 percent; 1951—0; 1952—0; 1953—1.31 percent. 

(2) However, in 1954 negative extensions and revisions shot up to 20.24 
percent. 

(3) Thereafter, the ratios dropped down again to 0.02 percent in 1955 and 
0.15 percent in 1956. 

It is concluded that the data set forth above demonstrates beyond contra- 
diction that 1954 was an atypical and completely unrepresentative year. 

Dr. Kahn then noted that the eleven-year post-war period from 1946-1956 
showed an average growth factor of 2.09. He concluded that this period included 
two atypical years—(1) the year 1954, which was atypically low; (2) the year 
1946, which was atypically high, with a growth factor of 3.59. He accordingly 
eliminated both of these atypical years from the average of the post-war period, 
obtaining an adjusted average growth factor ratio of 2.04 for that period (102: 
13,442-43). He then further noted that aside from the atypical year 1954, the 
growth factor had fallen below 1.66 in only one post-war year, and that the 
ratio was 2.28 in 1956, the most recent year on record. This was the highest 
growth factor ratio experienced since 1948, reflecting the greatest increase in 
reserves in our post-war history. Based upon the above studies, Dr. Kahn con- 
cluded that the average annual growth factor rate experienced during the past 
decade (adjusted as indicated above) was 2.04; that on the basis of his estimate 
that an annual average finding rate of 1.75 would be required in order to 
maintain a 20-year life index for the nine-year period 1957-65 (assuming Turner’s 
estimated demands for this period), the desired 20-year life index could be 
successfully maintained with finding rates, or growth factors, lower than those 
already experienced in recent years. 

Phillips witness Turner, however, stresses the fact that in order to arrive at 
any realistic conclusions with respect to the gas supply situation, it is necessary 
to direct our attention not only to such matters as the national life index, but 


185 The year of the Supreme Court’s Phillips decision, supra. 
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also to deliverability problems. It is recognized that, due to inherent delivera- 
bility problems, the life index, of course, does not constitute a measure of the 
reserves that can actually be delivered within the stated number of years (118: 
15,913). This problem arises because of the fact that when production from a 
given well or reservoir reaches a certain point, the well or reservoir will there- 
after produce only at a declining rate until it is completely exhausted—although 
it also means that production will stretch out for a longer number of years than 
the life index period. Turner used the term “breaking point’ as the point at 
which the gas from a given reserve, due to deliverability problems, can no longer 
be produced at the given rate. He used the term “breaking point interim” to 
deseribe the period of years remaining before such breaking point would be 
reached, assuming that no new reserves were discovered and that production 
were to continue at the current rate. He then concluded that, based upon our 
current total national reserves and the current annual rate of production, our 
present national life index of 22 years is sufficient to maintain a 14-year break- 
ing point interim, and that it is essential that such a 14-year breaking point 
interim should always be maintained. 

The only rationale submitted by Turner in support of this position was his 
statement that: 

In my opinion so long as we continue to make investments in pipeline 
and distributing facilities we will be in an unhealthy position whenever 
we let that interim become less than it is now (70: 9669-70). 

Actually, it is clear that Turner’s selection of a 14-year breaking point interim as 
an essential requirement was based upon his assumption that maintenance of 
the current 22-year life index is an essential objective. However, as already 
noted above, it has here been concluded that no persuasive reason has been 
shown as to why the conventional 20-year life index should not be used as the 
yardstick. 

Turner's next contention was that although our current 22-year life index is 
sufficient at this time to maintain the current production rate for 14 years, he 
does not expect this situation to continue in the future. His theory here was 
that the maintenance of the 14-year breaking point interim along with the 22- 
year life index “depends upon the national deliverability maintaining its present 
relationship to reserves’; that so long as this relationship is maintained, the 
breaking point interim will be extended proportionately as the reserves-produc- 
tion ratio is extended (65: 8918, lines 12-17). 

However, he concluded that, because of four different factors listed by him, 
the national deliverability in fact will not maintain as high a ratio or relation- 
ship to reserves as it now reflects (65: 8918, lines 17-19). Because of these 
pessimistic assumptions, Turner finally concluded that in order to maintain our 
present 14-year breaking point interim, it would be necessary to maintain a 1.5 
growth factor even if demand were to remain constant at its present level; but 
that, based upon his estimated increasing demands, an even higher growth factor 
of 1.9 would be required. He stated in this connection: 

In brief, if the estimated increasing demands are to be supplied, enormous 
discovery rates must be reached and maintained and the average annual 
discovery rate must be about 1.9 times the average annual withdrawal rate 
(65: 8918, lines 3-6 ; 8924, lines 19-22). 

As just noted above, these final pessimistic Turner conclusions are based 
upon his assumption that the national deliverability will not maintain its current 
relationship to reserves. This assumption was based, in turn, upon the following 
four factors, set forth by him in some detail: 
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(1) He contended that 

a very large portion of our present production it from reservoirs which 

have declined to a point of very low deliverability. In other words, w 

have become a nation of partially depleted reservoirs (65: 8921, lines 5-8). 
While listing this as a significant problem, however, Turner ignored the fact 
that by far the greater proportion of our future supplies of natural gas will come 
not from presently estimated proved reserves, but from supplies yet to be found 
and proved in the future (118: 15,914-15). Since our future requirements will 
therefore be met in increasing degree from newly discovered reservoirs whose 
deliverability will be relatively high, the problem here raised by Turner does not 
appear to be significant. 

(2) The next factor listed by Turner is that a large volume of the reserves 
now estimated to be recoverable will not be available 

due to uses in the field for which no account is taken either in the estimate 
of recoverable reserves or in the estimate of markets. This is the gas used 
as fuel in pressure maintenance, gas cycling, and other reinjection 
operations (65: 8921, line 17). 

(3) The third factor is based upon his contention “that we are finding smaller 
and smaller fields” (65: 8923, line 8). 

(4) His fourth factor is based upon the contention that 

As we have drilled deeper and deeper and particularly as we have begun 
to develop off-shore, in deep and extremely high pressure reservoirs, the 
industry has continued to have occurrences of blow-outs and losses of 
wells, equipment and gas. So far there is no indication that we can ever 
come close to eliminating all of these losses (65: 8924, line 6). 

It is important to note here that all of the four factors referred to by Turner, 
as outlined above, are highly speculative in nature. Although they raise prob- 
lems which may be encountered, he completely failed to recognize or suggest 
any of the natural counterbalancing factors which may just as reasonably 
be speculated upon as possible ultimate solutions to minimize the effects of such 
problems. A good example of this flaw in the Turner presentation will be 
found with reference to his fourth factor, supra, where, referring to the prob- 
lem of blow-outs encountered in connection with off-shore drilling, he stated: 

So far there is no indication that we can ever come close to eliminating 

all of these losses. 
This statement, of course ignores the basic fact that off-shore drilling 
represents a relatively recent development in the petroleum industry. The 
history of this industry has indicated a high level of ability to meet its 
developing problems, both those of a technological nature and in other areas. 
It would seem totally unrealistic, and indicative of an unwarranted lack of 
eonfidence in the industry, to fail to recognize that as greater experience 
is had in the problems of off-shore drilling, new technological advances will 
undoubtedly contribute to a minimizing of such problems. 
In connection with his discussion of the four factors listed above, Turner 
stated: 
* * * we have no way of knowing that the discovery in any year of 
a volume of reserves equal to the volume produced during that year will 
maintain the national deliverability. I know of no way to calculate the 
effect but, in my judgment, in the present status of withdrawals in the 
nation, something more than one for one discovery rate or growth factor 
is required for this cause alone (65: 8,921, lines 10-16). 

It is interesting to observe that, after thus conceding that he knew of no 

way to calculate the effect of these problems, Turner proceeded to lay down 
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as a precise rule that, due to these very factors, it is essential to maintain a 
1.9 growth factor, or finding rate, on the basis of his estimated increasing 
demands. 

It is concluded that the type of speculation thus indulged in by Turner 
does not provide a satisfactory basis for drawing any meaningful and fair 
conclusions as to the problem here under consideration. However, if any 
weight whatsoever were to be given to the Turner speculations, pitched in 
a pessimistic direction, it would become necessary to indulge in equally 
meaningful speculations pitched in the opposite direction, in order to provide 
a more balanced perspective with respect to the entire question of our national 
gas supply. In this connection, it would seem equally justifiable to take 
into consideration the following matters: 

(1) The Possibilities Inherent in Off-shore Drilling. HBastern contends that 
the results of off-shore drilling to date suggest “a particularly bright outlook 
for future reserves” (initial brief, pp. 9-10). It appears that, although it 
has been estimated that the average off-shore well, including dry holes, has 
cost eight or nine times as much as the average on-shore well, it has, on the 
other hand, found eight to nine times as many reserves (102: 13,462, 13,464). 
It appears that off-shore drilling expenditures made up to the end of 1956 
had already proved out an estimated four trillion cubic feet of gas, and it 
had been estimated that it was entirely possible that discoveries made up 
to the end of 1957 would ultimately provide an off-shore reserve amounting to 
14 trillion cubic feet of natural gas (119:15,885). During cross-examination 
of Dr. Kahn on this subject, Phillips counsel directed attention to the high 
finding costs of off-shore discoveries, amounting to $14 per barrel of crude 
oil. Dr. Kahn, however, criticized this figure as “an accounting monstrosity” 
(118: 15,884, lines 20-21). He explained that this figure was obtained by divid- 
ing the aggregate capital expenditures off-shore by aggregate production to date; 
that the resulting figure was naturally unrepresentatively high, because it 
reflected high initial cost of investments thus far made which, although 
they had established production capacity, had not as yet borne fruit in 
correspondingly large current production. He suggested that if current 
estimates of the possible ultimate recovery of upwards of 1.75 billion barrels 
of liquids should prove sound, the finding costs might ultimately turn out 
to be less than $1.00 per barrel (even if it were assumed that the gas discovered 
had no value whatsoever). 

It is recognized that the data presented in the instant record with respect 
to the current results and estimated potential of off-shore drilling is too 
meager to provide the basis for anything more than speculative conclusions. 
However, it is sufficient to indicate that the potential of off-shore drilling 
cannot realistically be ignored as a significant source for future gas supplies. 
It is noted, in this connection, that Phillips itself is heavily engaged in off- 
shore exploration; that it “has been operating extensively off-shore’, and 
has “large uncommitted reserves” in the off-shore area (93:12,500, 12,502, 
12,546-47) 2 

(2) The Possibility of Future Imports from Canadian and Mevzican Natural 
Gas Reserves. Dr. Kahn referred to the possibility that imported gas from 
geographically adjacent counties (i.e, Canada and Mexico) might become 
increasingly available in future years to meet projected needs (102:13,451; 
115 :15,454-56). Such possibilities, of course, are completely in the realm 







796118: 15,885. 


17 In spite of this, Phillips itself makes no reference whatsoever to the subject of 
off-shore drilling in either of its briefs filed in the instant proceeding. 
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of speculation at this time. With respect to Canadian reserves it is indicated 
that, at this initial stage of development the volumes of natural gas available 
for export may be limited. However, it would be totally unrealistic to over- 
look the Canadian reserves as a possible source at some future period. 

The pessimistic assumptions presented by Phillips witness Turner may also 
be balanced by a consideration of certain other statistics of a more encouraging 
nature. For example, the number of exploratory wells drilled annually by the 
industry has almost tripled over the past decade (Exh. 390, Sched. 8). In 
addition, the total footage of oil and gas wells drilled (including new field wild- 
cats, exploratory, and development drilling) had increased by 152 percent in 
the period 1945-1956; and even more significantly, with respect to strictly ex- 
ploratory drilling there was an increase of 221 percent in footage drilled during 
the same period (Exh. 390, Sched. 5; 102: 13,455). Finally, it is important to 
note in this connection that, notwithstanding this rapid increase in exploratory 
activity, the success ratio for exploratory wells drilled has remained roughly 
constant during the period from 1946-1956; that, in fact, successful exploratory 
wells have constituted a noticeably higher percentage of all exploratory wells 
drilled during that period than in the immediate pre-war years (Exh. 390, Sched. 
8, Col. 3). In this connection Dr. Kahn, referring to the rise in the percentage 
of dry holes encountered in recent decades which has been stressed in some 
quarters, pointed out that this change has nevertheless been accompanied by a 
constant success ratio within the exploratory wells category. He explained that 
since dry holes understandably occur with greater frequency in the case of 
exploratory wells than in connection with developmental wells, and since ez- 
ploratory wells have been constituting an increasing proportion of all wells 
drilled, it is quite understandable that an increasing percentage of dry holes 
would be encountered during this period; but that this is no cause for alarm in 
view of the constant success ratio maintained within the exploratory wells 
category (102: 18,456-57). 

Entirely apart from everything said above with respect to the national gas 
supply picture, it is of interest to note, in this connection, the following material 
facts with respect to Phillips’ own gas supply picture: 

(1) Phillips itself has a 30-year life index, far above the national level (88: 
11,896 ; 102: 13,454; Exh. 286). 

(2) Phillips witness Tarner testified that Phillips “has built up * * * a tre- 
mendous reserve of gas” (65: 9011-12; 66: 9171-72). 

(3) The Phillips policy witness, Stanley Learned, testified : 

As we spend more money for exploration I feel sure we are going to get 
large reserves of both oil and gas * * *. (93: 12,530). 

ck x * * OK a * 

We have had pretty good results the first quarter of 1957. You can’t 
take this finding of reserves of oil and gas on any short-term basis, because 
it is kind of like a card game. You have a series of luck, with all the 
science you put in it, you still have to do a bit of it by luck (93: 12,531). 

(4) In addition, it is relevant to note, in this connection, the following state- 
ment made on the record by Phillips’ counsel : 

* * * T wish you would go back and read my opening statement and the 
statements in the testimony of Mr. Tarner and Mr. Turner in which we 
all flatly stated that we were not predicting doom for the gas industry or 
a shortage of gas (102: 13,487, lines 18-22). 

In addition to the matters outlined above, Phillips suggests (initial brief pp. 
19-22) that the requirements of consumers, distributors and pipeline companies 
for supplies of natural gas can presently be met only out of production from 





FEDERAL POWER COMMISSION 767 


wells, to any significant degree, and from no other source; that motorists and 
other users of oil products, on the contrary, have many potential sources of 
supply, such as the possibilities for development of reserves of shale, and imports 
of crude oil. The Phillips presentation on this point is undoubtedly designed 
to rebut the argument that, because of their general petroleum product require- 
ments, producers will in any event continue to search for oil; that in the course 
of this search for oil new gas reserves will continue to be discovered, regardless 
of the prices fixed for natural gas. If there is any suggestion here that such 
possible alternative sources for crude oil may ultimately result in exploration 
for and production of crude oil from wells being significantly cut down or aban- 
doned, with a resultant loss of such operations as a source of supply for natural 
gas, any such implication is here rejected as being completely speculative and 
remote. The fact is that the economic, engineering and other factors which 
would be required to produce such a situation certainly are not present at this 
time, and the possibility is too remote to be given eny weight whatsoever in our 
present determinations. 

With respect to the suggestion made by Phillips witnesses that a gradually 
increasing percentage of total domestic oil requirements have been met by oil 
imports since 1948, Dr. Kahn pointed to the consistent policy of the United 
States government to hold imports within reasonable bounds. He noted that a 
Cabinet Committee in 1955 recommended that imports of crude oil be held to 
their 1954 relationship to domestic production, being a ratio of 10.34 percent, 
and that a roughly similar ratio was again recommended in 1957*°" He also 
pointed out that under the Cabinet Committee formula of 1957, Phillips itself 
was required to hold its oil imports down to 12,000 barrels per day; that, by 
way of comparison, its average net crude oil production in 1956 was approxi- 
mately 150,000 barrels per day; and its average refinery through-put of crude 
oil was almost 245,000 barrels per day. Under these conditions, it seems reason- 
able to assume that the import possibilities and their impact on Phillips’ domes- 
tic exploratory activities will be relatively minor (102: 13,468-71). 

B. Increasing Depth of Drilling, Accompanied by Increasing Costs 

Phillips contends that it is faced with the necessity of drilling to constantly 
increasing depths in order to find and develop new reserves. In this connection, 
it is contended that since Colonel Drake’s well was drilled in 1859 to a depth 
of 69% feet, drilling has gone deeper and deeper until the industry is now 
drilling wells more than 20,000 feet deep, or four miles down; that the annual 
number of wells drilled below 12,000 feet had risen to 1,200 wells in 1956, 
compared with 145 such wells in 1948; that the number drilled below 15,000 
feet had risen to 142 wells by 1956. 

It is noted, however, that the really significant data to be considered in con- 
nection with this problem is the average well depth, and here we see a rather 
different picture. Dr. Kahn’s Exh. 390B indicates that the average well depth 
of “all new wells” was 4,041 feet in 1956, and that the average depth for “all 
exploratory wells” was 4,574 feet. The average depth for all exploratory wells 
drilled from 1938-1955 increased only 1,272 feet. Phillips argues that the 
average well depth figures relating to “all new wells” in Exh. 390B, Col. 1, 
obscure the fact that numerous shallow wells are drilled each year in “old 


stripper oil areas”, and in secondary recovery operations, which reduce the 


17a In this connection, it is relevant to take official notice of the fact that by Prest- 
dential Proclamation No. 3279, issued on March 10, 1959, mandatory restrictions were 
imposed on the importation of petroleum and petroleum products into the United States. 
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national average depth but which furnish no gas for the consumer. However, 
this argument becomes unimpressive when it is noted that the “all exploratory 
wells” category, set forth in Col. 2, which does not include the shallow wells 
drilled in old stripper oil areas, presents a picture quite similar to the Col. 1 data. 

Entirely apart from the above, it is important to bear in mind here that 
whatever high level of costs had actually been reached in the test year 1954, 
reflecting the depth of drilling then encountered by Phillips itself, is actually 
accounted for in our instant 1954 test year cost of service. In addition, the 
1956 cost-of-service study introduced by Phillips (Exh. 303), already referred 
to at an earlier point in this decision, reflects the more recent 1956 exploration 
and production costs, including any further cost increases which may have taken 
place by that time as a result of any continuing trend toward deeper and 
deeper drilling. It is significant that, despite the instant Phillips contention, 
the total deficiency shown on Exh. 303 for the 1956 cost-of-service study is not 
substantially higher than that shown on Phillips’ 1954 test year cost of service 
(Exh. 282). 

The only other possible significance of the depth-of-drilling data presented by 
Phillips would be to support a contention that its exploration and production 
costs are in a continually rising trend; that accordingly both the 1954 test year 
costs and the 1956 cost-of-service study are already out of date, and no longer 
reflect what Phillips needs in order to provide an incentive for continued ex- 
ploration. However, this suggestion is not persuasive in view of the Exh. 390B 
data indicating that the increase in average depth for “all new wells” since 
19388 has amounted to only 54 feet per year, whereas the increase in average 
depth of “all exploratory wells” from 1988 to 1956 has been only 63.8 feet per 
year. These figures would not seem to indicate a very sharply rising trend for 
the increase in average depth of wells drilled. Of course, if it should develop 
in some future year, as a result of this trend and any other cost changes, that 
the 1954 test year relationship of operating costs, plant and volume of sales 
was no longer representative, any necessary and appropriate rate adjustments 
could then be made as the result of a new rate proceeding. 

Phillips further stresses, in this same connection, that 31 percent of the 
nation’s marketed natural gas production is now being produced from gas con- 
densate wells and that the average depth of such wells drilled nationally in 
1956 was 9,300 feet; that 26 percent of the marketed natural gas production 
currently consists of casinghead gas obtained from oil wells, and that the 
average depth of such wells is 6,200 feet (Phillips initial brief, pp. 31-32). 
However, this data may be viewed in better perspective when it is recognized 
that the average depth for “all exploratory wells” in 1956 had risen only to 
4,574 feet (Exh. 390B), in spite of the fact that this figure includes and reflects 
all of the exploratory condensate well producers and all of the exploratory oil 
well producers which were drilled in that year, thus giving full weight to the 
more significant role played by the gas condensate wells and oil wells by that 
time. 

No question is raised here as to Phillips’ basic premise that, all other factors 
remaining equal, deeper drilling is more costly than shallow drilling—nor is it 
denied that inflation has had an effect upon drilling costs. However, it is 
relevant to note here that Phillips did not present any figures showing total 
over-all increases in its own drilling costs due to deeper drilling, or even total 
over-all nation-wide increases. Instead, it merely presented Exh. 233 to demon- 
strate that 
The cost of drilling one additional foot at a depth of 10,000 or 15,000 feet 


is many times the cost of drilling one additional foot at 1,000 feet (initial 
brief, p. 25). 
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The significance of this observation becomes much less serious when it is recog- 
nized, as already noted above, that although a much larger number of wells are 
currently drilled at deeper depths than in earlier years, nevertheless the average 
depth of “all exploratory wells” drilled in 1956 had still not risen above 4,574 
feet. 

in addition, it is conceded that decreases in cost due to technological progress 
have provided a partially offsetting factor. ‘Thus, Dr. Kahn noted that the 
average total cost per foot of oil wells drilled in 1956 amounted to $13.75 per 
foot, as compared with a 1950 cost of $11.00 per foot (Exh. 390, Sched. 13, Col. 5). 
However, he testified that if these costs were adjusted for changes in the value 
of the dollar, retaining only that portion of the cost increase attributable to the 
increased cost of deeper drilling, it would be found that the real cost of drilling 
wells had declined, not risen, during this time period. He concluded that this 
was the result of “striking technological progress of recent years (102: 13, 
460-61). 

In addition, although increased drilling costs are not to be ignored, it is also 
significant to measure drilling costs in relation to the value of oil and gas 
reserves discovered. Here we find that since the end of World War II, although 
drilling costs per dollar of oil alone discovered rose from 26 cents to 38 cents 
during the period 1946-1956, drilling costs per dollar of both oil and gas dis- 


covered rose only from 22 cents to 27 cents in the same period (Exh. 390, Scheds. 
13 and 15). 


C. Increasing Exploratory Costs 


At pp. 32-34 of its initial brief, Phillips sets forth certain data under the 
heading of “increasing exploratory costs”, comparing its total leasehold costs for 
1946 with those for 1955, and making similar comparisons for total geophysical 
expenditures, Land and Geological Department operating expenses, and dry 
hole expenses and contributions. However, these figures are only meaningful 
if considered in connection with the accompanying increases in the volume of 
reserves added. Total natural gas reserves added rose from 17.7 trillion cubic 
feet in 1946 to 22 trillion cubic feet in 1955. (Exh. 390, Sched. 1). It is thus 
apparent that the total increase in over-all exploration costs was not entirely 
due to the increasing costs of exploration per se, but reflects in part the 
expansion of Phillips’ exploration activity during these years, which, of course, 
resulted in higher reserves, higher production and higher revenues. 

D. Decreasing Discoveries Per Unit of Drilling 

Phillips presented data indicating that during the past ten years the reserves 
added per exploratory well drilled have decreased 39 percent for gas and 43 
percent for oil; and that the reserves added per million feet of exploratory hole 
drilled have decreased 48 percent for gas and 51 percent for oil (initial brief, pp. 
35-36). It is pointed out that in the earlier years relatively large reservoirs were 
found,. at relatively shallow depths; that most of the shallow formations where 
oil and gas might occur have now already been explored; that accordingly 
deeper and deeper wells are being drilled, finding reservoirs which are relatively 
smaller and which contain lesser reserves per total reservoir 57 : 7934; 70: 9680). 
However although it is true, as indicated by Phillips witnesses, that deeper 
drilling is currently required if reserves are to keep pace with demand, the fact 
is that such deeper drilling has been taking place and that reserves in fact have 
kept pace with demand. As set forth in detail at an earlier point, increasingly 
greater amounts of new gas reserves have been discovered in recent years, 
culminating in 1956 with a peak of 24.8 trillion cubie feet (Exh. 390, Sched. 1). 
As already noted, the record here presented provides no basis for doubting that 
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the industry will be able to achieve the necessary rate of discovery required in 
the years to come to meet the expanding needs of the market. It is true, of 
course, that the deeper drilling required for this purpose will be more costly. 
However, it is worth repeating again that the 1956 cost-of-service study here 
presented by Phillips demonstrates that whatever higher levels of drilling cost 
had been reached by that year were apparently counterbalanced by other fac- 
tors—since the 1956 cost-of-service study showed an over-all deficiency not strik- 
ingly higher than that shown in Phillips’ test year cost of service. 


E. Increasing Investment and Declining Earnings 


Phillips presented Exh. 237 to demonstrate that its net investment per million 
Btu of both gas and oil sold increased from 25.5 cents in 1946 to 56.9 cents in 
1956; and Exh. 261 to demonstrate that its earnings (before taxes) on net 
investment in its total oil and gas production, gas gathering and gas processing 
facilities declined from 29.5 percent in 1948 to 8.3 percent in 1956. 

The important thing to bear in mind with respect to the data set forth in Exhs. 
237 and 261 is that it represents combined oil and gas data. If such combined 
oil and gas statistics were used as the justification for allocating to natural gas 
a higher proportion of total exploration costs than justified by the role it plays 
in the relative results achieved from joint exploration activity, the result 
would be to impose upon natural gas alone the burden of carrying the entire oil 
and gas data trend referred to above. It is concluded that the amount of 
jurisdictional revenue which Phillips reasonably requires is governed by the 
cost-of-service here determined upon the basis of the detailed considerations 
already set forth in this decision; and that data indicating that Phillips’ ratio 
of net earnings to net investment for its combined oil and gas production has 
declined from a higher figure in 1948 to a lower figure in 1956, does not of itself 
provide the basis for any cost-of-service determination in this proceeding. 


F. The Phillips Contention That Increasing Gas-Oil Ratios Are Encountered 
With Increasing Depth. 


A great deal of time was devoted during the hearing to evidence presented by 
Phillips in support of its thesis that increasing gas-oil ratios are encountered 
with increasing depths, and to rebuttal evidence presented by interveners Pacific 
and Eastern for the purpose of controverting this theory. The Phillips theory 
is: (1) that deeper reservoirs contain a higher percentage of gas and a lower 
percentage of oil than shallower reservoirs—i.e., a higher initial gas-liquid ratio; 
(2) that the deeper reservoirs, with such higher initial gas-liquid ratios, will 
produce less of the oil in place than reservoirs with lower gas-liquid ratios—i.c., 
the deeper reservoirs have lower oil recovery factors (Phillips initial brief, 
pp. 26-30). 

The Phillips presentation on this subject was designed to establish that gas is 
no longer a “junior partner’; that it therefore can no longer properly be con- 
tended that the producers’ motivation is really to search for oil, that any dis- 
coveries of gas are only incidental to that search, and that accordingly oil 
should bear the major part of the burden of exploration costs. This presentation 
is also designed to indicate that Phillips is increasingly dependent upon its 
income from natural gas; that accordingly it is neither practical nor fair to 
expect oil to carry the burden of increasing costs. The Phillips thesis in this 
connection is succinctly stated as follows: 

gas, which has heretofore had a free ride on the search for oil, must now 
bear its fair share of the cost of the search (Phillips reply brief, p. 27). 

It will be observed, however, that this entire argument constitutes a meaning- 

less “straw man”, unless made in the context of an assumption that the methods 
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here adopted for the allocation of exploration costs between oil and gas are in 
fact motivated by an objective to load upon oil those costs which properly and 
fairly should be borne by gas. It is concluded that no such assumption is valid, 
since there is here allocated to gas all that portion of total exploration costs 
properly assignable to that product, based upon the application of the RAR 
method—which fully reflects the increasingly important role of gas, relative to 
oil. As already noted in detail at an earlier point in this decision, the inherent 
nature of the RAR allocation method is such that it fully reflects and gives full 
weight to any changes which may occur in the relative volumes of both gas and 
oil reserves added through exploration, whether as the result of changes in the 
gas-0il ratios or through any other causes. If this relationship, as reflected in 
the test year data, should later become unrepresentative, Phillips would have 
the opportunity in a future rate proceeding to present evidence indicating a 
change in the relative volumes of oil and gas reserves added, and a new RAR 
ratio would then be arrived at, resulting in the allocation of a different per- 
centage of exploratory costs to gas (102: 13,467). In addition, it should be noted 
that under the RAR method natural gas reserves are valued at the 1956 new 
contracts price of 13.47 cents per Mcef—a valuation which does not reflect, and 
is not tainted with the impact of the old, long-term, low-priced contracts, 
executed at a time when gas truly was still a “junior partner”. 

Another possible implication to be drawn from the Phillips contention with 
respect to increasing gas-oil ratios is that it is designed to indicate that an 
increasingly greater proportion of total hydrocarhons discovered consists of 
natural gas; that accordingly there is no longer any justification for the 
argument that much the bigger share of the producer’s total hydrocarbon 
income comes from oil, and that the price of oil is accordingly a more important 
tactor than the price of gas in influencing the determination by major pro- 
ducers as to where and how much to drill. 

If we accepted, for the purpose of this discussion, the Phillips theory that 
higher gas-oil ratios are encountered with increasing depth, this would merely 
indicate that in the case of associated gas wells,” as we drill deeper, gas 
produced by such wells will represent a greater percentage of the total hydro- 
earbon recovery than it does in the shallower associated gas wells. However, 
the really significant fact to bear in mind here is that it will nevertheless 
still be true that the total oil revenue from such associated gas wells will 
represent the major part of the total hydrocarbon revenue from such wells. 
‘rhe record indicates that Phillips’ oil revenue from joint product leases for 
tne year 1954 was $87,245,481, whereas its natural gas revenue from joint 
product leases was only $13,515,089 (Exh. 353, p. 4, Col. 2; Exh. 304, line 2). 
It thus appears that in 1954 oil accounted for 86.58 percent of the total hydro- 
earbon revenue from Phillips’ associated gas wells, while gas accounted for 
only 13.42 percent of the combined revenue. It accordingly seems clear that 
regardless of the validity of the Phillips theory with respect to increasing 
gus-oil ratios, the price of oil will still be of greater interest than the price 
of gas in connection with associated gas wells. Furthermore, Phillips itself 
has stressed the fact that more and more of our marketed natural gas produc- 
tron is coming from associated gas wells, rather than from dry gas wells— 
1.e., 57 percent from associated gas wells, and only 43 percent from dry gas 
wells in 1955 (Phillips initial brief, p. 31). Under these circumstances it would 
seem clear, as contended by Dr. Kahn, ™ that the price of oil will remain a 


48 Gas condensate wells and oil wells producing casinghead gas. 
189 102 : 13,484 ; Eastern initial brief, p. 16. 
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more important factor than the price of gas in influencing the determination 
by major producers as to where and how much to drill. 

For the reasons set forth above, it is concluded that no purpose would 
be served by attempting to resolve here the seriously contested issue as to 
whether increasing gas-oil ratios are in fact encountered with increasing depth. 
As noted above, the interveners and the Staff hotly disputed this Phillips 
theory. Eastern disputes the broad Phillips premise that higher initial gas- 
liquid ratios are encountered in deeper reservoirs, contending that the evidence 
presented by Phillips on this point is applicable only to saturated reservoirs. 
Both Eastern and Pacific dispute the Phillips position that deeper reservoirs 
have lower oil recovery factors. They contend that the position taken by 
Phillips witness Tarner on this subject is unsound because it considered only 
the effect of shrinkage; that there are other factors which must be considered 
and which have a greater influence upon the recovery factor than shrinkage, 
the principal one being the mobility of the oil; that lower viscosity increases 
the mobility of the oil; that viscosity decreases with depth; that accordingly 
the increased mobility of the oil in deeper reservoirs more than offsets the 
effect of shrinkage (Phillips initial brief, Appendix A4—All; Exh. 371; Pacific 
reply brief, p. 204; Staff initial brief, pp. 51-54). This issue has resolved 
itself into a battle of experts which consumed much time in the open hearing 
and in the briefs filed by the parties herein. It involves a highly technical 
question, which it is difficult to resolve with any satisfaction on the instant 
record. Since it has already been concluded, as set forth in detail above, that 
the answer to this technical and disputed question would not in any event 
justify any change in the cost-of-service determinations reached in this decision, 
the matter does not merit further discussion. 


G. General Conclusions With Respect To The Phillips Presentation On Prob- 
lems Of Demand, Supply And Increasing Costs. 

It will be helpful at this point to back away from the precise, detailed 
analysis of the Phillips data presented on these related subjects, and to 
consider in more general terms the appropriate place and significance of such 
data in connection with the problem of determining just and reasonable rates 
in the instant proceeding. Our objective in developing the instant cost-of- 
service is to allow and reflect Phillips’ total jurisdictional costs of all kinds 
at the level which they had reached during the 1954 test year, as adjusted 
for appropriate “known changes’. The year 1954 has been adopted as the 
test year on the theory that the ratio between Phillips’ operating expenses, 
plant and volume of sales during that year, as so adjusted, was in fact fairly 
representative of the ratio which will pertain for the ensuing years. How- 
ever, if it is to be contended that the Phillips level of drilling and exploration 
costs has so risen since that time that the level of such new costs, considered 
in connection with the more recent levels of other operating costs and the more 
recent levels of plant and volume of sales, have established a new plateau, 
and that the 1954 test year is accordingly no longer representative, then the 
logic of the situation would require the adoption of a more recent test year 
in this proceeding. 

On the contrary, however, no contention is here made by Phillips that the case 
should be presented on the basis of a different and more recent test year. In- 
stead, we find that the data presented by Phillips with respect to increasing 
drilling costs does not in any way purport to represent a comprehensive study 
of precise total increased costs incurred by Phillips itself, but rather that it 
takes merely the form of nationwide trend statistics for the entire petroleum 
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industry. Furthermore, with respect to Phillips’ own costs we find that the 
more recent 1956 cost-of-service study presented by Phillips itself shows an 
over-all deficiency which was not significantly higher than that derived in 
Phillips’ 1954 test year cost of service. 

Under these circumstances, although the various types of nationwide trend 
statistics presented by Phillips on these subjects are of general interest, as in- 
dicating changes which have been and are taking place in the petroleum industry, 
this data does not justify or require a change in any of the basic cost-of-service 
determinations made herein with respect to the Phillips cost of service. 

On this entire subject, Phillips has here painted a dark and pessimistic picture, 
implying that the gas supply situation is critical; that accordingly we must de- 
velop extraordinary new incentives by shifting the bulk of the exploratory 
burden to the natural gas consumers; that unless this is done, it will not be 
possible to achieve the “enormous” rates of increase in the discovery of addi- 
tional natural gas reserves which allegedly will be required to meet future de- 
mands. On the other hand, some of the other parties to the instant proceeding 
suggest that there is really no great problem at all. It is concluded that the 
more accurate and objective conclusion to be drawn from this entire presenta- 
tion is that it is of the utmost importance that there be continued exploration 
for and discoveries of additional gas supplies on the levels required by our 
increasing demands. This was recognized by Dr. Kahn when he stated: 

The ratio of reserves to current production certainly bears watching (102: 
13,445, lines 22-23). 
» ~ 7” ~ +. * * 
At no point in my testimony did I attempt, either explicity or by indirec- 
tion, to under-emphasize the importance of continuing exploration (118: 
15,882, lines 9-11). 

However, the record nevertheless would seem to support Dr. Kahn’s conclusion 

that 
there is certainly no evidence as yet of a threat presently or in the 
immediate future of inadequate supplies of natural gas (102: 13,485, lines 
3-5). 

This conclusion was supported by the following statement made in open hearing 

by Phillips’ counsel: 
** * T wish you would go back and read my opening statement and 
the statements in the testimony of Mr. Tarner and Mr. Turner in which 
we all flatly stated that we were not predicting doom for the gas industry 
or a shortage of gas (102: 13,487, lines 18-22). 

There is no basis for here concluding that “extraordinary new incentives” are 
required to produce the necessary levels of exploration and discovery. It is 
instead concluded that these required levels can reasonably be met if Phillips 
is here allowed rates for its jurisdictional gas sales which fairly reflect all of 
its actual jurisdictional costs, including a reasonable and realistic share of its 
total exploration costs, plus a reasonable and fair rate of return. 

Furthermore, the record does not furnish any basis for assuming that sig- 
nificantly higher levels of additions to our present natural gas supply would 
result from the allowance of jurisdictional natural gas rates exceeding the 
above standard. The fact is that price itself is not the sole determinant of the 
level of exploratory effort. In 1955 almost 50 percent of the sales of natural 
gas to interstate pipelines were made by twenty major integrated oil companies. 
This means that a very substantial portion of the nation-wide gas supply 
comes from integrated oil companies, a major portion of whose total revenues 
are obtained from the marketing of petroleum products. With respect to these 
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companies, the fact of their integration itself gives rise to a special incentive to 
engage in their own exploration, and to encourage others to explore by the 
providing of various inducements. These integrated companies have a stake 
in controlling the sources of the crude oil which they process, in order to protect 
their enormous investments and commitments in transportation, refining and 
marketing (102: 13,481-82). 

Furthermore, even if it were assumed that price was a major determinant 
of the level of exploratory effort, the impact of the price of gas alone would 
inevitably be far less influential than the price of oil, for the reasons already 
pointed out in detail above. Accordingly, although the increasing demand for 
and the increasing price of gas in recent years has undoubtedly increased the 
contribution of gas to aggregate exploratory incentives and funds, it is still 
unrealistic to regard the search for gas as an independent or preponderant factor 
in total exploratory activity. 

Finally, predictions have been made as to the existence of reserves of natural 
gas still to be discovered in the United States, in the order of approximately one 
trillion Mcf.’ The extent of such remaining supplies of natural gas, still 
awaiting discovery, is fixed ultimately by nature, and not by the price of gas or 
oil. The gas is there beneath the surface, and its total physical volume cannot 
be altered or influenced by the price of gas today or in the future. In addition, 
aithough the rate and dollar pattern of its discovery will be influenced to some 
extent by price considerations, the price of oil will undoubtedly play a more 
important role in such influence than the price of gas (102: 13,486). 


XX. Phillips’ contention re alleged negligible impact of its recommended rates 

Phillips contends that the rate increases proposed by it in this proceeding 
would have only a negligible impact, because (1) such increases can easily be 
totally absorbed by its pipeline customers; and (2) even if this were not the 
case, the resultant gas prices to be paid by the consumers would still be com- 
petitive with other fuels. 

In support of the first contention, Phillips presented witness Wilhelmi™ to 
demonstrate that the continuing depreciation accruals of the pipelines and dis- 
tribution companies “offer a means for possible absorption of much of the in- 
creasing cost of exploration and development” (Phillips initial brief, p. 170). 
Wilhelmi testified that so long as the pipeline and distribution companies can 
obtain a constant gas supply, they will have a decreasing cost of service as the 
result of an increasing depreciation reserve, which under normal operations does 
not have to be plowed back into the business merely to continue adequate gas 
deliveries to existing customers; that the amount of this reserve is deducted 
from the original property investment, so that on a constant volume of gas 
handled the accrual of the reserve operates to reduce the net investment, thus 
producing a lower rate base and a lower return component; that the force of 
depreciation accruals, operating in this manner, ‘“‘may offset a part, or possibly 
‘all of increasing costs of production, so that they may never reach gas consumers” 
(58: 8155-57). In order to demonstrate this thesis, Wilhelmi presented Exhibit 
262 to show 

* * * how depreciation reserve accruals continually work to reduce the net 
plant account, and, therefore, the cost of service of natural gas pipeline 
companies and gas distribution companies. 


1 See reference by Dr. Kahn to estimates by Terry and Winger of the Chase Man- 
hattan Bank (102: 13,486). 

1%. Engaged in various phases of the natural gas business for 35 years, including a 
period as consultant on the staff of Ebasco Services, Inc., of New York City. Presently 
engaged in private consulting practice in Shreveport, Louisiana. 
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It also shows the possible magnitude of those cost reductions, and that 
they work to keep the price of gas to the consumer down, although gas 
production costs are going up, so that gas will not necessarily either be 
priced out of its present markets or make obsolete the gas appliances and 
equipment of 27 million natural gas users (58: 8158, lines 2-11). 

However, in the course of interrogation by the Presiding Examiner, Wilhelmi 
later agreed that the conclusions set forth in Exhibit 262 were valid only on the 
assumption that the pipeline or distribution company’s other operating expenses 
would remain constant during such years, that its utility plant would not be 
expanded, and that the only problem encountered would be that of increases in 
purchased gas cost (58: 8174, line 19; 8175, line 9). The following colloquy 
then ensued: 

PRESIDING EXAMINER: Is it your contention that the hypothetical as- 
sumptions, which are the basis for your exhibit, are realistic assumptions 
which will obtain in the future? 

Tue WitNeEssS: As I said a moment ago, they may not be realistic as- 
sumptions. Operating costs may go down, or they may go up, but in order 
to find the force of the depreciation accruals, that is what I had to do. 
That is the only way you could actually compute it and find it. 

PRESIDING EXAMINER: Well, do you go any further, then, with your 
Exhibit 262, than to indicate to the Commission that if all of those assump- 
tions should obtain in the future years, that the pipeline company then 
would be able to absorb a purchased gas cost increase without getting an 
increase in its own rates, but based on those assumptions, that the other 
costs will remain static? 

Tue WitTNeEss: I don’t believe I understand what you mean—Do I go 
any further than that? 

PRESIDING EXAMINER: You do not—do you take the position that Exhibit 
262 bears any other significance than that as I have just summarized it? 

THE WitNEsSS: No (58: 8,175, line 12—8,176, line 8). 

Wilhelmi made it clear that these assumptions are not realistic, in his re- 
sponses to later interrogation, as follows: 

Q. Based on your experience as an executive of or consultant for natural 
gas distribution facilities, can you state what has been the trend of costs 
of operation, excluding the cost of purchased gas for such operations? 

° > * + +. « . 


Q. But the general trend of costs, other than costs of purchased gas, 
have been up? 
A. The total costs of operations have been upwards. 
Q. Would not the same cost conditions apply to pipeline operations? 
A. Again, the total cost of operations have been upward. * * * (92: 
12,352, line 22—12,353, line 80). 

In the light of current conditions, it certainly is not unreasonable to expect 
that the operating costs of pipeline companies and distributors may show a 
net increase in the future, and that their net investment may also show an 
increase as the result of plant expansion, required to satisfy the increasing 
market demands estimated by Phillips witness Turner. It is obvious that the 
magnitude of the rate increases which might be required under such cireum- 
stances would clearly be affected by the level of the purchased gas costs which 
the pipeline companies may be required to pay to their producer-suppliers. 

In view of the matters noted above, this particular Phillips contention is not 
entitled to further serious consideration. 
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The second type of “impact” presentation made by Phillips consisted of 
Wilhelmi’s Exh. 292, headed “Computation of the Effect of Phillips’ Proposed 
Rate Increases on the Average Prices of Gas if Such Increases Must be Passed 
on to the Consumer’. The purpose of this presentation was to demonstrate 
that the impact of the rate increases here proposed by Phillips, even if accom- 
panied by similar rate increases to the instant pipeline interveners from other 
producer-suppliers, would still leave gas competitive with other fuels, and that 
the resultant purchased gas cost increases would still be within the ability of 
the pipelines and distributors to recover from their customers (Phillips initial 
brief, pp. 170-171). Actually, the Exh. 292 computations are subject to the same 
defects as those already indicated with respect to Wilhelmi’s Exh. 262 presenta- 
tion. They are of interest only in connection with the entirely unrealistic 
assumption that other cost factors encountered by the pipeline and distribu- 
tion companies would in the meantime remain static, so that they would be 
confronted with no problem except that of increases in purchased gas cost. 

Furthermore, the Wilhelmi study is regarded as too speculative and incomplete 
to be of any real value, for certain additional reasons set forth below. It did 
not give adequate consideration and effect to the impact of Phillips’ proposed 
rates upon industrial sales. This is a vital consideration because when natural 
gas becomes noncompetitive with other fuels, the inevitable consequence is that 
the industrial load is reduced, or is lost. This, in turn, reduces the load factor, 
with the final result that there is an increase in unit cost for the remaining 
gas transported and sold—i.e., in the rates for residential and house heating 
uses. When Wilhelmi was asked during cross-examination whether he had made 
any study as to the impact of the proposed Phillips rate increases upon indus- 
trial gas sales in the state of Wisconsin, he replied as follows: 

A. No specific study, other than to compare the gas prices presently and 
those that would result with the prices of oil as reported by Platt’s Oilgram 
for Milwaukee, and also the prices of coal that it seemed were being paid up 
there by the power plants in that area which I believe were probably the 
lowest anybody buys coal for. 

Q. In other words, you don’t know the impact on industrial sales of these 
rates? 

A. No, there was no public record that I could find of any specific indus- 
trial customers that I could use for a basis for making such a study (92: 
12,346, line 23—12,347, line 8). 

However, intervener’s witness George B. Johnson, Vice-President in Charge of 
Operations, Minneapolis Gas Company,™ testified that a comparison of gas 
prices, for this purpose, with the prices of oil as reported by Platt’s Oilgram 
was meaningless, because: 

In determining the loss of interruptible sales, the cost of competitive 
fuels for industrial uses is extremely difficult to obtain. While the cost of 
competitive fuels for residential uses may be found in statistical services 
such as the Bureau of Labor Statistics and Platt’s Oilgram Service, as was 
done by Mr. Wilhelmi, such is not the case with industrial fuels. 

Competitive fuels for large industrial users are generally priced on an 
individual basis from the supplier to the customer. These bids are usually 
confidential and extremely difficult to obtain specific information on. Also 
one price will exist for a fuel for standby uses and another lower price if 
the customer will burn the fuel on a 100 percent basis (100: 13,116, lines 
4-17). 


192 A distribution company customer of intervener Northern Natural Gas Company. 
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The importance of giving proper weight to the impact of Phillips’ proposed 
rate increases upon industrial sales was demonstrated by witness Johnson 
as follows: 


Northern sells a substantial amount of interruptible gas, amounting 
to about 49 percent of its total sales on an Mef basis in 1956. Any 
increase ordered by the Commission to be placed on the commodity rate 
could well result in the loss of large volumes of interruptible sales on 
Northern’s system. A substantial loss of these sales would greatly affect 
Northern’s unit costs and add to the financial impact on the ultimate 
consumer. 

In calculating the loss of interruptible sales, it would be necessary 
to first consider the loss of Northern’s direct sales and those of its 
utility customers. This loss would then be spread over the remaining 
sales and would result in an increase in the city gate rates. 

Secondly, the loss of revenue to the distribution companies as a result 
of dropping their own interruptible sales would then have to be con- 
sidered. Any such losses would have to be recouped by an increase in 
the distributor’s rates (100: 13,115, lines 5-22). 

Wilhelmi himself expressed the same view, as follows: 

The problem that I was trying to present at that particular point in 
my testimony was that in this area, where gas is being distributed by 
Northern Natural Gas Company, there might be a substantial impact on 
the consumer, particularly the residential consumer and the domestic, or 
rather the commercial consumer of Phillips’ rate increases, because of the 
fact that Northern Natural Gas Company has a very large interruptible 
gas load. They have not developed any storage facilities, as far as I know, 
on their system. Consequently, even with the interruptible gas load that 
they have, their sales in the summertime are substantially smaller than 
they are in the winter, and the increases by Phillips, their gas prices, would 
have an impact on the commodity costs of the gas by Northern which 
would affect the prices of gas sold to their interruptible customers. * * * 

I also pointed out that some of those interruptible customers were 
certainly customers of the distribution companies, and it would take a 
very substantial study to ascertain what all those factors were (92: 12,350, 
line 5—12,351, line 3). 

Along the same lines, Wilhelmi also testified : 
* * * T tried to get that across, but I missed it, that there is going to be 
an additional impact on the residential and commercial and industrial 
gas cost brought about by any loss of interruptible gas business that these 
distributors may have themselves over and above that that I have been able 
to estimate I think fairly accurately from the data at hand. 

I can’t do anything with that second range of loss (63: 8864, lines 
12-19 ; emphasis supplied). 

It is finally noted that Wilhelmi’s Exh. 292 study also fails to reflect in 
any way certain other possible impact factors, such as: 

(1) The effect which a reduction in interruptible load might have upon 
Northern Natural in view of the increasing amounts of gas which it pur- 
chases under “take or pay” contracts. If Northern’s requirements, as a result 
of any such reduction in interruptible sales, should fall below the minimum 
take provisions of these contracts, the cost of gas paid for by Northern, 
but not taken, would result in additional unit costs which would have to 
be spread over its remaining sales. (100: 13,116). 
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(2) The fact that the ultimate financial impact of such producer rate in- 
ereases upon distribution companies would vary according to the manner 
in which purchased gas cost increases to the instant pipeline interveners 
Were subsequently distributed, as between demand rates and commodity rates 
fixed for the pipeline. To the extent that any such increases were ultimately 
reflected in the pipeline’s demand rates, the resultant impact upon its dis- 
tribution company customers would vary depending upon the latter’s 
load factor (100: 18,114). 

Furthermore, in the exercise of its responsibility to carry out the primary 
aim of the Natural Gas Act “to protect consumers against exploitation at 
the hand of natural gas companies’, the Commission is concerned with 
far broader considerations than the impact of the instant decision upon Phil- 
lips’ own customers. This Commission must consider and weigh the much 
broader impact which the positions it may here adopt on the major issues in 
this case (i.e., the allocation of exploration costs between oil and gas, the 
claimed phantom tax allowance, the rate of return to be allowed, ete.) will 
have upon the over-all regulation of independent producer rates in general— 
and the resulting ultimate impact of such determinations upon consumers 
in general. 

Contemporary history shows that pipeline and distribution companies are being 
confronted with significant cost increases in many areas, including purchased 
gas costs; that the cumulative effect of all these factors has been a continually 
increasing trend of higher prices to the ultimate consumer—with the result 
that distribution companies in some areas fear that they are already “being 
priced out of the market’, while in other areas this situation appears to be 
coming closer. There can, of course, be no doubt that the continually rising 
trend of purchased gas costs represents one of the significant factors which 
combine to produce this cumulative impact, and it is, therefore, concluded that 
it is totally unrealistic to consider the potential impact of the Phillips rate 
proposals in the instant case upon the narrow and artificial basis here sug- 
gested by Phillips. 















XXI. The Field Price Presentations in This Proceeding 


















As already noted above, Phillips here takes the position that its jurisdictional 
rates should be determined upon the basis of its overall cost of service. This 
was made perfectly clear by its policy witness, Stanley Learned, in the follow- 
ing colloquy: 


Q. Do you wish to have the Power Commission fix your prices by value 
as you have defined it? 

A. No. 

Q. You do want to have it fixed according to a cost of service? 

A. Yes, sir (92: 12,481, lines 10-15) .™ 


However, Phillips explained that in order to meet the eventuality that the 
Commission might conceivably determine market price, or field price, to be a 





13 F.P.C. v. Hope Natural Gas Co., 320 U.S. at 610; City of Detroit case, supra. 
7 On the basis of its claimed cost of service in this proceeding, Phillips recommends 
proposed rates ranging from a high of 22.75 cents per Mcf to a low of 16.5 cents per 
Mef, depending upon delivery conditions. The maximum proposed rate of 22.75 cents 
per Mef is, of course, higher than any of the claimed “commodity value” or “field price” 
levels presented in this proceeding. 
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proper criteria for the establishment of producer rates, it desired to make a 
field price presentation (62: 8675). This presentation was made by Phillips 
witness Mayer, who took the position that the “going market price” for natural 
gas in the entire Southwest producing region (including Texas, Oklahoma, 
Kansas, Louisiana, Arkansas, Mississippi and New Mexico) was “at least 21 
cents per Mcf” at 14.65 p.s.i.a. (62: 8755-56). He characterized this 21-cent 
price as “being representative of prices paid for 1,000-pound, gathered, sweet, 
dehydrated gas”. He then applied to this 21-cent figure certain price differ- 
entials based upon varying delivery conditions and quality.” On the basis of 
these differentials he developed prices for each and every Phillips jurisdictional 
contract, ranging from a maximum of 21 cents to a minimum of 14.75 cents per 
Mef (Exh. 291; 63: 8770). This claimed 21-cent “going market price” figure 
is, of course, somewhat lower than the maximum 22.75-cent rate recommended 
herein by Phillips on the basis of its system-wide cost of service. It will 
be noted, however, that the Phillips briefs make no reference to this field price 
evidence, and that Phillips here bases its recommended rates solely upon its 
claimed cost of service. 

On the other hand, Southern presented and relies on a major field price presen- 
tation, made through its witness Falck™, on the basis of which it is contended 
that the weighted average field price, or commodity value, in 1956, of natural 
gas produced in the Permian Basin and Panhandle areas™ was 9.13 cents per 
Mcef for the Permian Basin area and 9.68 cents for the Panhandle area (Southern 
brief, p. 46). Southern takes the position that the-rates proposed by Phillips in 
its Section 4(e) rate filings in the instant proceeding, for the Permian Basin and 
Panhandle areas, represent increases within the range of these “weighted aver- 
age field prices”, and may, therefore, be supported as just and reasonable rates. 
However, Southern contends that any rates higher than its claimed weighted 
average field price levels, even if found not to be in excess of the Phillips cost of 
service, must here be denied. In taking this position, Southern stresses the 
following conclusion, expressed by its witness Falck: 

It is one thing to use an asserted revenue deficiency based upon claimed 
cost of service to bring a producer's price up to the average price in the 
field; it is quite another to use the asserted revenue deficiency for the 
purpose of raising a producer’s price far beyond the prevailing level of field 
prices (99: 13,072, lines 1-6 ; emphasis supplied). 

In view of the conclusion reached in this decision that Phillips’ over-all unit 
cost of service amounts to 11.662 cents per Mcf, a level somewhat higher than 
Southern’s claimed weighted average field prices of 9.13 cents for the Permian 
Basin area and 9.68 cents for the Panhandle area, it is necessary to deal briefly 
here with this theory as expounded by Southern. That theory, in effect, amounts 
to a contention that although the doctrine of the City of Detroit case, supra, 
requires that the traditional rate base method must be used as a point of 


1% These price differentials for varying delivery conditions will be discussed in detail 
at a later point. 
199 A private consultant in the electric power and natural gas field. Formerly Director 
of the Office of War Utilities, War Production Board, and later Director of the Office 
of Energy and Utilities of the National Security Resources Board. 
197 Which constitute the source of a major portion of the natural gas supply for this 
intervenor group. 


18 Running from 65 cents—85¢ cents per Mcf for the Permian Basin area, and 11 
cents per Mcf in the Panhandle area. 
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departure where the field price levels sought by the producer are higher than the 
determined cost of service rates, nevertheless where such field price levels are 
lower than the determined cost of service rates the lower field price levels should 
be treated as controlling. 

It is concluded that this is an unjustifiable position. It is true that the Court 
of Appeals in the City of Detroit case, supra, refused to agree that the field price 
method could not under any circumstances be used in arriving at “just and 
reasonable” rates. However, the Court clearly did not hold that the Commission 
is compelled to treat field price levels as controlling for this purpose. The most 
that can be said about the City of Detroit decision in this connection is that it 
upholds the discretionary power of the Commission to consider field price evi- 
dence as one of the factors in arriving at its decision, provided that certain 
important basic requirements laid down by the Court are observed. Any failure 
in this proceeding to allow Phillips the opportunity to recover rates sufficient to 
recoup its proper cost of service as here determined, would be inherently unfair 
and contrary to the public interest. It might also raise a serious question with 
respect to possible violation of the constitutional prohibition against confiscation. 

For reasons which will later appear, it would be helpful and instructive at 
this point to direct our attention to a brief review of the various types of field 
price evidence which were presented in this proceeding, as follows: 

(1) The Phillips Field Price Presentation. Phillips witness Mayer derived 
his alleged 21-cents per Mcf “going market value” for all Phillips jurisdictional 
natural gas sales on the basis of five selected, high-priced contracts negotiated 
in 1954, 1955 and 1956 in the South Louisiana area—buttressed, after some inter- 
rogation by the Presiding Examiner, by a reference to the fact that Natural Gas 
Pipe Line Company of America, in a proceeding then pending before the Com- 
mission, was “proposing to pay 29 cents per Mcf for the delivery of gas of pipe- 
line quality and at pipeline pressures, at Beatrice, Nebraska” (62: 8759, lines 
15-20; emphasis supplied). This delivery point was 400 miles from the Texas 
Panhandle, which is the center of the Panhandle-Hugoton field. When interro- 
gated further by the Presiding Examiner, Mayer agreed that during the past two 
or three years contracts have been negotiated between pipelines and producers 
in the Texas area, for example, at price levels lower than 21 cents per Mcf; 
that he had, in fact, not examined all of those lower-priced new contracts for 
the purpose of determining whether they were in fact subject to conditions, 
which under his own standards, would render them non-representative of true 
“going market value”; that he accordingly could not say that those lower-priced 
contracts should not also be considered and given appropriate weight (63: 8777- 
8778). Mayer finally summed up his position as follows: 

Now, the price that is paid for gas may be affected by a great many things, 
but what I was trying to show was that to at least five different pipelines, 
gas was worth 21 cents under the conditions of delivery of those five con- 
tracts (63: 8778, lines 12-15). 

It is thus obvious that Mayer’s 21-cent figure cannot even be regarded as an 
average of the prices negotiated in recent years under newly executed contracts 
in the areas where Phillips’ production occurs. 

An alleged “field price” figure based exclusively on the meager evidence just 
summarized could not possibly be given serious consideration under any serious 
field price approach. Since it is here concluded that it has not been established 
by any persuasive evidence in this record that Mayer’s 21-cent per Mcf figure 
truly represents the “going market price” for natural gas in the Southwest pro- 
ducing region, the suggestion that Phillips’ claimed unit cost of service of 22.75 
cents per Mcf is really not unrealistic or startling, in that it is quite in line with 
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the alleged “going market price” of 21 cents for natural gas in the entire 
Southwest, becomes quite meaningless. 

By contrast, Eastern’s field price witness, Dr. Joskow,” made a comprehen- 
sive study of all prices paid by interstate pipelines under gas supply contracts 
newly negotiated in 1954, 1955 and 1956 in the Panhandle-Hugoton, Permian, 
West Texas, and Gulf Coast areas. This study disclosed that interstate pipe- 
lines paid a weighted average price in these areas of 11.11 cents per Mcf for 1954 
deliveries under contracts executed in 1954, 12.78 cents for 1955 deliveries under 
contracts executed in 1955, and 13.47 cents for 1956 deliveries under contracts 
executed in 1956 (Exh. 387, p. 3, 100: 13,195). 

Finally, as noted above, Southern witness Falck presented a comprehensive 
study of all prices paid by interstate pipelines in the years 1954, 1955 and 1956 
for all purchased gas, without regard to the date of the contract, covering 
production from the Permian Basin and Panhandle areas. Based on this study 
Falck arrived at 1956 “weighted average field prices” as follows: (1) for the 
Permian Basin area, 9.13 cents per Mcf for gasoline plant outlet purchases 
(residue gas), and 9.45 cents for wellhead purchases (raw gas); (2) for the 
Panhandle field, 9.68 cents for gasoline plant outlet purchases, and 10.66 cents 
for wellhead purchases (Exhs. 378 and 379). 

As earlier noted, it is here concluded that Phillips’ unit cost of service 
amounts to 11.662 cents per Mcf. It has already been concluded above that it 
would be improper to here deny to Phillips the opportunity to recover its 
jurisdictional cost of service, as thus determined. At the same time, for reasons 
which will now be set forth, it has also been concluded that rates in excess of 
those derived from such unit cost of service are not warranted in this proceed- 
ing. Accordingly, no purpose would be served by attempting to determine 
here what would be an appropriate field price level in the event that rates were 
here to be fixed on the basis of a field price approach. 

As already set forth in detail at an earlier point, it is here concluded: (1) that 
the required levels of exploration and discovery can and should be met if 
Phillips is allowed rates for its jurisdictional natural gas sales which fairly 
reflect all of its actual jurisdictional costs, including a reasonable and realistic 
share of total exploration costs, plus a reasonable and fair rate of return; and 
(2) that the instant record does not furnish any basis for assuming that any 
significantly higher level of additions to our natural gas supply would result 
from the allowance of jurisdictional natural gas rates exceeding the above 
standard. 

In the City of Detroit case, supra, the Court of Appeals held that the Com- 
mission may, under the Natural Gas Act, give consideration to the need for 
encouraging exploration and development of gas resources “at least to the 
extent of allowing recovery of development and exploration costs.” However, 
the question as to whether the Commission may properly go further than 
merely allowing recovery of development and exploration costs was left 
undecided by the Court, because of its conclusion that disposition of the appeal 
on the record then before it did not require the resolution of that question 
(230 F. 2d at 817). The court further held that use of the field price method 
can be justified only in terms of a demonstrated public interest; that the allow- 
ance of an amount found necessary to encourage exploration and development 
of gas resources could actually be included without resort to the field price 
approach; but that if the field price method were used for this purpose, the 


1” Assistant Professor of Economics at City College of New York, also employed as 
Research Director of the private consulting firm of Boni, Watkins, Jason and Co., Inc. 
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evidence and the findings must show that the increase in rates thus caused 
(over and beyond the amount calculated under the traditional rate base method ) 
would be no more than reasonably necessary for the purpose of encouraging the 
required leveis of exploration and development. 

In view of the basic conclusions reached herein, as outlined above, it is 
impossible to make the required finding in this proceeding that the difference 
between the rates herein computed on the cost of service basis, and any higher 
field price levels, would constitute an amount “reasonably necessary” for the 
purpose of encouraging the required levels of exploration and development; or 
that any amounts in excess of the rates herein computed are “reasonably 
necessary” for such purposes. 


XXII. System-Wide Rates vs. Area Rates 


One of the major problems which must be resolved in connection with the 
regulation of independent producer rates is the question whether such rates 
should be fixed on the basis of a system-wide, uniform rate approach, or on the 
basis of an area-pricing approach. 

Phillips here uses a system-wide, uniform rate approach, under which it 
proposes schedules of uniform rates for all customers, based upon its system- 
wide cost of service, with rate differentials to reflect four different delivery 
condition factors.” Under this method Phillips witness Mayer established a 
top price for gathered, high-pressure, dehydrated and treated gas of 22.75 cents 
per Mcf. Applying the various differentials to each separate delivery, he derived 
recommended rates for each contract, with prices varying from the top of 
22.75 cents per Mcf to a low of 16.5 cents per Mcf (Exh. 324).™ 

The Staff and the interveners in this proceeding attack the system-wide rate 
approach, and advocate instead an area-pricing approach. However, there is a 
wide area of disagreement between the Staff and the various interveners as to 
the manner in which an area-pricing approach should be applied. Eastern takes 
the position that area prices should be developed on the basis of a system-wide 
cost of service, and not by constructing a separate cost of service for each 
Phillips producing area. The Staff and other interveners, however, insist that 
“a separate cost of service must be developed for each producing area. In 
addition, there are other differences which will shortly be outlined in detail. 
A. The Staff's Area-Pricing Method 

The general problems inherently arising under any area-pricing method based 
upon a separate cost of service for each area will be discussed somewhat later. 
At this point attention will be directed to the particular defects in the Staff's 
method. 

Staff cost of service witness Vaught determined Phillips’ cost “‘on the basis 
of the six areas that Phillips maintains on its books for the purpose of account- 
ing for the operation of its total over-all properties” (48: 6,902, lines 22-24). 
He described these as “accounting areas maintained by Phillips in its account- 
ing for costs” (48: 6,903, lines 6-7).™ Vaught’s six “areas” were designated: 
(1) Hansford, (2) Sherman, (3) Borger, (4) Pampa,” (5) Permian Basin, and 
(6) Miscellaneous. However, Phillips witness Cramer testified that these six 


2° These four rate differential factors were (1) point of delivery, (2) pressure, (3) 
whether dehydrated or undehydrated, and (4) whether sweet or sour. These factors will 
be discussed in detail at a later point. 

21 With the exception of certain categories of rate schedules as to which Phillips here 
recommends that no rates should be fixed. This problem will be discussed at a later point. 

22 Exh. 208. 

*8 All in the Panhandle region. 
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different so-called areas were actually not geographical areas at all, but merely 
accounting summaries maintained in Phillips’ Natural Gas Department. The 
Staff made no attempt itself to obtain any knowledge as to what was actually 
encompassed in these so-called “areas.” Staff witness Munn stated: 

These were strictly bookkeeping areas that we followed for convenience. 

Mr. TORKELSON: They were bookkeeping areas that were used by the 
company ? 

THE WITNESS: By the Company, yes, in setting up their books. 

Mr. TorKELSON: Do you know the basis on which the company has set 
up these various areas? 

THE WitTNEss: No (42: 6300, line 22—6301, line 5). 

It was made quite clear that these so-called “areas” have no real geo- 
graphical significance, in the following testimony by Phillips’ witness Cramer: 

These six different so-called areas are not geographical areas. They 
are merely accounting summaries. For example, the Sherman and Hans- 
ford areas, as shown on the statements of Phillips, constitute the gathering 
systems serving the Sherman and Handsford gasoline plants. These two 
plants are located side by side, and the geographical areas served by 
the systems connecting these two plants are in some instances over- 
lapping. 

What has been referred to as the Permian Basin area constitutes all 
gathering systems located in the Permian Basin production area of west 
Texas and New Mexico. There are a number of systems in that area, 
most of which are widely separated, and not connected with each other. 

However, wellhead sales of gas from leases located in the Permian 
Basin producing area are included in the miscellaneous summary. 

Q. What else is included in the miscellaneous summary? 

A. That accounting summary includes everything else not included in 
the other five. It is a combination of gathering systems and wellhead 
sales. It includes all gathering systems not included in one of the other 
five accounting summaries, and all wellhead sales except those included 
in Borger and Pampa summaries. 

Q. In summarizing wellhead sales under Miscellaneous, is any geo- 
graphical significance given to the location of the wellhead sales? 

A. No. As I stated, this accounting summary includes all wellhead 
sales except dry gas wellhead sales located in the Borger and Pampa 
operating areas. For that reason, many of the wellhead sales included 
under Miscellaneous are located in the same geographical area as system 
sales included in one of the other accounting summaries. The absence 
of any geographical significance is shown by the fact that the four 
accounting subdivisions of Handsford, Sherman, Borger and Pampa relate 
to gas produced and purchased in only nine counties, and the Permian 
Basin accounting subdivision relates to gathering systems in nine other 
countries. 

The Miscellaneous subdivision not only includes everything else in 
the United States outside these 18 counties, but also includes wellhead 
sales located within some of these 18 counties (59: 8,260, line 1—8,261, 
line 15). 

In addition to the matters outlined above, the Staff’s use of these accounting 
summaries maintained in Phillips’ Natural Gas Department ignores the fact 


2 Also see similar statement by Vaught, at 48: 6902, lines 8-9, and by Staff witness 
Crosby, at 55: 7729-381. 
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that Phillips’ Oil and Gas Production Department, which has responsibility 
for all casinghead and condensate gas production in all areas, is organized 
by districts which do not correspond to these accounting summaries of the 
Natural Gas Department. This problem did not concern Staff witness Vaught, 
in view of his technique of determining the unit cost of casinghead and 
condensate gas by simply imputing to those products the unit cost of producing 
dry gas in the entire Panhandle-Hugoton field. However, as noted at an 
earlier point, it resulted in assigning to casinghead and condensate gas the 
dry gas production costs for the shallow Panhandle and Hugoton fields, repre- 
senting the lowest dry gas production costs on the Phillips system, and that 
technique is here rejected as totally unacceptable for the purpose of this 
proceeding. 

The next step in the Staff’s area-pricing approach was taken by its rate 
witness Crosby,™ in his Exhibits 215 and 215-A. For pricing purposes, 
Crosby combined witness Vaught’s four areas in the Panhandle region (Hans- 
ford, Sherman, Borger and Pampa) into one Panhandle area. His second 
pricing area was the Permian Basin area, and his third was the Miscellaneous 
area. However, he further subdivided the Miscellaneous area into seven 
smaller units based upon the operating districts of the Oil and Gas Pro- 
duction Department. Crosby’s rationale for grouping the four Panhandle areas 
for rate purposes was as follows: 

Because they are contiguous, because gas was exchanged among them, 
because Mr. Vaught has used the average cost of dry gas for these four 
areas for imputing cost to casinghead gas, and ber:.use Phillips’ present 
prices in some cases transcend the various areas (45: 6,610, lines 16-20). 

It is interesting to note that the Staff (pp. 32-83 of initial brief) attacks 
the system-wide rate approach as 

a total disregard of operating conditions within historically known pro- 

ducing areas; a total disregard of the wide difference in costs incurred 

in producing and selling gas as between areas in Phillips system * * * 
However, an analysis of the three basic Staff pricing areas (Panhandle, Permian 
Basin and Miscellaneous), as thus applied by the Staff, discloses that they 
actually do not truly reflect cost differences between different producing areas 
at all: 

(1) The Panhandle area, as used by the Staff, consists of the average costs 
of the four areas designated Sherman, Hansford, Borger and Pampa. However, 
since average costs were used, the only difference in the Staff’s recommended 
rates within these four areas reflects differences in delivery conditions, and not 
differences in cost. The explanation given by Staff witness Crosby for his 
combining of these four areas into one group, quoted above, did not include any 
contention that costs in all four of these areas were relatively similar. 

(2) The average dry gas production cost in these same four areas was also 
used by the Staff to determine its imputed cost for casinghead and condensate 
gas produced in all areas, so that admittedly any differences in operating 
conditions and cost levels as between different areas was completely ignored by 
the Staff in determining its proposed rates for casinghead and condensate gas. 

(3) The only portion of Phillips production included in the Staff’s Permian 
Basin area consists of casinghead and condensate production transferred to the 
Phillips gathering systems. Since the Staff's imputed dry gas cost was applied 
to this production, the same average production costs for the Panhandle area, 
referred to above, are thus also used by the Staff in the Permian Basin area— 


*6 A Staff rate engineer, associated with the Commission since 1989. 
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with differences in gathering costs creating the only difference in recommended 
rates. 

(4) It thus appears that the recommended rates in two of the Staff’s three 
basic areas are derived from the same average production costs, and in effect 
constitute the same rate for both areas, adjusted only for delivery conditions. 

(5) The Staff’s third basic area, Miscellaneous, includes both sales of dry gas 
and sales of casinghead and condensate gas. As to casinghead and condensate 
gas, the recommended rate is based upon the same imputed cost used in the 
Panhandle and Permian Basin areas. 

In addition, the Staff method created certain other disturbing problems. 
Under this approach, the Staff derived an average cost of 36.72 cents per Mcf for 
wellhead sales of dry gas in its Miscellaneous area. Because of Staff recognition 
that Phillips could not realistically be expected to sell this gas at any such 
price level, Staff witness Crosby adopted the position of not recommending any 
rate at all for these particular sales (45: 6,612, 6,617; Exh. 215, Sheet 13, foot- 
note 5). At the same time, however, the Staff took the position that each “area” 
would have to stand on its own feet; that accordingly any deficiency resulting 
from such sales in the Miscellaneous area at prices substantially below the 36.72 
cent figure could not be made up by a corresponding increase in the rates 
authorized for sales from other areas, and that Phillips would therefore be 
“stuck with a loss” (45: 6,621, lines 17-19; 6,619-21). At the same time, 
although thus requiring Phillips to absorb any such deficiency from these sales 
in the Miscellaneous area, the Staff position, as advanced at the hearing, would 
have required the reduction of Phillips’ current rates for certain types of sales 
in other areas. 

This completely untenable position has now been abandoned in the Staff brief 
(pp. 144-145 of initial brief), where it is recommended that this problem be 
resolved as follows. With respect to dry gas sales in the Miscellaneous area, 
it is now recommended that Phillips should be permitted to charge the highest 
rate which it was receiving as of July 1, 1956 for any similar sales of gas made 
in these respective areas. The Staff then recommends that the remaining 
deficiency should be distributed volume-wise against all of Phillips’ sales in other 
areas. On the basis of the Staff’s cost of service, this would require the addition 
of a further charge of 0.67 cents per Mcf to the rates derived by the Staff for 
each other area. To this extent, it is of course obvious that the rates finally 
proposed by the Staff herein for each of its pricing areas would not technically 
represent true area rates at all. 

For the reasons outlined above, it is here concluded that the area-pricing 
approach presented by the Staff in this proceeding is not acceptable. 


B. The General Problems Inherent In An Area-Pricing Approach Based Upon 
a Separate Cost of Service For Each Producing Area 


As already noted above, although the Staff and the interveners attack the 
system-wide rate approach and advocate the adoption of an area-pricing approach 
in this proceeding, they differ substantially among themselves as to the manner 
in which an area-pricing approach should be applied. As a matter of fact, 
although interveners Southern, Pacific, Wisconsin, El] Paso, and Panhandle 
seem to advocate the adoption of an area-pricing approach based upon a separate 
cost of service for each of Phillips’ producing areas, they have not indicated 
how such area rates, in their view, should be constructed. As further evidence 
of the confusion and disagreement between these parties as to how an area- 
pricing approach should be applied, it is of interest to note the conflicting 
positions taken by the Staff on the one hand, and the interveners on the other 








786 FEDERAL POWER COMMISSION 





with reference to the manner in which exploration costs should be assigned 
to the different areas. The Staff allocates exploration costs between its pro- 
posed areas on a “volume of production basis” — 













by allocating on the basis of the Mcf produced in such area. This method 
of allocation gives weight to the production in each area (initial brief, 
p. 36). 








Actually, the Staff thus treats exploration costs on a company-wide basis, 
instead of allocating such costs to its selected areas on the basis of the incur- 
rence of those costs in each area. This, of course, represents a still further 
departure on the part of the Staff from a true area-pricing approach, since 
the volume of production in each area actually has little, if anything, to do 
with the actual incurrence of exploration costs in such area, or with the rela- 
tive benefits received by such area from the exploration activity involved. 

On the other hand, the interveners (with the exception of Eastern) argue 
strenuously that they should not be required to pay the cost of any explora- 
tion which will not be of immediate, direct benefit to them. They accordingly 
contend that customers purchasing Panhandle and Hugoton gas should not 
be charged with any of the costs of other areas. This attitude was sharply 
high-lighted in the course of Staff counsel’s cross-examination of Southern 
witness Chapin. Chapin’s attention was here directed to the area designated 
by him as the Rocky Mountain area (Exh. 361). Staff counsel suggested a 
hypothetical situation in which the exploration costs expended in that area 
were very high, but the volume of gas currently produced therefrom was 
relatively small, with the result that Phillips in order to recoup its expendi- 
tures for the test year would have had to sell all gas produced from that area 
at 54 cents per Mcf. Since there would, of course, be no market at that price, 
the hypothetical question assumed that Phillips would incur a _ substantial 
deficiency on such sales. Chapin was then asked whether, under his theory, 
Phillips should be required to absorb such a deficiency until production and 
sales from that area had increased to the point where the gas could be sold 
for a price commensurate with its unit cost. Chapin replied: 

Well, I would expect Phillips to sell the gas at the best price it could 
get and that would be approved by the Commission, or else to cap the well 
and save it until they could get a better price. I don’t know which course 
of action it should take (110: 14,663, lines 20-24). 





























However, somewhat later Chapin modified this position as follows: 


If it is in the public interest that the gas be sold, rather than capped 
and saved for a better market—and I assume it would be so determined 
in the public interest—then there must be some way determined for Phillips 
to recover that cost. It seems to me an equitable way can be determined, 
but I have not made any effort to do so in this Exhibit (110: 14,669, lines 
4-9). 

It is interesting to note, however, that the Southern brief (pp. 33-34) while 

stressing the Chapin recommendation that customers buying Panhandle and 

Hugoton gas should not be required to pay the higher costs associated with gas 

produced in higher cost areas, makes no mention whatsoever of the Chapin 

qualification referred to above. 

Among other things, the use of an area-pricing approach based upon a separate 
cost of service for each producing area is regarded as unsatisfactory for the 
following reasons: 
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(1) One of the arguments most stressed by the parties favoring an area- 
pricing approach is that different producing areas each have different cost 
levels of their own, and that separate rates should, therefore, be fixed for each 
area reflecting such varying cost levels. However, the persuasiveness of this 
argument is diminished when it is recognized that a substantial portion of the 
costs which have to be assigned to each separate area actually do not represent 
direct area costs which are clearly identifiable as such, but instead represent 
overall, system-wide costs which must therefore be allocated between the differ- 
ent areas on one basis or another. Accordingly, although under this area- 
pricing approach it would still be necessary to conduct a separate rate proceed- 
ing for each individual producer, each such proceeding would become more 
complicated in that it would require the development of a multiplicity of 
different area cost-of-service studies for the individual producer. With respect 
to each of these different area cost-of-service studies it would become necessary, 
in addition to the various allocation problems already discussed in this decision, 
to make further allocations for the purpose of assigning the appropriate portion 
of system-wide costs to each of the different areas, and the results obtained 
would, of course, depend upon the method adopted for the making of such 
further allocations. 


~ 


(2) The area-pricing approach would also add to our task the problem of 
selecting logical and meaningful costing or rate areas in each producer rate case, 
with results varying significantly on the basis of the costing or rate areas 
selected. This question alone would provide the basis for 


substantial 
controversy.” 


(3) If such an area pricing approach were adopted it would not eliminate 
the situation, criticized by some, under which a given pipeline purchasing gas 
from a number of different producers in the same field would be paying a differ- 
ent price to each different producer for the same type of gas, depending upon the 
cost of service established for each. It is true that the cost of service developed 
for any producer, including Phillips, in a high-cost producing area would 
normally be higher than the cost of service for the same producer in a low-cost 
area. However, this does not mean at all that the Phillips cost of service in any 
given area would necessarily be the same as that of another producer for the 
same area. The fact is that the same factors which result in two different 
producers having a different system-wide cost of service would similarly result 
in each showing a different cost of service for any given area. 

(4) It is also important to note that, apart from the Staff area-price presenta- 
tion which is here found unacceptable, the instant record does not contain 
the evidence required to develop area rates on the basis of a separate cost of 
service for each producing area. This is true despite the fact that all parties 
desiring to develop area rates on this basis were provided with all reasonable 
opportunity to do so in the course of the lengthy hearing.” It is, therefore, 
clear that in order to fix rates in this proceeding on the basis of an area-pricing 
approach, based upon a separate cost of service for each area, it would become 
necessary to reopen the record and to now embark upon a new hearing of in- 
determinate duration, directed to this particular problem. Such a reopened 
hearing would not be a brief and simple proceeding, since the development of 


208 See, for example, the attack made upon the “pricing areas” used by the Staff in 
the instant proceeding. 


27 As set forth in detail at pp. 2—5 of this decision, the requests made by Wisconsin and 


the Staff, in the closing stages of the hearing, for a recess of indefinite duration to permit 
them belatedly to gather and present additional and different area cost data, 


were clearly 
unjustifiable and not in the public interest. 
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costs on a real area basis would require the redevelopment, from a totally 
different approach, of many of the major problems which have already been 
fully tried out in this proceeding on a system-wide basis. 


C. Eastern’s Area-Pricing Proposal 


As previously noted, Eastern contends that the Phillips cost of service in this 
proceeding should be determined on a system-wide basis, and not upon an area 
basis. In this connection, Eastern states: 

While Phillips and Eastern Seaboard Companies have presented sharply 
differing cost-of-service studies (Exhibits 282 and 388), there is no differ- 
ence between them as to the soundness and practicability of determining 
the Company’s jurisdictional costs on an overall or company-wide basis. 

We are aware of the fact that some parties to this proceeding contend 
that Phillips’ rates should be determined on the basis of its separate costs 
of service in individual producing areas. Such a contention, of course, 
presupposes that these particular producing areas can first be established 
on some meaningful and reasonably non-controversial basis. The record 
in this proceeding fails to support the propriety of subdividing arbitrarily 
a reasonable and manageable costing area, large though it may be. Es- 
pecially is this so when we realize that a very substantial portion of 
Phillips’ total costs is incurred in its nation-wide exploratory activity 
(initial brief, pp. 17-18). 

However, Eastern proposes that once Phillips’ total revenue requirements 
have thus been determined on the basis of a system-wide cost of service, they 
should be translated into area rates in a new and second step of the proceeding. 
The Eastern suggestion as to how this objective might be accomplished was 
made for the first time by its witness Caplan in the closing stages of his cross- 
examination. Caplan urged that any general rate adjustment should be ac- 
complished with the least possible disturbance to existing market relation- 
ships, and he stressed the importance of preserving existing contract arrange- 
ments and existing contract prices to the fullest extent consistent with sound 
regulatory objectives. He suggested that a simple way to accomplish this 
objective would be to permit the addition to each individual contract rate of 
a uniform percentage or cents-per-Mcf adjustment, across the board, sufficient to 
return to Phillips the full amount of any deficiency determined in this proceed- 
ing (117: 15,748-50; 15,753-54). 

When asked whether he would recommend the application of such an adjust- 
ment differential to contracts entered into in recent years at rates as high as 
15.65 cents per Mcf, as distinguished from contracts entered into many years 
ago at rates as low as 3 cents or 4 cents per Mcf, Caplan at first replied: 

Well, it would be a simple way of doing it but I would like to add that 
I am dealing mainly with old gas, rather than new gas. I recognize that 
new gas is a separate problem (117: 15,751, lines 1-3). 

However, he then proceeded to explain that he was proposing this method only 
for application to those contracts which were in effect in 1954, stating: 

Q. Would it follow, then, that you would apply 3 cents across the board 
on all contracts, we will say, in effect at the end of 1956, in order to recoup 
to Phillips any increase in revenue? 

A. No; I think you would have to start with the 1954 contracts for this 
purpose, and treat the contracts entered into after 1954 separately. 

Unfortunately, I have no advice to give on the contracts entered into after 
1954. I was only trying to deal with this structure of rates of the test year 

(117: 15,751, lines 11-20). 
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Caplan expressed the view that any such proposals as referred to above should be 
initiated, in the first instance, by directing Phillips itself to file recommended 
rates designed to yield the total cost of service here determined, prepared in 
the light of its existing contractual relationships and the existing market situa- 
tion. This suggestion was based upon the assumption that Phillips is in close 
and intimate contact with its customers, and is therefore in the best position to 
understand tthe effect of any price changes on market relationships (117: 
15,749-50 ; 15,754). 

The rate proposal as thus made in Caplan’s testimony has since been somewhat 
refined in the initial brief submitted by Eastern, where the final recommendation 
is now made as follows: 

(1) Eastern argues that historic market arrangements and differences in 
price levels should be disrupted as little as possible, but that at the same time 
there should be eliminated the distorting effect of favored nation and spiral 
escalations which took place since 1954. 

(2) Eastern accordingly recommends that the Commission should instruct 
Phillips to file rate schedules designed to meet these objectives. In this connec- 
tion, Eastern states: 

A rate structure so approved and filed would not become effective, of 
course, until approved by the Commission. All interested and affected 
parties would have a chance to be heard and criticize it. 

While it might be argued that this would perhaps require a second or 
rate-making phase of this already protracted proceeding, we believe it offers 
the most reasonable solution to a difficult problem (Eastern initial brief, 
p. 56). 

(3) Finally, Eastern suggests that, in the event the Commission should 
consider it desirable to establish rates in this proceeding without the benefit of 
such further suggestions by Phillips, then area prices should here be established 
by spreading any rate increase herein approved, over and above the Phillips 
rates lawfully in effect in 1954, among all of Phillips customers, on either a flat 
cents-per-Mcf or a percentage increase per Mcf basis, applied to June 7, 1954 
prices. By way of illustration, it is suggested : 

For example, if the Commission determines that Phillips requires addi- 
tional revenue equivalent to one cent per Mcf, or, say, 10 percent above 1954 
levels, a possible simple, direct and appropriate procedure would be to 
increase such contract prices by, as the case may be, either one cent per 
Mcef or by 10 percent (initial brief, p. 57). 

Eastern did not spell out in any further detail the manner in which it would 
apply this “area-pricing”’ approach, and made no presentation to indicate the 
contract prices which would result from the application of this method to the 
cost of service computed by it in this proceeding. However, the proposed method 
may be characterized as providing for a separate rate to be fixed for each 
jurisdictional contract on the basis of (a) @ base price, consisting of the contract 
price as of June 7, 1954, plus (b) a uniform increment, determined either on a 
flat-cents-per-Mcf or a percentage basis, derived by distributing the total defi- 
ciency equally over the entire volume of jurisdictional sales. 

The Caplan proposal would seem to have a certain superficial attractiveness, 
at first blush, for those who are impressed with the argument that any rates 
fixed for an independent producer should in some way reflect differing cost levels 
between one producing area and another. It would also seem to be attractive 
to those who are impressed with the suggestion that such rates should not be 
permitted to disturb, any more than is absolutely necessary, the pricing patterns 
and market arrangements which Phillips’ pipeline customers have built up over 
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the years, based upon the purchased gas costs which they have historically 
incurred. The initial attractiveness of the Eastern proposal lies in the fact that, 
in a rather minor way, it makes a nod in the direction of both of these problems. 

However, upon more careful analysis, it appears that this method actually is 
neither a system-wide cost method nor an area cost method, and that its disad- 
vantages in fact outweigh the advantages of its seeming simplicity. It is true 
that the Eastern method would result in and perpetuate widely different rate 
levels as between one contract and another. However, such rate level differences 
would not actually reflect the differences in cost as between the gas delivered 
under the various contracts. Instead, it would simply freeze and continue in 
effect the price differences between the various Phillips contracts which had 
come into being by June 7, 1954, not necessarily or only as the result of cost 
differences, but because of such other factors as: (a) industry circumstances 
prevailing when the different contracts were negotiated; (b) what the traffic 
would bear when each contract was negotiated; (c) the impact of favored nation 
and spiral esealations. In addition, under the Eastern method there would now 
be added to these different contract price levels (based upon such historic, 
non-cost factors) a system-wide incremental factor, which would in itself be 
derived on the basis of a system-wide cost of service. It is interesting to note, 
in this connection, that Eastern itself states 

* * * it is our position that the Commission should fix Phillips’ rates 
with a view to the establishment of a meaningful overall rate structure 
which can be equitably applied to the Company’s entire jurisdictional busi- 
ness—thus avoiding the gross distortion of existing price relationships 
and the severe inequity that would result from the application of any 
rate-making theory which would recognize and incorporate the favored 
nation concept (initial brief, p. 55). 
However, the Eastern method, for the reasons outlined above, would clearly 
not accomplish this objective. It would freeze in and perpetuate the distor- 
tions in price relationships as they existed on June 7, 1954, including some 
relatively high price levels resulting from the impact of favored nation escala- 
tions which had already become effective by that date. The only distortions 
which would in fact be eliminated under the Eastern method would be those 
which had become effective after June 7, 1954. 

It is also of interest to note that many of the June 7, 1954 prices under 
Phillips’ jurisdictional contracts were at levels substantially in excess of the 
system-wide unit cost of service determined for Phillips in this decision. The 
effect of here adopting Eastern’s area-pricing proposal would be to freeze such 
excessive June 7, 1954 rates as the “base price factor”, and to raise them 
still higher by adding thereto the uniform increment required to recoup Phillips’ 
over-all deficiency. In such situations, the total rate thus approved for some 
contracts under the Eastern method might be even higher than the rate which 
would have been derived for such contracts on the basis of constructing a sep- 
arate cost of service for each producing area. 

In an earlier part of this decision, it was concluded that the required Section 
5(a) determination, under the standards laid down by the Supreme Court in 
the Sierra Pacific case, supra, should be made here, on the ground that there 
otherwise would be preserved for Phillips an unduly discriminatory general 
rate structure, which would be contrary to the public interest—i.e., a rate 
structure including prices which as of June 7, 1954 ranged from a low of 
1.1710 cents per Mcf to a high of 15.6509 cents per Mcf (Exh. 323). The Staff’s 
reply brief argued strongly in this connection that the Phillips contract rates 
vary so widely, even as between contracts for the same service from the same 
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producing areas, as to patently contravene the public interest, generating and 
perpetuating undue preference and undue discrimination; that this resulted in 
a rate structure completely adverse to the very principles and purposes of the 
Natural Gas Act. 

However, under Eastern’s area-pricing method the result would be to per- 
manently freeze in and perpetuate such distortions, in a manner going far 
beyond the situation which would have prevailed in the absence of Federal 
Power Commission regulation of the independent producers. In the absence 
of such regulation, Phillips’ old, long-term contracts with abnormally low prices, 
which were still in effect as of June 7, 1954, would ultimately have expired, 
and its pipeline purchasers would then have been required to renegotiate such 
contracts at higher price levels in line with the then prevailing price levels in 
the particular producing area—or, in the case of contracts containing escala- 
tion clauses, the contract price might well have escalated to the prevailing 
price levels of the area even before the expiration of the contract term. Under 
the Eastern method, however, these particular contracts would have their base 
price frozen permanently at the abnormally low price level in effect on June 7, 
1954, even though that price may have been substantially out of line with the 
currently prevailing price level for the area at that time. 

Entirely apart from the problems outlined above, it must be borne in mind 
that Eastern’s area-pricing method was presented only sketchily, at the close 
of Caplan’s cross-examination. It raises many problems which Caplan himself 
testified had not yet been worked out in his own mind—i.e., the problem of 
contracts entered into after 1954, as to which Caplan stated: 

Unfortunately, I have no advice to give on the contracts entered into 

after 1954 (117: 15,751). 

If the method were to be given further consideration in this proceeding, it 
would certainly require more extended presentation and development than that 
so far provided. As a matter of fact, Eastern itself recommends that if this 
approach is to be adopted it should be initiated by Phillips itself filing recom- 
mended rates which all interested and affected parties would then have an 
opportunity to consider, evaluate and criticize in a second or rate-making phase 
of this proceeding. 

For reasons which will be outlined in greater detail at a later point, it is 
concluded that the public interest would not be served by throwing the instant 
proceeding back into another hearing phase of unlimited duration. For this 
reason, and for the other reasons outlined above, it is concluded that Eastern’s 
area-pricing approach does not provide a useful solution for the rate-making 
problems involved in this proceeding. 


D. The Phillips System-Wide Rate Approach 

As noted at an earlier point, Phillips here uses a system-wide rate approach 
under which uniform rates are proposed for all customers, based upon its 
system-wide cost of service, with rate differentials to reflect four different 
delivery condition factors. 

Interveners such as El Paso and Panhandle, and the distribution company 
customers whom they supply, contend that a major portion of their gas 
supply from Phillips comes from relatively low-cost producing areas, such as 
the Panhandle-Hugoton field; that they do not now and do not expect in the 
future to derive any benefit from Phillips’ high-cost exploration and produc- 


tion in other areas such as the South Louisiana area; that they accordingly 
should not be required to incur the burden of any of these “other area” costs 
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except with respect to gas which they may in fact purchase from such areas. 
Southern witness Chapin stated this position as follows: 
* * * it is obvious that customers buying Panhandle and Hugoton gas 
which has been developed at relatively low cost, should pay accordingly 
lower prices. 

When, as and if these or any customers purchase additional gas from 
other higher cost areas now being explored and developed, they should 
properly pay the higher costs associated with that gas. No such distinction 
is provided in the uniform rate plan proposed by Phillips (96: 12,787, lines 
17-24). 

Although it may be true that most of the gas supply currently purchased 
by interveners El Paso and Panhandle from Phillips comes from the lower- 
cost Panhandle and Permian Basin areas, the fact is that the higher cost 
exploration and production carried on by Phillips in the Southern Louisiana 
area redounds ultimately to the benefit of El Paso and Panhandle. This is 
because the discovery of additional gas reserves in other areas, even if El 
Paso and Panhandle were never in the future to take delivery from such areas, 
would have the effect of improving the total nation-wide reserves and thus 
reducing the pressure upon the existing reserves from which El Paso and 
-anhandle currently draw the major portion of their gas supply. In addition, 
the fact is that because of the interrelation of lines and the multiple possi- 
bilities of exchange, pipeline companies may receive benefits from new supplies 
developed virtually anywhere in the United States. 

Entirely apart from the above, however, El Paso itself has been laboring 
under a substantial gas supply problem which has already required it to 
obtain new sources of supply in other, higher-cost areas. In recent orders 
the Commission has stressed the importance of El Paso’s continuing its efforts 
to improve its over-all reserve position. In order to solve this problem, 
El Paso has been engaged in recent certificate proceedings before this Com- 
mission seeking authorization under Sec. 7(c) of the Natural Gas Act to pur- 
chase substantial additional gas reserves: (1) from producers, including 
Phillips, in the Aneth Field area, in the vicinity of the boundary point connect- 
ing the states of Utah, Colorado, New Mexico, and Arizona, at contract prices 
ranging as high as twenty-cents per Mcf for residue gas*’; and (2) from 
producers, including Phillips, from the Bell Lake Field in New Mexico, at 
contracts carrying an initial price of sixteen cents per Mcf.”° 

It is also relevant to note, in the same connection, that Panhandle already 
obtains a substantial portion of its gas supply from the South Louisiana area, 
through its wholly-owned subsidiary Trunkline Gas Company. 

The adoption here of a system-wide rate approach would have the effect of 
holding down to more modest levels the prices which El Paso and Panhandle 
would be required to pay for such new gas supplies. Thus, although the 
application of a system-wide rate approach in this proceeding would have 
the effect of increasing the prices to be paid by El Paso and Panhandle under 
their old, low-priced contracts, this would be counterbalanced by the limita- 
tion imposed upon the prices which they would be required to pay under more 
recent gas purchase contracts and under new contracts to be negotiated by 
them in the future. 


28 Order issued December 19, 1956 in Docket No. G—10,499, 16 FPC 1354; order issued 
March 26, 1958, in Docket No. G—11,797, 19 FPC 393. 

20 See Initial Decision of Presiding Examiner In the Matters of El Paso Natural Gas 
Co., et al., Docket Nos. G-12,580, et al., issued February 26, 1959, 23 FPC 369, 383. 

210 See Initial Decision of Presiding Examiner In the Matters of Continental Oil Co., 
et al., Docket Nos. G-13,453, et al., issued February 18, 1959. 
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It must also be borne in mind here that it is vital to Phillips’ pipeline and 
distribution company customers, and to the consumer, that Phillips be encour- 
aged to continue a high level of exploration activity. However, if Phillips’ rates 
were fixed on an area-pricing basis, the results might well be such as to defeat 
this objective. In order to meet the continually increasing requirements for 
natural gas reserves, it is important that exploration in the newer and higher- 
cost areas should be continued and expanded. Such operations might conceiv- 
ably, in some cases, result in an area cost of service calling for a higher price 
than pipeline purchasers would be able or willing to pay on an area-rate basis. 
If Phillips, under such circumstances, were required to absorb the resulting 
deficiency, it might be compelled to reduce or eliminate its program of explora- 
tion and production from such areas—a result which would clearly not be to the 
advantage of its pipeline or distribution customers, or the consumers. 

Similarly, in situations involving exploration and production in a newly- 
developed area (such as off-shore gas), initial costs would be unusually high 
and the volume of sales would be relatively low in the early stages. As a result, 
pipeline purchasers might not be willing to purchase gas from such an area 
during the initial development period, if the rates therefor were fixed on the 
basis of an area cost of service. If Phillips, in such a situation, were required 
to shoulder the resulting deficiency the effect would be to discourage exploration 
activity in such new areas. 

In addition, entirely apart from the problems referred to above, the adoption 
of an area-pricing approach here would mean that pipeline customers purchas- 
ing gas from such newly-developed producing areas in the initial, high-unit-cost 
years would be required to exclusively shoulder the burden of such high initial 
costs. Because of the exanding requirements of interveners such as El Paso and 
Panhandle, and the continuing depletion of reserves in the older and lower- 
cost Panhandle area, it is entirely conceivable that such other newly-developed 
producing areas may become of vital importance to these interveners at some 
future date. Yet, under their proposed area-pricing approach, if El Paso and 
Panhandle should later commence to purchase gas from such other areas, at a 
time when unit costs had dropped to lower and more normal levels, they would 
then obtain the benefit of reserves which could not have materialized without 
the high unit cost operations of the earlier years, although they would have 
incurred no part of the burden of such earlier development period. 

Another basic objection made by the Staff and the interveners to the system- 
wide rate approach is that it disregards wide differences in costs incurred in 
producing and selling gas as between different areas on the Phillips system. 
In this connection, the Staff contends that 

where there is a difference in costs of service as between areas or as between 
various sales there is a necessity to deviate from uniform rates and the 
Commission has heretofore recognized this necessity and has effectuated a 
policy with respect thereto (initial brief, p. 131). 
It is difficult to reconcile this Staff position with the fact, already set forth at 
length at an earlier point of this decision, that the Staff itself has here con- 
structed a “cost” for all casinghead and condensate gas produced on the Phillips 
system which is not based upon the actual costs of such gas produced in any 
given area, but is instead derived by imputing thereto the cost of producing 
dry gas in the Panhandle-Hugoton field. 

Furthermore, we know of no basis for the Staff’s suggestion, in the statement 
quoted above, that the Commission “has effectuated a policy” against the use of 
uniform rates “where there is a difference in costs of service as between areas”. 
As a matter of fact, the adoption of the system-wide rate approach in this 
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proceeding, reflecting the rate differentials proposed by Phillips to cover its 
four different delivery condition factors, would mean that each pipeline pur- 
chaser receiving the same class of service would pay the same rate. It is 
concluded that such a result would in no way be inconsistent with Commission 
policy or with the requirements of the Natural Gas Act. 

Another argument made against the system-wide rate approach is that it 
ignores and needlessly disrupts “the many historical market relationships 
developed between the Company and its customers over the years”. Eastern 
contends that 


* * * a well-designed rate schedule should recognize and disturb as little 
as possible the established relationships which Phillips has with its custom- 
ers, insofar as they are consistent with sound regulatory principles and 
objectives (Eastern initial brief, pp. 55-56). 


It is to be noted, however, that Eastern witness Caplan testified that an area- 
price approach based upon a separate cost of service for each producing area 
would in fact be subject to the same criticism (117: 15,748). Furthermore, 
from a realistic standpoint, this argument loses its persuasiveness when it is 
recognized that the uniform system-wide rate approved in this decision amounts 
to only 11.662 cents per Mcf, which is not strikingly higher than the weighted- 
average field prices in the Panhandle and Permian Basin areas, and which 
is somewhat lower than the nationwide average price of 12¢ per Mcf paid by 
interstate pipeline companies for gas purchased directly from independent 
producers in 1957.*" In addition, the objection to the system-wide rate approach 
as disrupting historical market relationships developed between Phillips and its 
customers over the years, loses its impact when it is recognized that, in the 
absence of Commission regulation of independent producers, many of the 
Phillips low-priced contracts in the Panhandle and Permian Basin area, would 
have moved to higher price levels in any event, as escalation clauses became 
effective. 

A final objection made by Eastern to the system-wide rate approach is that 


* * * it would in reality establish on a company-wide basis the same 
favored nation concept of rate making that the honoring of individual 
favored nation clauses would establish on an area or field basis (initial 
brief, pp. 55-56). 


Favored nation escalation clauses are regarded as contrary to public policy 
because of the fact that they automatically bring about producer rate increases 
without regard to whether a given producer’s costs warrant or justify such 
increases—i.e., such clauses, by their terms, are triggered solely by the fact 
that a higher price may have been paid under some other contract in the 
prescribed area. Clearly no such complaint can be made under the instant 
system-wide rate approach, where rates are established for Phillips on the basis 
of its system-wide cost of service. This Eastern contention is therefore regarded 
as unimpressive. 

After considering all of the matters outlined above, it is here concluded that 
the system-wide rate approach represents a satisfactory and appropriate 
method for the fixing of “just and reasonable” producer rates, for the following 
reasons: 

(1) It is inherently simple to administer. 


“11 See report issued by the Commission on November 13, 1958, entitled “Direct Sales 


By Producers of Natural Gas to Reporting Interstate Natural Gas Pipeline Companies— 
1957.” 
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(2) It would be fair to the producer, in the sense that it permits him to 
recover his total cost of service in one way or another. 

(3) It would eliminate unreasonable preferences currently enjoyed by pipe- 
lines which are still purchasing gas under old, abnormally low-priced con- 
tracts—preferences which are based not merely upon differences in cost levels, 
but which reflect other historic reasons. 

(4) Although the effect of a system-wide rate would be that pipelines such 
as Panhandle and El Paso, which are presently enjoying abnormally low prices 
under certain old, long-term gas supply contracts, would be required to pay a 
higher price level under such contracts, this would be only a short-term, tempo- 
rary disadvantage. Furthermore, any such temporary disadvantage would be 
counterbalanced by the fact that their necessary purchases of additional gas 
reserves from more recently developed and higher-cost areas would be made at 
lower rates than would have resulted under an area-pricing method. 

Entirely apart from what has been said above, it makes sense to adopt the 
system-wide rate approach in the instant proceeding because: 

(1) The Staff’s area-pricing method is unacceptable. 

(2) The Eastern area-pricing proposal is also regarded as unacceptable. 

(3) A conventional area-pricing method, based upon the construction of a 
separate cost of service for both dry gas and associated gas for each different 
producing area, is regarded as undesirable. In addition, such a method could 
not be applied on the basis of the record made-in this proceeding, and its 
adoption would therefore require reopening the proceeding for a further hearing 
of indeterminate length. This would not be in the public interest. 

It is not only appropriate but essential that the Commission, at this beginning 
stage of its resolution of the problems involved in producer-rate fixing, should 
make a serious study of various possible rate-making approaches—in order to 
finally select a method which will be fair and reasonable to all segments of 
the natural gas industry and to the consumers, as well as administratively 
workable. It was in this vein that the Court of Appeals for the Fifth Circuit, 
in its decision issued February 20, 1959 in Forest Oil Corporation, et al., v. 
Federal Power Commission, supra, mentioned as a possibility for Commission 
consideration “a uniform price for all of the producers of a single well or a 
single field”. It may be that the Commission, after serious study, may wish 
to give consideration to the possibility of developing area prices, based upon an 
industry-wide cost of service for each area, which would be applicable to all 
producers in such area. However, no such presentation was made in the 
instant proceeding, and it is clear that the adoption of any such method could 
not properly be accomplished in a rate proceeding involving a single producer. 
Furthermore, adequate evaluation of the usefulness and desirability of any such 
approach would require a major and detailed study, such as has not yet been 
made in any producer rate case which has reached the point of decision. Among 
other things, consideration would have to be given to such matters as whether 
the constitutional prohibition against confiscation might prevent the application 
to a given producer of an area rate thus derived, which was lower than its own 
cost of service for such area. 

The adoption of the system-wide rate approach in this proceeding, of course, 
would not necessarily mean that this basic problem is thus being finally disposed 
of for all time. The Commission is here only at the threshold of working out 
satisfactory solutions to all the key problems involved in the regulation of inde- 
pendent producer rates, and it would be quite unrealistic to expect that all of 
these difficult and important problems can be solved, for all time, in this one 
proceeding. The most important contribution which could be made to the in- 
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dustry and the public interest at this time—five years after the date of the 
Supreme Court’s Phillips decision—would be to finally close the instant case and 
speed it on its way to a final decision by the Commission, and later by the 
Courts. It is also to be hoped that the matters discussed herein will help to 
bring into sharper focus the real problems to which the Commission will wish 
to devote further serious attention, not only in its consideration of the instant 
case but in its consideration of other major producer rate cases now in various 
stages of hearing before the Commission. 


XXIII. Rates Proposed by Phillips Witness Mayer 


A. Rate Differentials For Varying Conditions of Delivery 

As previously noted, Phillips witness Mayer considered the effects which 
varying conditions of delivery should have on prices and concluded that the 
following four factors should be reflected for this purpose: (1) point of de- 
livery, (2) pressure, (3) whether dehydrated or undehydrated, and (4) whether 
sweet or sour. He then established various price differentials, reflecting average 
conditions, for each of these varying types of delivery. In order to arrive at 
the proposed rate for each contract, Mayer first calculated, on a basis which 
will be explained at a later point, a “maximum rate for 1,000-pound sweet, 
dehydrated, and gathered gas’—i.e., for gas delivered under the optimum con- 
ditions with respect to these four factors. In the case of each contract he then 
deducted from such “maximum rate” the particular delivery condition price 
differentials applicable to that sale. These price differentials were established 
as follows: 

(1) For wellhead sales at various pressures—1 cent per Mcf at 1,000 pounds; 
1.1 cents at 800 pounds; 1.2 cents at 650 pounds; 1.3 cents at 500 pounds; 2 
cents at 200 pounds; 2.5 cents at 100 pounds. 

(2) For sales of gathered gas at various pressures—0.50 cents per Mcf at 
800 pounds; 0.75 cents at 650 pounds; 1 cent at 500 pounds; 2 cents at 200 
pounds ; 2.75 cents at 100 pounds; 3.75 cents at 40 pounds. 

(3) An allowance of 0.25 cents per Mcf was made for dehydration. 

(4) For purification or sweetening of sour gas, an allowance of 0.40 cents 
per Mcf was made for Panhandle sour gas; 0.75 cents per Mcf for all Permian 
Basin sour gas, except the Crane plant; 1 cent per Mcf for the Crane plant gas 
in the Permian Basin, because it was unusually sour. 

Neither the Staff nor the interveners have challenged the rate differentials 
referred to above. They appear to be reasonable, and are hereby adopted for 
the purpose of the instant decision.” As noted above, after Mayer determined 
his recommended rate differentials for the four delivery condition factors, his 


221 Paso has contended (initial brief, p. 35) that an additional differential should 
be established for plant residue gas, to reflect the fact that pipeline customers incur 
various inconveniences and disadvantages with respect to purchases of plant residue gas, 
due to their lack of control over the volumes to be received at any given time. El Paso 
notes that substantial volumes of plant residue gas are included in its purchases from 
Phillips. In the course of interrogation by El Paso counsel on this subject, Phillips 
witness Mayer stated : 

“Well, that would be another factor, Mr. Horning, that would fall in the category 
of some of the others that we mentioned ; that perhaps in arms’ length negotiation might 
have been given some weight, but I would certainly know of no way to place any value on 
it here. In the first place, it is an unknown condition, if you are talking about future 
operations” (90: 12,183, lines 7-13, emphasis supplied). 

As a matter of fact, Pl Paso made no attempt, either through evidence or in its briefs, 
to suggest how a rate differential could be devised which would reasonably reflect this 


situation. Under these circumstances, it is not possible or appropriate to give further 
consideration to this matter on the instant record. 
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next objective was to arrive at a given “maximum rate for 1,000 pound, sweet, 
dehydrated, and gathered gas”. The “maximum rate” selected was one which, 
when applied to the sales volumes delivered in 1954 under each of the contracts 
as to which he here proposes specific rates, as adjusted for such rate differen- 
tials, would produce a dollar amount which, when added to the revenues col- 
lected under existing contract rates for the other contracts, would roughly 
equal Phillips’ claimed jurisdictional cost of service. Using a trial-and-error 
process, he found that a “maximum rate” of 22.75 cents per Mcf for gas de- 
livered under such optimum conditions would produce the desired result, based 
upon his Exh. 324. 


B. Categories of Sales For Which Phillips Proposes No Rates 


Mayer abstained from proposing specific rates for three different categories 
of rate schedules: (1) percentage-type casinghead gas contracts, involving 
111 rate schedules (Exh. 288, Sched. I); (2) “de minimis” schedules, covering 
sales averaging less than 400 Mcf per day; and (3) terminated rate schedules 
(Exh. 288, Sched. II). He contemplated that Phillips’ rate schedules for the 
first two categories would continue at their present levels. 

The Phillips contention that no rates should be fixed in this proceeding for 
its jurisdictional sales under percentage-type casinghead gas contracts has 
already been discussed in detail and rejected at an earlier point in connection 
with the issue of “Phillips’ Increased Purchased Gas Cost Adjustment”. The 
contention that no rates should here be fixed for de minimis contracts is also 
regarded as unacceptable. In this connection, we agree with the Staff position 
(initial brief, pp. 142-143) that the requirement set forth in Section 4(a) of 
the Natural Gas Act that 

All rates and charges made, demanded or received by any natural-gas com- 
pany for or in connection with the transportation or sale of natural gas * * * 
shall be just and reasonable 
applies with equal force to all jurisdictional sales, without regard to the vol- 
umes involved. In addition, it is, of course, not inconceivable that sales under a 
given contract which were de minimis during the test year might increase to 
substantial levels during succeeding years. 

With reference to terminated contracts, it is important to bear in mind that 
in determining the rates required to produce revenues equal to our test year 
eost of service, our calculations must be based upon actual 1954 delivery 
volumes and delivery conditions. In connection with this determination, the 
fact that some of the 1954 sales are no longer being made is not relevant, since 
we are here fixing rates based on a matching of 1954 costs with 1954 sales. The 
rationale in back of the use of a test period is that, although some of the test 
period operations may later be discontinued, or new operations may be added, 
the resulting ratio of operating expenses, plant and volume of sales remains 
roughly the same. An entirely different proposition, however, will be involved 
when Phillips in compliance with the instant order makes the required filing 
of proposed rates for its jurisdictional rate schedules. It is assumed that ter- 
minated rate schedules will not be included in such filing, since no purpose 
would be served by fixing a rate for a contract under which deliveries are no 
longer being made. 

In view of the considerations outlined above, it is concluded that Phillips 
should here be directed to calculate the given “maximum rate” for gas delivered 
under the optimum conditions, at such level that its application to the sales 
volumes delivered in 1954 under each and every one of the 1954 jurisdictional 
contracts, as adjusted for the above-mentioned rate differentials, would produce 
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total revenues roughly equal to Phillips’ system-wide cost of service as approved 
in this decision. 


C. Rates For Future Sales 


Phillips contends that the instant decision should fix its jurisdictional rates 
solely with respect to those rate schedules which were in effect in 1956,” and 
that the rates so prescribed should not be made applicable and binding upon 
any later and future sales. In this connection, Phillips states: 

Obviously, rates cannot now be fixed for sales which are not yet in exist- 
ence. The conditions under which those sales will be made are not now 
known. The Commission’s jurisdiction in this proceeding is limited to 
those sales being made and cannot by some magic be extended to sales 
which have not yet begun (reply brief, pp. 139-140). 

Phillips witness Mayer testified that the failure to propose rates for contracts 
entered into subsequent to 1956 was “‘because there was no investment in the 
test year to go with them”. He stated: 

I presume that if the Commission feels compelled to consider those new 
sales, that they will call a new rate hearing, Mr. Lamb. I don’t know 
how we can have a test year of 1954 and consider new contracts, sales from 
new properties in 1957, which were not included in any kind of cost study 
(91 : 12,276, line 17—12,277, line 5). 

This position is found to be without merit. Actually, the Phillips rate base 
as herein adopted includes substantial amounts of undeveloped acreage, as 
to which no gas reserves have yet been dedicated to sales contracts. Phillips 
is thus being allowed (over the objection of some of the interveners) a rea- 
sonable return upon undeveloped acreage with respect to which no matching 
volume of sales or revenues is here reflected. This, of course, represents a 
significant advantage for Phillips. 

In addition, however, it is important to bear in mind here that the use in this 
proceeding of a 1954 test year, with the adjustments herein approved on the 
basis of “known changes”, is based upon the determination made herein that the 
relationship of operating expenses, plant and volume of sales for the year 1954, 
as thus adjusted, is representative of the relationship between these three 
factors which pertains for the ensuing and future years. If this assumption 
is sound, it is reasonable to expect that even though some additional facilities 
might be required in connection with new sales made after 1956, and even though 
the total operating expenses, plant and volume of sales for such ensuing years 
might not be identical with such figures for the year 1954, nevertheless the ratio 
between the three factors would still remain roughly the same. Under such 
circumstances, if the rates herein approved for Phillips’ jurisdictional sales are 
made applicable to contracts executed in the ensuing years, the overall result 
should still be the preservation of roughly the same relationship between 
operating expenses, plant and revenues. ™ If, however, as a result of significant 
changes in any one or more of these three basic factors in the future, it should 
develop that the test year relationship of operating expenses, plant and volume 
of sales was no longer representative, Phillips would, of course, then have the 
opportunity to file a new rate proceeding for the purpose of determining a new 
cost of service and a new level of “just and reasonable” rates based thereon. 


213 Reply brief, p. 139, footnote 1; Exh. 357. 
24 Tt may also be noted, in this same connection, that although such new facilities as 
might possibly be required in connection with new contracts are not reflected in our 


instant test year rate base, this is counterbalanced by the fact that the corresponding addi- 
tional volumes of sales and revenues are also not reflected herein. 
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It actually does not appear that this situation involves any problems more 
difficult than those which are disposed of routinely in pipeline rate proceedings. 
Under the Commission’s long-established procedures, the rates approved in a 
pipeline rate case become the legally effective rates of the pipeline for all future 
jurisdictional sales, until such rates may be changed in a subsequent rate 
proceeding. 

If, instead, we were here to adopt the Phillips position that the rates herein 
approved should be made applicable only to contracts which were in existence 
in 1956, the results would be clearly contrary to the public interest. It would 
mean that, although it is here concluded that a system-wide rate of 11.662 cents 
per Mcf represents the “just and reasonable” rate for all of Phillips’ jurisdictional 
sales, nevertheless sales would continue to be made by Phillips under contracts 
executed in 1957 and 1958 at contract prices which in many cases are substan- 
tially higher than the rate level herein approved. In addition, it would mean 
that sales under new contracts hereafter executed by Phillips could be made 
without reference to the “just and reasonable” rate level approved in this decision. 
The only protection to the consumer, under such circumstances, would lie in 
the possibility of Section 5(a) proceedings instituted by the Commission. Any 
such remedy, however, would place the consumers at a serious disadvantage, 
since any reduction in rates which may be ordered by the Commission in a Sec. 
5(a) proceeding can take effect only from and after the date of such order—and 
experience shows that there is an extremely long time-lag between the date of 
commencement of such a proceeding and the ultimate issuance of the Commis- 
sion’s final decision.™ 

It is concluded that such a result would be inconsistent with the primary aim 
of the Natural Gas Act to protect the consumers from exploitation, and that it is 
not required or justified by anything shown in this proceeding. Accordingly, the 


rates herein approved for Phillips’ jurisdictional sales will be made applicable 
to all jurisdictional sales, whether under rate schedules presently in effect or 
new sales to be made hereafter—unless and until such rates may be changed by 
the Commission in a subsequent rate proceeding. 


XXIV. The Special Issue Raised With Respect to El Paso, Panhandle and Mich- 
igan-Wisconsin, by Commission Order Issued April 26, 1957 


This problem arose when El Paso on March 12, 1957 filed in Docket No. 
G-11217 (one of the Phillips Sec. 4(e) dockets consolidated herein) a “Motion 
by El Paso Natural Gas Company to Dismiss Docket No. G—11217 and Request 
by El Paso Natural Gas Company for an early Limited Hearing on the Issues 
Here Presented”. El Paso contended in this Motion that Phillips’ proposed rate 
increases in Docket No. G—11217 are void and of no legal effect because they are 
based upon spiral escalation provisions which are contrary to public policy ; that 
the operation of these spiral escalation provisions had been suspended, and that 
they were inoperative because the conditions precedent to their triggering had 
not been fulfilled; that under these circumstances Phillips’ rate increase filings 
in Docket No. G—11217 were illegal and unauthorized under the rate schedules 
and constituted prohibited unilateral rate filings under the holding of the 
Supreme Court in the Mobile case, supra; that such rate filings should accord- 
ingly be rejected and the proceeding in Docket No. G-11217 should be terminated. 


25 Commission statistics show that Section 5(a) proceedings in pipeline rate cases have 
averaged approximately 36 months in duration, with a range of between 73 months and 10 
months. (See p. 97 of brief filed with the United States Supreme Court on behalf of 
the Federal Power Commission in the Memphis case, supra, August 1958.) 
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By order issued April 26, 1957, in this consolidated proceeding, the Commission 
permitted Phillips’ proposed Sec. 4(e) rates in Docket No. G-11217 to go into 
effect subject to refund; denied El Paso’s request for a limited hearing with 
respect to the above issue; and noted that in addition to this issue as raised by 
El Paso in Docket No. G—11217, a similar issue was also involved in Dockets Nos. 
G—10793 and G—10883 which are also consolidated with the instant proceeding. 
Docket No. G—10793 is a Phillips See. 4(e) rate filing covering a sale to Michigan- 
Wisconsin, and Docket No. G—10883 involves a Phillips sale to Panhandle. The 
Commission Order noted that the Phillips rate schedules involved in these two 
latter rate filings contain spiral escalation provisions similar to those complained 
of by El Paso as being “contrary to public policy”, and stated : 
* * * it is deemed appropriate and in the public interest that the legality 
of Phillips’ rate filings in these three dockets be considered in the 
consolidated proceedings. 
Accordingly, in paragraph (1) of its findings in the said Order, the Commission 
directed that the instant consolidated hearing should include among other things: 
* * * the issues involved in Docket Nos. G-—10793, G—10883, and G-11217 
whether (a) Phillips’ increased rate filings in the proceedings in Docket 
No. G-—11217 for sales of natural gas to El Paso constitute unilateral filings 
within the meaning of the Mobile case * * * ; and (b) the spiral escalation 
provisions contained in Phillips’ FPC Gas Rate Schedules Nos. 7, 9, 32, 33, 
64 and 243 applicable to sales of natural gas to El Paso and the similar 
escalation provisions in Phillips’ FPC Gas Rate Schedules Nos. 4 and 5 
applicable to sales of natural gas to Michigan-Wisconsin and to Panhandle, 
respectively, are so ambiguous in language and so inflationary in effect as 
to contravene the public interest and conflict with the regulatory powers of 
the Commission, or are otherwise unlawful. 

As already held in an early part of this decision, under the principle laid down 
by the Supreme Court in its Mobile decision, supra, the Phillips rates in existing 
contracts cannot be changed unilaterally. Accordingly, the Sec. 4(e) rate increase 
procedure is only available for the rate schedules referred to above to the extent 
that the terms of the contracts themselves permit such price changes. However, 
it has also been concluded that the controlling facts in this proceeding do satisfy 
the Sec. 5(a) standards as laid down by the Supreme Court in the Mobile and 
Sierra Pacific cases, supra. Accordingly, from and after the date when the 
rates herein fixed may be finally approved by the Commission (following steps 
which may be taken by Phillips pursuant to the instant Order), Phillips would 
be entitled to collect such rates prospectively. The Sec. 4(e) issues raised in 
the El Paso Motion would be entirely irrelevant in this connection, since Phillips’ 
rates are here being fixed solely on the basis of its system-wide cost of service 
as here determined, and no weight whatsoever has been given in this connection 
to the spiral escalation provisions of the Phillips-El Paso contracts, which are 
attacked in the El Paso Motion. 

However, this does not dispose of or resolve the question of Phillips’ right 
to its proposed Docket No. G-11217 rates from March 11, 1957, when it com- 
menced collecting such rates pursuant to refund undertaking, to the date when 
the cost of service rate levels herein approved will become effective prospectively 
under our Sec. 5(a) determination. That particular question, the resolution of 
which will determine whether El Paso is entitled to any refund under Docket 
No. G-11217 for the past refund period, must be resolved under Sec. 4(e). The 
solution to this particular question will depend upon whether El Paso may be 
regarded as having consented to such Sec. 4(e) rate increases, by virtue of the 
escalation provisions contained in the Phillips-E] Paso contracts. If this question 
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is answered affirmatively, the Phillips Sec. 4(e) rate filing in Docket No. G-11217 
would not constitute a unilateral rate increase, as barred by the Mobile doctrine. 
It would then follow that, since the system-wide unit cost of service herein 
approved for Phillips exceeds the level of rates proposed by Phillips in its Docket 
No. G-11217 rate filing, no refund to El Paso would be required in this connection. 

We turn now to a discussion of the spiral escalation provisions involved 
in these Phillips-El Paso contracts, and the precise contentions made by El 
Paso in that connection. Throughout this entire discussion it is important to 
bear in mind that these spiral escalation provisions are referred to here for 
the sole purpose of determining whether they provide the basis for a finding 
of El Paso consent to the Phillips Sec. 4(e) rate filing in Docket No. G—11217, 
such as to free that rate filing from the taint of a unilateral rate increase 
barred by the Mobile doctrine. 

El Paso’s first contention is that the spiral escalation provisions here 
involved were contrary to the public interest and therefore void; that ac- 
cordingly they cannot be regarded as an effective El Paso consent to Phillips’ 
Docket No. G—11217 rate filing. In this connection, El Paso stresses the 
Commission holding in Op. No. 275, In the Matter of Michigan-Wisconsin 
Pipe Line Company, to the effect that such spiral escalation provisions are 

inconsistent with the standards of the Natural Gas Act, and contrary 

to the public interest as a matter of law (13 FPC 326, 348-349). 
El Paso accordingly contends that the spiral escalation provisions are a 
nullity, and that the Phillips-El Paso contracts must be construed as though 
such provisions had never been incorporated therein; that Phillips’ rate 
filings in Docket No. G—11217 were therefore illegal and unauthorized be 
cause they were not made pursuant to a valid right reserved in the contracts 
to apply for increases under Sec. 4(e); that they accordingly constitute 
prohibited unilateral rate filings within the doctrine of the Supreme Court’s 
Mobile decision. 

This argument is regarded as without merit. The import of the Supreme 
Court’s Mobile decision, as made clear in its later Memphis decision, supra, 
was that where the pipeline seller’s contract contained no provision for 
changing the agreed rate during the term of the contract, it had no right to 
unilaterally abrogate such an unqualified contract obligation and to increase 
its price to the purchaser at will, subject to the Sec. 4(e) procedure.“ How- 
ever, with respect to the Phillips-El Paso contracts here involved we have an 
entirely different situation. Here the two parties admittedly had agreed in 
their original basic contract that the initial contract rate might be changed 
from time to time during the term of the contract under the escalation mech- 
anism. Furthermore, these agreements were executed prior to the time when 
this Commission embarked upon its regulation of independent producers to the 
time when the Commission expressed its position that such spiral escalation 
provisions were contrary to the public interest. It should also be noted that 
the El Paso theory that the escalation provisions should be treated as a nullity 
for the purpose of this particular problem is squarely contradicted by the 
holding of the Court of Appeals for the Tenth Circuit in Phillips Petrolewm Com- 
pany v. F.P.0., 227 F. 2d 470 (1955), and Kerr-McGee Oil Industries, Inc. v. 
F.P.C., decided October 24, 1958. In both of these cases the Court determined 
the legally effective rate of the producer, as of June 7, 1954, by giving effect to 
similar spiral escalation provisions contained in contracts between the producer 
and its purchaser. 


"1 United Gas Pipe Line Company v. Memphis Light, Gas and Water Division, et al, 
358 U.S. 103, 109-110. 
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It would, of course, be clearly contrary to public policy to allow rates to be 
increased automatically under spiral escalation provisions without regard to 
whether the producer’s costs warrant or justify such increases. However, the 
same objection is not applicable to merely treating the escalation provisions as 
representing customer consent which renders the Sec. 4(e) procedure available 
here to Phillips—so long as the determination of just and reasonable rates under 
Sec. 4(e) is then based exclusively upon Phillips’ cost of service. 

In addition to the argument discussed above, El Paso further contends that 
even if the mentioned escalation provisions are not to be regarded as a nullity, 
they failed to become operative for reasons which will now be set forth. The 
Phillips-El Paso contracts, which are on file as Phillips’ Rate Schedules Nos. 7, 
9, 32, 33, 64 and 2438, contain an escalation provision providing that when the 
commodity index shall have increased more than a prescribed number of points 
and a general increase in El Paso’s rates shall have been put into effect, then 
Phillips’ rates shall be increased in proportion to such increase in El Paso’s 
rates. On January 1, 1953, Phillips and El Paso executed an amendatory con- 
tract, amending each of the contracts identified above. By Article VIII of this 
Amendatory Agreement, a new escalation provision was adopted for each and 
every one of these contracts, providing : 

no adjustment shall be made unless and until (1) the Annual Index shall be 
more than 19.06 points above the level 66.7 and El Paso shall have had an 
increase in resale rates * * * When revised rates shall become effective dur- 
ing any adjustment period, the price for gas delivered hereunder shall be 
adjusted to a price which bears the same ratio to the price provided in Sec. 1 
of this article which the revised resale rates bear to the resale rates in effect 
immediately prior to revision. 
In addition, Article X of the Amendatory Agreement provided that these escala- 
tion provisions should be inoperative until El Paso by final decision of the 
Federal Power Commission should receive in full certain rate increases in the 
amount of $12,142,803 which had been applied for and which were the subject 
of proceedings then pending before the Commission in Docket No. G—-2018; that 
the escalation provision should then again become effective and thereafter an 
adjustment in Phillips’ rates would occur whenever revised rates for El Paso 
should become effective. 

It is not disputed that the Commission on July 20, 1956 did issue a final order 
in Docket No. G—2018 approving a settlement between El Paso and its customers, 
under the terms of which El Paso, effective January 1, 1954, received the full 
rate increases sought in that proceeding. In its “Answer To Petition Filed For 
Shortening of Suspension Period * * *”, filed with the Commission on January 
14, 1957 in Docket No. G-11217, El Paso stated that it 

* * * did receive the full rate increases sought in that proceeding effective 

as of January 1, 1954. 
However, El Paso contends that because the full rate increase which it received 
in Docket No. G-2018 was made effective only for the period commencing January 
1, 1954, and did not cover the period from January 1 to December 31, 1953, it has 
not in fact received the “full” increase sought in that docket; that accordingly 
the terms of Article X of the Amendatory Agreement of January 1, 1953 were 
not satisfied, and the escalation provisions in the mentioned Phillips-El Paso 
contracts are therefore still not operative. 

This theory cannot be regarded as having any serious merit. It was the clear 
purpose of the suspension provision contained in Article X of the Amendatory 
Agreement of January 1, 1953 to render the escalation mechanism temporarily 
inoperative until El Paso received Commission approval for the $12,142,803 rate 
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increase proposed by it in Docket No. G-2018. However, it is not reasonable to 
suggest that even though the El Paso rate increase was approved for this entire 
amount, the mere failure of the Commission Order to make the full increase 
effective from the very beginning of the refund period would be sufficient to render 
the escalation mechanism permanently inoperative. It is, therefore, concluded 
that the conditions laid down by Article X of the Amendatory Agreement of 
January 1, 1953 were satisfied by the Commission’s final order issued July 20, 1956 
in Docket No. G-2018, and that, accordingly, the escalation provision of the 
original contract thereupon again became effective. 

Following the termination of the proceedings in Docket No. G—2018, El Paso 
filed a further proposed rate increase under Sec. 4(e) which became the subject 
of Docket No. G-4769. These revised rates were allowed by the Commission 
to become effective on April 15, 1955, pursuant to refund order. It is this second 
El Paso rate increase which was treated by Phillips as triggering the escalation 
provision, and which accordingly became the basis for Phillips’ own rate increase 
proposal in Docket No. G—11217, filed September 10, 1956. In Docket No. G-4769 
an Initial Decision issued by the Presiding Examiner is presently pending before 
the Commission on appeal, but no final decision has yet been issued. 

Entirely apart from its first argument outlined above, El Paso contends that 
the escalation provision contained in the Phillips-El Paso contracts can be 
triggered only by a final decision increasing El Paso rates; that the fact that El 
Paso is presently collecting the Docket No. G-4769 rate increases subject to refund 
is not in itself sufficient to make the escalation provision effective ; that until the 
amount of the increase in resale rates, if any, to which El Paso will become en- 
titled by final decision of the Commission in Docket No. G-4769 is determined, 
any application by Phillips for a Sec. 4(e) rate increase, based upon such 
escalation provisions, is premature. 

In answer to this contention, Phillips stresses the fact that, in contrast 
with the escalation suspension provision contained in Article X of the Amend- 
atory Agreement, which speaks in terms of a “final decision” to be entered 
by the Commission with respect to Docket No. G—2018, the basic escalation 
provision in Article VIII of the Amendatory Agreement requires only that 
revised rates for El Paso “shall become effective” in order to trigger the 
escalation clause. Phillips therefore contends that even though the El Paso 
rate increases in Docket No. G-4769 are still being coliected subject to 
possible refund, they are nevertheless “effective” within the meaning of the 
escalation clause referred to above. This argument goes too far. The basic 
escalation provision provides that when the stated conditions are satisfied, 
the existing Phillips rate should be escalated in the same ratio as the rate 
increase received by El Paso. The adoption of the Phillips rationale would 
require an assumption that the escalation provision permitted Phillips to 
increase its price to El Paso in the same ratio as the increase proposed 
by the latter in its G-4769 filing, without regard to whether the Commission 
might ultimately disapprove all or a part of such rate increase proposal. 
Such an interpretation, however, is regarded as unreasonable. 

It is concluded here that when El Paso commenced collecting its proposed 
G-4769 rates subject to refund the escalation provision in the Phillips-El 
Paso contracts became operative on a tentative basis, in the sense that the 
precise amount of the increase triggered by such escalation provision was 
contingent upon the ultimate resale rate to be finally established by the 
Commission for El Paso in that docket. When the Commission ultimately 
determines the Bl Paso rates under Docket No. G-—4769, the precise amount of 
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the Phillips increase triggered by such escalation provision will then be 
established retroactively by relation back to the beginning of the refund 
period in Docket No. G—11217.% If the amount of the Phillips escalation 
increase, determined on that basis, should be less than the amount of Phillips’ 
proposed Section 4(e) rate increase to El Paso in Docket No. G—11217, it 
would follow that any such excess portion included in the G-—11217 rate 
filing would constitute a wnilateral increase barred under the Mobile doctrine. 
Any such excess portion would then be recoverable by Phillips, if at all, only 
prospectively on the basis of the Sec. 5(a) finding made in this decision. In 
addition, any such excess portion would have to be refunded by Phillips to 
El Paso from the beginning of the refund period in Docket No. G—11217 
to the effective date when such excess portion might become legally col- 
lectible pursuant to the Sec. 5(a) determination made herein. The terms 
of the instant Order will accordingly set forth the steps required to accomplish 
this objective. 

The conclusions expressed above with respect to the effect of the spiral 
escalation provisions in the Philips-El Paso contracts are equally applicable 
to the similar escalation provisions contained in the Phillips-Michigan Wis- 
econsin contracts which are the subject of Docket No. G—10793, and the 
Phillips-Panhandle contracts which are the subject of Docket No. G—10883. 
With respect to Docket No. G—10793, involving the sales to Michigan Wis- 
consin, it is sufficient to note here that Michigan Wisconsin makes no con- 
tention that the escalation provisions in its contract with Phillips have not 
yet become operative under their terms. With respect to this general question, 
Michigan Wisconsin states (p. 6 of initial brief) : 

Michigan Wisconsin has not disputed the reasonableness of price increases 
which have been required by the contracts, and does not propose in 
this brief to discuss the evidence with respect to the contract increases. 

In the case of Docket No. G—10883, involving Phillips’ sales to Panhandle, 
the situation is similar to that already discussed above with respect to the 
Phillips-El Paso contracts. The Phillips proposed rate increase to Panhandle 
in this docket is based upon a similar spiral escalation provision in Phillips’ 
Rate Schedule No. 5. Phillips contends that this escalation provision was 
triggered when Panhandle on January 1, 1955 commenced collecting, sub- 
ject to refund, higher rates filed by it in its Docket No. G—2506. An initial 
decision of the Presiding Examiner has been issued in that case on Febuary 
10, 1959, and it is presently pending before the Commission on appeal. Under 
these circumstances, Panhandle contends that Docket No. G—10883 cannot be 
finally disposed of until the Panhandle resale rates have been ultimately 
established by final order of the Commission in Docket No. G—2506. Panhandle 
accordingly contends: 

* * * any order issued in the instant proceeding must condition the 
relief granted Phillips in Docket No. G—10883 upon Phillips’ agreement 
to refund the proportionate amount of the increase per Mef collected 
since September 1, 1956, in the event Panhandle is required to make 
refunds in that proceeding. And, of course, any order in Docket No. 
G-—10883 must be conditioned upon Phillips’ filing lower rates as to the 
future, effective upon the date of final order in Docket No. G—2506, in 
the event any part of Panhandle’s rates are disallowed in that proceeding 
(initial brief, p. 9). 


218 See Phillips Petroleum Co. v. F.P.C., 227 F. 24 470 (CCA 10, 1955) ; and Kerr-McGee 
Oil Industries, Inc. v. F.P.C. (CCA 10, October 24, 1958). 
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Following the same analysis set forth above with respect to the Phillips-El 
Paso contracts, it is concluded here that when Panhandle commenced collecting 
its proposed G-2506 rates subject to refund, the escalation provision in the 
Phillips-Panhandle contract became operative on a tentative basis, in the sense 
that the precise amount of the increase triggered by such escalation provision 
was contingent upon the ultimate resale rate to be finally established by the 
Commission for Punhandle in that docket. When the Commission ultimately 
determines the Panhandle rates under Docket No. G—2506, the precise amount of 
the Phillips increase triggered by such escalation provision will then be estab- 
lished retroactively by relation back to the beginning of the refund period in 
Docket No. G-10883. The terms of the instant Order will accordingly set forth 
the steps required to implement these conclusions. It should also be noted 
that, just as in the case of the Phillips-El Paso contracts, Phillips’ rates to 
Panhandle for the future may be fixed prospectively on the basis of the cost 
of service herein determined for Phillips, pursuant to the Sec. 5(a) procedure 
already outlined above. 

Similarly, it is to be observed that we are here treating the escalation provi- 
sions in the Phillips-Michigan Wisconsin contracts and the Phillips-Panhandle 
contracts solely as the basis for a finding that there was customer consent such 
as to make the Sec. 4(e) procedure available to Phillips to the extent indicated 
above. However, in determining whether the rates proposed by Phillips in 
Dockets Nos. G—10793 and G—10883 constitute “just and reasonable” rates, we 
have been governed exclusively by the cost of service determination made in 
this decision, and no weight or value whatsoever has been given to the escala- 
tion provisions in the Phillips contracts with Michigan Wisconsin or Panhandle 
in connection with this determination. Under these circumstances, it is con- 
cluded that no further comment is here required with regard to the issues 
outlined in the Commission’s Order of April 26, 1957 with respect to the escala- 
tion provisions involved in Docket Nos. G—11217, G—10793 or G—10883. 


XXV. The Objectives To Be Accomplished by the Instant Order and the Stepa 
Required To Implement Such Objectives 


Because of the fact that we are here approving a totally different cost of 
service than that presented by Phillips in this proceeding, it is necessary that 
rates should now be designed, based upon the approved cost of service, for each 
of the Phillips jurisdictional rate schedules currently in effect. This should be 
accomplished by Phillips calculating the given “maximum rate” for gas delivered 
under the optimum conditions, in the manner described above, and by applying 
the approved rate differentials to such “maximum rate”. 

It will then be necessary for Phillips to file with the Commission a list of 
such calculated rates, together with certain necessary data required to explain 
how such rates were constructed—and the calculated rates as thus filed will, 
of course, be subject to Commission approval. 

Section 5(a) of the Natural Gas Act provides: 

the Commission shall have no power to order any increase in any rate 
contained in the currently effective schedule of such natural gas company 
on file with the Commission, unless such increase is in accordance with a 
new schedule filed by such natural gas company * * * 

However, the Supreme Court in the Mobile decision, supra, made it clear that 
* * * if the Commission, after hearing, determines the contract rate to be 
so low as to conflict with the public interest, it may under Sec. 5(a) 








806 FEDERAL POWER COMMISSION 


authorize the natural gas company to file a schedule increasing the rate 
(350 U.S., at page 345; emphasis supplied) .™ 

Accordingly, with respect to any existing Phillips rates which are lower than 
the calculated rates which may be filed by Phillips pursuant to the instant Order 
and which may thereafter be approved by the Commission pursuant to the Sec. 
5(a) determination made in this decision, certain additional steps will be 
required before such higher calculated rates can become legally effective, as fol- 
lows: (1) An Order by the Commission authorizing Phillips to thereafter file 
rate schedules increasing such existing rates to the level of the approved calcu- 
lated rates; and (2) a subsequent new filing by Phillips under Sec. 4(e) pur- 
suant to such Commission authorization. 

Because of the fact that the various Phillips jurisdictional sales involve a 
number of different types of situations, each requiring somewhat different treat- 
ment, it will be helpful at this point to summarize the general objectives which 
the instant Order is designed to accomplish. It is contemplated that this Order 
will accomplish the following results: 

(1) In the ease of Phillips’ proposed Sec. 4(e) rates which are lower than 
the calculated rates as subsequently to be approved by the Commission, the pro- 
posed Sec. 4(e) rate would constitute the legally effective rate from the 
beginning of the refund period, and until Phillips, pursuant to the terms of the 
instant Order, should take the steps required to make the higher calculated 
rate effective prospectively. 

(2) However, with respect to Dockets Nos. G-11217 and G—10883, the interim 
Sec. 4(e) rates applicable to Phillips’ sales to El Paso and Panhandle would 
ultimately be fixed retroactively by relation back to the beginning of the refund 
period, on the basis of the resale rates finally approved by the Commission for 
El Paso in Docket No. G-4769 and for Panhandle in Docket No. G—2506. 

(3) In the case of Phillips’ proposed Sec. 4(e) rates which are higher than 
the above-mentioned calculated rates as approved by the Commission, such Sec. 
4(e) rates will be reduced to the level of the calculated rates, effective by rela- 
tion back to the beginning of the refund period, and Phillips would be required 
to make appropriate refunds on that basis. 

(4) In the case of those Phillips jurisdictional rates which are not the sub- 
ject of a Sec. 4(e) rate filing, and which are higher than the above-mentioned 
calculated rates as approved by the Commission, such rates would be reduced to 
the level of the mentioned calculated rates from and after the date when the 
said calculated rates are approved by the Commission. 

(5) In the ease of Phillips’ jurisdictional rates which are not the subject of 
a Sec. 4(e) rate filing, and which are lower than the calculated rates as ap- 
proved by the Commission, the filed contract rate will continue to be the legally 
effective rate until Phillips, pursuant to the terms of the instant Order: may 
take the steps required to make the higher calculated rate effective prospectively. 


XXVI. The Effect of This Decision, in Summary 











As already noted above, the total jurisdictional cost of service herein ap- 
proved for Phillips amounts to $57,280,218, representing an average unit cost 
of 11.662 cents per Mcf. It is also of interest to note again that the Phillips 
average unit cost as thus determined is reasonably in line with the nation-wide 
average price of 12 cents per Mcf paid by interstate pipeline companies for gas 


29 To the same effect, see Interstate. Power Company v. F.P.C., 236 F. 2d 372 (CCA 8, 
1956), at p. 378. 
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purchased directly from independent producers in 1957." This would seem to 
raise serious doubt as to the validity of the charge frequently made during the 
past few years that any attempt to apply the cost-of-service or rate-base method 
to the fixing of producer rates would necessarily produce impossible and ridic- 
ulous results. 

The $57,280,218 total jurisdictional cost of service and the 11.662 cent per 
Mcf average unit cost here approved may be compared with the claimed cost of 
service presented by Phillips in this proceeding in the amount of $92,309,438, 
representing a claimed average unit cost of 18.793 cents per Mcf, with proposed 
rates running from 22.75 cents to 16.50 cents depending upon delivery conditions, 

The effect of the instant decision, including both the Sec. 4(e) increases here- 
in approved and the additional rate changes which Phillips may obtain pur- 
suant to the Sec. 5(a) procedure outlined herein, would be to provide Phillips 
with an aggregate rate increase totalling $14 million annually, over and above 
its jurisdictional revenues prior to the filing of the Sec. 4(e) rate increases in- 
volved in this consolidated proceeding. This compares with a $49 million 
annual increase sought by Phillips. The aggregate increase of $14 million 
annually, resulting from this decision, would be roughly $8°%4 million higher 
than the $5%4 million increase reflected in Phillips’ consolidated Sec. 4(e) 
dockets—which the interveners have here expressed their willingness to accept. 

In spite of the large number of seriously controverted issues presented in this 
proceeding, which have made necessary the lengthy.analysis set forth herein, 
it is interesting to note that the difference of some $35 million between the total 
cost of service herein approved and that claimed by Phillips results primarily 
from the difference in treatment of four major issues, as follows: 

(1) The income tax component as to which Phillips’ claimed phantom tax 
allowance is here rejected. 

(2) The allowance of a 9.25 percent rate of return, instead of the 12 percent 
rate proposed by Phillips. 

(3) The allocation of exploration costs, as to which the RAR method is here 
adopted, with a resultant 30.5 percent allocation to gas, instead of Phillips’ 
combined net investment-Btu method which assigns somewhat over 61.8 percent 
of exploration costs to gas. 

(4) The treatment of Phillips’ claimed increased purchased gas cost adjust- 
ment. The instant decision rejects Phillips’ proposed adjustment based upon 
increased purchased gas costs which it claims will be incurred as a result of 
the rate increases approved herein. In addition, the royalty and gathering tax 
adjustments as herein approved are calculated on the basis of a substantially 
lower total cost of service than that used in the Phillips calculation. 


FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record in this proceeding, the evidence ad- 
duced and the briefs filed, the Presiding Examiner finds and concludes, in addition 
to the findings and conclusions hereinbefore stated, that 

(1) The total system-wide jurisdictional cost of service determined for 
Phillips in this proceeding is $57,280,218, as set forth in Appendix Table 12 
hereof. 

(2) It is desirable and appropriate that rates should be designed for all of 
Phillips’ jurisdictional sales based upon such system-wide cost of service, and 
reflecting the delivery condition rate differentials as approved herein, pursuant 
to the procedure set forth in the order below. 


2) See report issued by the Commission on November 13, 1958, entitled “Direct Sales by 
Producers of Natural Gas to Reporting Interstate Natural Gas Pipeline Companies—1957.” 
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ORDER 


WHEREFORE, IT Is ORDERED, subject to review by the Commission on appeal, or 
upon its own motion as provided in the Commission’s Rules of Practice and 
Procedure, that: 

(A) Based on the system-wide cost of service herein approved, as set forth in 
Appendix Table 12 hereof, Phillips shall calculate the ‘maximum rate for 1,000- 
pound, sweet, dehydrated, and gathered gas”, at such level that its application 
to the sales volumes delivered in 1954 under each and every one of the 1954 juris- 
dictional contracts, as adjusted for the approved delivery condition rate differ- 
entials, will produce total revenues roughly equal to such system-wide cost of 
service. 

(B) Within 60 days from the date of issuance of this Order, Phillips shall 
file with the Commission a statement of such “maximum rate”, including a clear 
and detailed explanation as to the manner in which it was calculated, together 
with a list of calculated rates for all of its jurisdictional rate schedules then in 
effect. The following information shall be set forth with respect to each such 
rate schedule: (1) the FPC Rate Schedule number; (2) the name of the pur- 
chaser; (3) the delivery point; (4) delivery pressure, in psig; (5) whether 
dehydrated or undehydrated; (6) whether sweet or sour; (7) the calculated 
rate, based upon the application of the above-mentioned rate differentials to such 
“maximum rate”. 

(C) Upon approval of such calculated rates by the Commission, in the case of 
all rate schedules other than those covered by the proviso below, the calculated 
rates shall immediately become the legally effective rates for such contracts, 
to be observed and in force unless and until changed by subsequent order of the 
Commission; provided, however, that with respect to any such calculated rates 
for sales which are the subject of pending Phillips Sec. 4(e) rate filings, and 
which are in excess of the Phillips proposed Sec. 4(e) rate, Phillips, after such 
calculated rates are approved by the Commission, will be authorized to file 
with the Commission new rate schedules increasing such filed Sec. 4(e) rates 
to the level of the approved calculated rates. The same procedure may be fol- 
lowed with respect to any such calculated rates affecting a Phillips contract 
which is not the subject of a pending Phillips Sec. 4(e) rate filing, and where 
the calculated rate exceeds the rate permitted under the terms of the contract. 
However, in all cases covered by this proviso, until the filing of such new rate 
schedules by Phillips pursuant to this provision, its legally effective rates for 
such contracts shall consist of the above-mentioned Sec. 4(e) filed rate, or of the 
contract rate as the case may be—except that with respect to Dockets Nos 
G-11217 and G—10883 herein, the interim Sec. 4(e) rate shall be as determined 
under the provisions of paragraphs (G) and (H), infra. 

(D) All jurisdictional contracts hereafter executed by Phillips as seller shall 
be at rates not exceeding the above-mentioned “maximum rate”, adjusted by 
such delivery condition rate differentials, as approved by the Commission, until 
further order of the Commission. 

(E) With respect to all those Phillips Sec. 4(e) rate filings which are con- 
solidated with the instant proceeding, and under which Phillips, subject to a 
refund undertaking, has been collecting rates higher than such calculated rates 
as approved by the Commission, Phillips will be required to make appropriate 
refunds, as determined and directed in a subsequent order to be issued by the 
Commission. 

(F) With respect to all those Phillips Sec. 4(e) rate filings which are con- 
solidated with the instant proceeding, and under which Phillips, subject to 
refund undertaking, has been collecting rates not in excess of the calculated 
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rates as approved by the Commission, such See. 4(e) proceedings will thereafter 
be ordered terminated and Phillips will thereupon be relieved of any obligation 
to make refunds thereunder—with the exception of the Phillips Sec. 4(e) rate 
filings in Dockets Nos. G—-11217 and G-—10883, as to which special provision is 
set forth in paragraphs (G) and (H) below. 

(G) Upon the issuance of a final Commission decision in El Paso’s pending 
Sec. 4(e) rate proceeding in Docket No. G-4769, Phillips shall file with the 
Commission a Motion Requesting Termination of its Sec. 4(e) proceeding in 
Docket No. G-—11217. A determination will thereupon be made of the appro- 
priate Phillips Sec. 4(e) rate in Docket No. G—11217, based upon the rate 
increase ultimately approved for El Paso in Docket No. G—4769, but in no event 
to exceed the above-mentioned calculated rate as approved by the Commission 
for such Phillips-El Paso sale. The Phillips Sec. 4(e) proceeding in Docket 
No. G—11217 will then be ordered terminated, subject to such appropriate refund 
order, if any, as may be warranted in the event that El Paso’s proposed Sec 4(e) 
rate increase in Docket No. G-4769 may not have been approved in toto. 

(H) Upon the issuance of a final Commission decision in Panhandle’s pending 
Sec. 4(e) rate proceeding in Docket No. G—2506, Phillips shall file with the 
Commission a Motion Requesting Termination of its Sec. 4(e) proceeding in 
Docket No. G—10883. A determination will thereupon be made of the appro- 
priate Phillips Sec. 4(e) rate in Docket No. G—10883, based upon the rate in- 
crease ultimately approved for Panhandle in Docket No. G—2506, but in no 
event to exceed the above-mentioned calculated rate as approved by the Com- 
mission for such Phillips-Panhandle sale. The Phillips Sec. 4(e) proceeding 
in Docket No. G—10883 will then be ordered terminated, subject to such appro- 
priate refund order, if any, as may be warranted in the event that Panhandle’s 
proposed Sec. 4(e) rate increase in Docket No. G—2506 may not have been 
approved in toto. 

JOSEPH ZWERDLING, 
Presiding Ezraminer. 
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APPENDIX TABLE 1 
(Replaces schedule 34 of exhibit 388) 


PHILuirs Perroteum Company (G-1148) 


Computation of allocation ratio to adjust for natural gas liquids extracted, year 1954 


Line Amount Percent 
No. 


Total costs of natural gasoline department, including content costs 
after intradepartmental eliminations $26, 081, 402 
Content costs 15, 908, 449 


eo wo 


Costs, excluding content costs after intradepartmental 10, 172, 953° 
Indirect charges 884, 940 
General extinguishments, retirements, and depreciation charges 2, 553, 194 


Total expense 
Gross operating income after intradepartmental eliminations 





Content costs and net income before taxes (7)— (6) 
Return on gasoline plant ($26,879,925 .0925) (2, 486, 393) 
Provision for Federal income taxes ! (2, 323, 041) 


oom a oa ot 


Content costs as a percent of gross operating income after intradepart- 
mental eliminations (11+-7) 17, 371, 005 
Gas sold from systems (Mcf). ............ 592, 282, 042 
Gas sales realization (592,282,042 $0.1347) 79, 780, 391 
Sales revenue, natural gas liquids 33, 163, 999 


Net realization, natural gas liquids (Percent line 11X line 14) 16, 095, 749 


16 | Total realization, gas and natural gas liquids (13)+-(15) 95, 876, 140 
17 | Allocation ratio to adjust for natural gas liquids extracted (15)+ (16)... 








1 Computation of income taxes: 
Return at 9.25 percent 
Less interest ($26,879,925 0.012725) 
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APPENDIX TABLE 2 (RePLAcES SCHEDULE 31 or Exuusit 388) 


Allocation to gas of year end exploration and nonerploration rate base, excluding 
working capital, year 1954 


Rate base, year end 1954: 
Exploration and development $92, 069, 847 
Natural gas department 50, 201, 147 
Oil and gas production department. 209, 530, 776 
Gathering 49, 202, 880 
3, 841, 804 
404, 846, 454 


Year end 1954 exploration rate base allocated to gas, all departments : 
Year end balance $92, 069, 847 
Percent to be allocated to gas 30. 4596. 
Allocated to gas, all departments $28, 044, 107 


Summary of allocation to gas of 1954 year end rate base, all depart- 
ments: 
Nonexploration: 
Joint product leases and cycling $38, 555, 547 
Natural gas department 50, 201, 147 


Total, nonexploration 88, 756, 694 
Exploration 28, 044, 107 


Total, exploration and nonexploration 116, 800, 801 


Allocation to gas of joint product leases and cycling: 
Year end joint product leases and cycling $163, 420, 819 
Percent to be allocated to gas 
Year end rate base allocated to gas 
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APPENDIX TABLE 3 
(Replaces schedule 35 of exhibit 388) 





Jurisdictional sales: Determination of expenses excluding return and tazes for lease 
production gathering systems and residue system, year 1954 


Expenses, system sales: 
Lease production....... 
Gathering systems..-.... 
Residue systems-_.....-- 

Gas purchases. .-...- odonhonss 


Expenses, jurisdictional 
sales, lease production: 
From systems... ...... 











(A) (B) (C) (D) (E) (F) 
Total ex- Allocation Allocation Cost of 
penses ex- | to systems to natural | Allocated jurisdic- 

eluding re- raw gas Balance | gas liquids cost of tiona] sys- 
turn and sales extracted system tem sales 
taxes, Sys- (A)—(B) sales 
tem sales (A)X (C)X (E)X 
2. 7426% 16. 7881% | (A)—(D) | 71. 9285% 
1 $21, 059, 222 $577, 570 |$20, 481,652 | $3, 438, 480 [$17,620,742 | $12, 674, 335 
12, 780, 079 350, 506 | 12, 429, 573 2, 086, 689 | 10, 693, 390 7, 691, 595 
is I ct en dsencidesinnels 8 ff ee 1, 227, 431 882, 873 
30, 320, 225 831, 562 | 29, 488, 663 4, 950, 586 | 25, 369, 639 18, 248, 001 
65, 386,957 | 1,759,638 | 63,627,319 | 10,475,755 | 54,911,202 | 39, 496, 804 
12, 674, 335 |. 
4, 915, 430 
SE As tnicakcnténntihtccnbathntind enikiakisksdiaunasenciudiepunaumbadaien 

















1 Determined as follows: 


Expenses at wellhead excluding return and taxes: 
ished nae bneenmneeiee ie nniamaingateitniaaai ihe $16, 607, 111 


Direct and indirect lease expense 
Exploratory expenses 


pEseescncecsbaensasesesesedssucsadevessssnusshasdbasccasuccece 11, 734, 026 





ee ae icc aa maa aa eae aceite 28, 341, 137 


Nonjurisdictional sales from leases. ....... 
m leases... ..- 


Jurisdictional sales fro 


Lease gas transfers to gathering systems-......... 








Gas production Cost of lease 
production 
excluding re- 
turn and 
taxes 
Mef Percent 
of total (b)X 
$28, 341, 137 


(a; (b) (ec) 


31, 370, 014 8. 3500 $2, 366, 485 
65, 159, 256 | 17.3438 4, 915, 430 


279, 161,642 | 74.3062 21, 059, 222 





375, 690, 912 | 100. 28, 341, 137 
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(Replaces schedule of exhibit 388) 
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Jurisdictional sales: Determination of rate base and working capital of lease pro- 


duction, gathering system and residue system, year 1954 








Rate base, system sales: 


(A) 


Total rate 
base system 
sales 


Lease production..... .} | $86, 790, 237 





Gathering system: J 49, 202, 880 
Residue systems.......- 3, 841, 804 
"atic ictataieiatadlsatansiial 139, 834, 921 


Rate base, jurisdictional 
sales, lease production: 

From systems. -........ 

tS 








-| 52,234,055 | 
20, 257, 697 | 


. 72, 491, 752 


(F) 


Allocation 
to juris- 
dictional 
systems 
sales 


(E)X 


71.9285% 


$52, 234, 055 
29, 612, 385 
2, 763, 352 








1117, 630,414 | 84, 609, 792 





Working capital system sales: 
Lease production... -..- 
Gathering systems....- 
Residue systems....... 


Working capital, jurisdic- 
tional sales, lease produc- 


(G) 


Total 
working 
capital 
systems 
sales 


-| ! $7,433,278 | 


- 3, 209, 581 
o 129, 826 








° 10, 772, 685 














(L) 


| Allocation 
to juris- 
dictional 
systems 


sales 


(K)X 


71.9285% 


$4, 473, 663 
1, 931, 662 


93, 382 


6, 498, 707 





tion: 

From systems. ....-...- 4, 473, 663 

POU WER asscceei 1, 735, 000 
esate 6, 208, 663 











1 Determined as follows: 


Exploration and non-exploration rate base at wellhead allocated to gas 


Working capital: 


Oil and gas production department and cycling-..........-- saci ciaiteiteaiiaaiiaadai 
Natural gas production department 


Total gas production 





Nonjurisdictional sales from leases 
Jurisdictional sales from leases 
Lease gas transfers to gathering systems. 











$116, 800, 801 


3, 721, 599 
6, 281, 978 


10, 003, 577 


(©) 


Working 
capital 


(A)X 
$10,003,577 


$835, 299 


1, 735, 000 
7, 433, 278 





10, 003, 577 

















































































FEDERAL POWER COMMISSION 


APPENDIX TABLE 5 
(Replaces schedule 37 of exhibit 388) 


Jurisdictional sales: Return and interest expense on rate base excluding working 
capital 


Line (A) B) (C) (D) 
No. Leases Gathering Residue Total 
systems systems 


1 | Rate base excluding —. capital 1. $72, 491,752 | $29, 612, 385 $2, 763,352 | $104, 867, 489 
2 | Interest expense (1) X $0.0127' 922, 458 376, 818 35, 164 1, 334, 440 
3 | Return on rate base (0.0925 x i | 6, 705, 487 2, 739, 146 255, 610 9, 700, 243 


1 Appendix table 4. 
2 Interest expense per dollar of net assets determined as follows: 
(a) Total interest expense, company wide, 1954 (from Phillips exhibit No. 282, p. 19) $9, 892, 
(b) Total cons»lidated net assets, company wide (from Phillips annual report "a 1954, p. 26): 
(c) LEE SUE. Ls cucccsuanasbacdsoubsuenssmesanoenanh dgcgaenesudsaSeccusenseane 755, 460, 400 
(d) End of 1954 


777, 410, 415 
0. 012725 


APPENDIX TABLE 6 
(Replaces schedule 38 of exhibit 388) 
Federal income taxes, lease production, based on Caplan formula expanded to include 


intangible well drilling allowance as a tax deduction in addition to statutory de- 
pletion allowance 


5 Lie Benton (Po=(1-4) 
1—r (1-3) +ra(1—2) 


$17,589,765 [ 1—.52( 1-4") ]+-86,705,487+.0925(s6, 208,663) 


—.52( 1 — 002? ) ($922, 458) — 52( 1— 2) ($3,104,291) 


.0925 .0925 


er 521-5 )+. 52(. 24)(1- 


$17, 589, 765 [1— .52(.9691667)]+$6, 705, 487+ $574, 301 —.52(.9691667) 
($922, 458) —.52(.9691667) ($3, 104, 291) 


S= 1—.52(.9691667) +.52(.24) (0691667) 


$17, 589, 765 [1 — .503966684]-+ $6, 705, 487+ $574, 301 —.503966684 
($922, 458) — .503966684 ($3, 104, 291) 


S= 1— 503066084 -+.1248(.9691607) 


$17, 589, 765(.496033316) + $7, 279, 788 — $464, 888—$1, 564, 459 


¥ 496033316 + .12095200416 
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$8, 725, 109+-$7, 279, 788 — $464, 888—$1, 564, 459 


s= 61698532016 


$13, 975, 550 


S=51698532016 


S or cost of service= $22,651, 349 

T or tax=r(S—C—I—dS-—i) 

T=.52($22, 651, 349—17, 589, 765—922, 458—5, 436, 324—3, 104, 291) 
T= .52($4, 401,489) Credit 

T or tax = ($2,288,774) 


33.33333 percent of ($2, 288, 774) = ($762, 925) 


APPENDIX TABLE 7 
(Replaces schedule 38 of exhibit 388) 


Federal income iax—Gathering systems using Caplan formula, year 1954 


Symbols for tax formula: Known facts 
T=Taxes 
p== "Fas rate (perdett) «. <6 os ec < ccs is ccccewescsnce dss anes 52 
Fe Ot TN Gi ieee cane cn mndmaneumabqmdan $2, 739, 146 
FO CU oo nists cath inst weirs nina ticaie eeeanndanmaaram $376, 818 
wim Rate Ge TOnurt COTO)... roe nese cadksacueccasnecane 9. 25 
Fe UP ORE GUNENE = 5.5 tin atte saicicacpeinnn att Webern ak eeeaaanian $1, 931, 662 





(75) @-14+9M) 


 (4sd25) 


2 (2,739, 146—$376,818 + .0925 (1,931,662) ) 


a 52(.0925) 
(4+3q—g5y 62) 


108.33333($2,541,007) 
0481 
(+a 1.44 
__ $2,752,757 
~~ 1,0334023 


1— 


T= 


T or tax= $2,663,781 
33.33333 percent of $2,663,781 = $887,927 
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ApPENDIx TABLE 8 
(Replaces schedule 38 of exhibit 388) 


Federal income tax—Residue systems using Caplan formula, year 1954 








T=Taxes 
a Oe SONS TNOEOGIE) 6. nc hk ices ccndsen ccttencadanswcecudueeee 52 
ee nn ek PO ORE. Sc icc cncnccdiauaksssWdeenekbaweduenewan $255, 610 
Den ONG Se Se cn cnnuveaccawedeueencenstuecusud $35, 164 
Te ee re eee 9. 25 
Pe a NB icc Cronin nne Rewer che cae odn awn een amma $93, 382 

(<)(R-1+p) 
Pi reeacencrm 

( * 3(1—r) 


33) $255,610 —$35, 164+ .0925 ($93,382) ) 













ie (14 2D 
3(1—.52) 
108.33333 ($229,084) 
Pan ee 
(14-08 
1.44 
7 8248,174 


~~ 1.0334023 







T or tax= $240,152 
33.33333 percent = $80,051 


APPENDIX TABLE 9 


(Replaces schedule 39 of exhibit 388) 





Determination of return on working capital allocated to jurisdictional sales, after 
allowing for the effect of Federal income taxes on working capital, year 1954 










(A) 









(B) 
Gathering 


(C) 
Residue 






(D) 
Line 


Total 







I I aii sicitsectiemn tiniest 
Based on 9.25 percent rate of return: 








2 Federal income taxes. .................... (2, 288, 774)| 2,663, 781 240, 152 615, 159 
3 33.33333 percent of line 2.........--...---- (762, 925) 887, 927 80, 051 205, 053 
4 | Allowance for working capital (1) —(3)--....-- 6, 971, 588 | 1,043, 735 13, 331 8, 028, 654 
5 


Return on working capital (4) X9.25%-.-...-.-.- 644, 872 96, 545 1, 233 742, 650 





1 App. tanle 4. 
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APPENDIX TaBLE 10 
(Replaces schedule 40, p—2, exhibit 388) 


Cost of service for jurisdictional gas sales after deducting statutory depletion and 
intangible well drilling costs in calculating Federal income taxes, but before reflecting 
adjustments for royalty and gathering tax increases 




























(A) (B) (C) (D) (F) 


Line Gathering | Residue Regula- | Total cost 
No. Leases systems | systems | Purchases tory of service 












Return on rate base ex- 
cluding working capital 
at 9.25 percent........... $6, 705, 487 | $2,739, 146 | $255, 610 |............].........- | $9, 700, 243 

Costs other than return 

peenaiendicteiatiiid 17, 589, 765 


i) 





7, 691, 595 | 882,873 |$18, 248,001 | $400,000 | 44, 812, 234 











3 Subtotal (1)+(2)....| 24, 295, 252 | 10, 430, 741 |1, 138,483 | 18, 248, 001 400,000 | 54, 512,477 
4 | Return on working capital 

at 9.25 percent........... 644, 872 96, 545 Se Deb dtdictdctcalicecccoccas 742, 650 
5 | Actual liability for Fed- 


eral income taxes........ (2, 288, 774)| 2, 663, 781 a ee 615, 160 





















Adjusted cost of ser- 
vice (3)+(4)+(5)-.| 22, 651,350 | 13, 191,067 |1, 379, 868 | 18, 248, 001 400,000 | 55, 870, 286 





7 | Adjusted cost of service 


beecssudbecoutsdansee 0.04612 0. 02686 | 0.00278 


= == z —== == 


0. 03715 0. 00081 11. 3747 
Tax deductions: 

8 Costs other than re- 
turn and taxes... .... $17, 589, 765 | $7,691, 595 | $882,873 |$18, 248,001 | $400,000 | $44, 812, 234 

9 | Interest expense .......... 922, 458 376, 818 pS ee ae eS eee 1, 334, 440 
10 | Allowable depletion in ex- 
cess of cost (24 percent of 

tt ©. .ccacetteanwen ee a ee ee 5, 436, 324 














ee ee 3, 104, 291 


12 Total tax deductions 
(lines 8, 9, 10, 11)...} 27, 052, 838 











8,068,413 | 918,037 | 18,248,001 | 400,000 | 54,687,289 













Net income subject 
to tax (6)—(12)-.... 


Actual liability for Fed- 
eral income taxes (52 
percent of line 13)..-...- (2, SUR, 77) 9, CCR FER | BOD BD hen ccrrctseiccfeccncccecs 615, 159 


(4, 401, 488)| 5, 122, 654 TEE leenecossenan ERASERS. 1, 182, 997 

































AppENDIX TABLE 11 


Calculation of royalty and gathering tax increases based upon revenue increases herein 
approved 





Amount Per Mef 









Gest of cervies, imrinGietions) ne GUO. ..nnc6ccncenccnccncdétyharnteocenesianss $55, 870, 286 $0. 11375 

















Revenue at prices in effect prior to Nov. 1, 1956_.._....................-.------ 45, 568, 291 0. 09277 
PIII... cudnt hiseisitehd beniidieanipeniaitebiaetataeiaainemiaemicieaenl 10, 301, 995 0, 02097 
Gross revenue increase over Nov. 1, 1956 level........................-..--.-..- iil, 400, 000 0, 0232] 
Gross revenue increase on Nov. J, 1956 (exhibit 284) _ ........-..-.-....---.---- 2, 738, 311 0. 00557 
Total gross revenue increase over rates in effect prior to Nov. 1, 1956_.... 14, 138, 311 0, 02878 
WU sss k Con ncldectatwnbddcddsveecadsinestcibakdutubacdusiddaleeliiiied 10, 301, 995 0, 02097 
Claimed increase in cost of purchased gas...................-.--.-------- 3, 836, 316 0, 00781 





Calculated royalty and gathering tax increase based upon revenue in- 
creases herein approved ($3,836,316X40.6876%)_........--.--.---------.- Re | fr 





1 Derived by reading the $10,301,995 deficiency figure on the exhibit 368 graph. 
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AppenDIx TABLE 12 


Cost of service for jurisdictional gas sales and gross revenue increases, reflecting 
adjustments for royalty and gathering tax increases based upon revenue increases 
herein approved 


Per Mcf 


Net cost of service, jurisdictional gas sales. .........................--...------ $55, 870, 286 $0. 11375 
Calculated royalty and gathering tax increases based upon revenue increases 

cE TIT TS ORE IE SET ATE: 1, 560, 905 
i EES EE ea eee (150, 973) 





i icilteianittheiintatineiinemnntisiindpiiniiiaugion 57, 280, 218 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


STATEMENT OF GENERAL POLICY NO. 61-1 


ESTABLISHMENT OF PRICE STANDARDS TO BE APPLIED IN DETERMINING THE ACCEPTA- 
BILITY OF INITIAL PRICE PROPOSALS AND INCREASED RATE FILINGS BY INDEPEND- 
ENT PRODUCERS OF NATURAL GAS 





(Issued September 28, 1960) * 


This statement establishing rate standards for independent producers of 
natural gas is issued on our own motion and is based on our experience gained 
after six years of regulation of independent producers under the Natural 
Gas Act. By this statement and the appended area price schedules we will 
set standards for initial and increased rate filings by producers for the sale 
of natural gas into interstate commerce. These standards will serve as a 
guide to us and to interested parties in determining whether proposed initial 
rates should be certificated without a price condition and whether proposed 
rate changes should be accepted or suspended. 

Since the Supreme Court’s 1954 decision in Phillips Petroleum Company 
v. Wisconsin, 347 U.S. 674, holding that under the Natural Gas Act the Com- 
mission has jurisdiction over the interstate transportation and interstate sale 
for resale of natural gas by independent producers, and that such producers 
are “natural-gas companies” under the Act, the Commission’s regulatory task 
has increased enormously in size and difficulty. In contrast to the regulation 
of less than 200 pipeline companies prior to the Phillips case, under this 
decision Commission regulation extends to several thousand independent pro- 
ducers of natural gas. Although this producer segment of the natural gas 
industry differs from the pipeline transmission portion in fundamental partic- 
ulars, its multiplicity of sales and services are now required to be covered 
by many thousands of rate and certificate filings under the Act. 

This ever-growing volume of additional rate and certificate filings has placed 
an increasing burden not only on this Commission and other regulatory 
commissions, but on all those—consumers, producers, pipeline companies, and 
distributing companies as well—whose interests we must consider in adminis- 
tering the Act. It is essential, particularly in the interest of the consumer 
for whose protection the statute was enacted, that means be found for making 
the most effective use possible of the Commission’s limited facilities in discharg- 


*Published in Federal Register, October 5, 1960 (25 F.R. 9578) and corrected, April 11, 
1961 (26 F.R. 3066). Codified as 18 C.F.R. 2.56. Secretary’s rejection of application for 
rehearing affirmed by order issued November 25, 1960. Amended by orders issued Octo- 
ber 25, 1960, and December 20, 1960, 24 FPC 902, and 1107, respectively, and March 29, 
1961, 25 FPC 595. 
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ing the new and additional duties called for by the regulation of producers 
of natural gas. In our opinion, the price standards established by this state- 
ment will aid in effectively applying the provisions of the Act to independent 
producers on a simple, clear and administratively feasible basis, and in a manner 
fair to all whose interests are affected by Commission regulation. Our many 
reasons for establishing these maximum acceptable rates as opposed to estab- 
lishing rates based on a full cost-rate base hearing for every rate filing made 
by producers are set forth at considerable length in our opinion No. 338, 
Phillips Petroleum Co., Docket No. G—1148, et al., pp. 542 thru 548, ante, issued 
on this date. 

Some further explanation is required of certain aspects of thes® area rate 
levels. The geographical areas which we have used are convenient and well 
known. They are not necessarily in complete accord with geographical and 
economic factors which may be relevant to the establishment of pricing areas. 
As experience and changing factors may indicate, we will change or alter 
these areas from time to time in order to eliminate such inequities as may 
appear to exist because of our use of geographical boundaries. 

In arriving at the price levels for the various areas set forth in the appendix 
to this statement, we have considered all of the relevant facts available to 
us. Such consideration included cost information from all decided and pend- 
ing cases, existing and historical price structures, volumes of production, trends 
in production, price trends in the various areas over a number of years, trends 
in exploration and development, trends in demands, and the available markets 
for the gas. Of necessity, we have not set forth the adjustments to these 
prices which must be made to take into account every possible provision of 
every contract which may affect the actual price, such as Btu adjustments, 
conditions of delivery, etc. The relevance of such adjustments to the basic 
contract price and the appropriate established price standard must be considered 
as each filing is made. As it becomes apparent that certain adjustments have 
general applicability in a specific area, the area price standard will be revised 
and set forth in greater detail with regard to the exact sale conditions to which 
the rate applies. We should, however, make it clear that these present price 
standards apply to pipeline quality gas as that term is generally understood 
in each area and, except for the Louisiana prices, are inclusive of all taxes. 

Two price standards are set for each area. Initial prices in new contracts 
are, and in many cases by virtue of economic factors, must be higher than 
the prices contained in old contracts. For this reason, we have found it 
advisable to adopt two schedules of prices, one pertaining to initial prices in 
new contracts and one pertaining to escalated prices in existing contracts. 
It is anticipated that these differences in price levels will be reduced and 
eventually eliminated as subsequent experience brings about revisions in the 
prices in the various areas. 

It will be noted that we have omitted listing an initial price level for sales 
from Southern Louisiana and Mississippi. The proper initial price level for 
these areas is currently the subject of two hearings pursuant to Supreme 
Court Decisions. Atlantic Refining Co. v. Public Service Commission, 360 U.S. 
378; Public Service Commission v. F.P.C., 361 U.S. 195, F.P.C. Docket Nos. 
G-—11024, et al., and G—13143, et al., respectively. Clearly, in light of these 
eases, it would not be proper at this time for us to announce an initial rate 
level for these areas prior to a final determination of these cases. 

These price levels, as announced by Appendix A attached to this statement, 
are for the purpose of guidance and initial action by the Commission and their 
use will not deprive any party of substantive rights or fix the ultimate justness 
and reasonableness of any rate level. As with the areas, the prices will be 
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adjusted from time to time as such facts as may come before us compel such 
adjustments. For the present, and in the absence of compelling evidence call- 
ing for other action by us, proposed initial sales of natural gas by independent 
producers which include rates higher than those indicated in the appendix 
attached to this statement shall be denied a certificate or certificated only upon 
the condition that lower rates be filed, and all rate changes filed under existing 
contracts which call for a rate exceeding the indicated price level in the 
attached appendix to this statement shall be suspended. 

Where a proposed price exceeds the indicated rate level and is therefore 
conditioned or suspended we will, in determining whether the higher price is 
justified, not necessarily consider only the financial requirements of the in- 
dividual producer proposing the price but will consider all of the above elements 
relevant to the industry generally in the area concerned. Similar evidence 
will also be required from purchasers or their customers who object to any 
of the price levels or any specific price. Our determination will be in the 
nature of setting a price for the gas itself from. any source questioned and not 
necessarily a price applicable solely to the party proposing some other price. 
In this connection we urge that all parties who have any interest in changing 
an area price join in such a proceeding leading to a determination of a proper 
revision, if any, in an area price or in the geographical area itself. As there 
will undoubtedly be numerous parties with an interest in such a proceeding 
full use should be made of prehearing procedures to reduce the factual issues 
and consolidate factual presentations to eliminate repetition and duplication 
of evidence. Because of the impossibility of giving detailed instructions for 
every proceeding, the precise course of each hearing and the admissibility and 
relevant weight of each type of evidence must be determined as hearings 
proceed and we expect to issue additional policy statements from time to time 
clarifying various aspects of these procedures and principles. The new area 
rate determinations resulting from such proceedings wiil represent final deter- 
minations of just rates for the areas involved as of the date of the decision 
and for prior periods. 

APPENDIX A 
(To Statement of General Policy No. 61-1) 
Area price levels for natural gas sales by independent producers 
[All rates at 14.65 Psia] 















Area Initial service rates per Mcf Increased rates per Mcf 

Texas: 

Distriet Ney lane nce nes WA GRRNR.. cnccccccsdanscesescbuntesban 14 cents 

District No. 3....-...-.- TE nndshacngaamieanenunndigtinnits 14 cents 

District No. 3.........-.. SGI so codcccdéscocsccccnsussutées 14 cents. 

Distriat Ney 4...ccescncns ids hinistcnsinntadaiiinsinto tists 14 cents. 

4g hh ee Be caccacccccacencncesnmunconsn 14 cents 

District No. 6........... ck corinccccikesnsmsncscsnccuces 14 cents. 

District No. 7-b_...-...- SE ss citinnghninnannaitieeuaiensl 11 cents. 

District No. 7-c.....---- I 6 cdidbeicnsctc tieniinbecndetel 11 cents. 

District No. 8....-...... EE, sadtttecthcccnmnnanennbote 11 cents. 

District No. 9........... i EE ae 14 cents. 

District No. 10.......... BF GID iti nce Hi dinciewnantniddsiinoin 11 cents. 
Louisiana: 

Southern Not determined................ 13.7 cents (14 cents at 15.025 psia). 

Northern...-- 16.6 cents (17 cents at 15.025 psi: 13.7 cents (14 cents at 15.025 psia). 
Mississippi-_-_.-....- Not determined...............-. 13.7 cents (14 cents at 15.025 psia). 
Oklahoma: 

Panhandle area... Br nicbctiticnennegnginiegs 11 cents. 

Di dewwscetous of SB OUERE. 2. ncicsnssdiiccccocs 11 cents. 

Carter-Knox...... peel MON intocmtnsenananconte 11 cents. 
Pe gnicacnansunnnpboaeene Sc cnccccccenccccsscbacscsanats 11 cents. 
New Mexico: 

Permian Basin.-......... PE 6. seen ctcnpignaenaantnedts 11 cents. 

San Juan Basin.......... 12.7 cents (13 cents at 15.025 psia)....| 12.7 cents (13 cents at 15.025 psia). 
EE . acecepetnnnrecutn 14.6 cents (15 cents at 15.025 psia)....| 12.7 cents (13 cents at 15.025 pat: 
WP POMEL .chscccéubacneaiee DRG, cdthnocchicasnnoaibhssesceuas 12.7 cents (13 cents at 15.025 psia). 


West Virginia. .............. 26.8 cents (28 cents at 15.325 psia)....| 23.9 cents (25 cents at 15.325 psia). 
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Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP60-108 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 3, 1960) 


On May 23, 1960, as supplemented on July 1, 1960, Cities Service Gas Company 
(Applicant) filed in Docket No. CP60-108 an application pursuant to Section 
7(c) of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing the construction and operation of certain natural gas facilities to 
enable Applicant to sell additional gas to its existing customer, The Gas Service 
Company (Gas Service), for resale in and near the towns of Troy, Wathena and 
Elwood in Kansas, across the Missouri River from St. Joseph, Missouri, all as 
more fully set forth in the application, as supplemented. 

The proposed facilities consist of approximately 6 miles of 8-inch pipeline 
extending from Applicant’s existing town border meter station at St. Joseph 
northward along the western edge of the city and across the Missouri River 
into Kansas to connect with facilities proposed to be built by Gas Service for 
transportation and distribution to the area of the three towns. Applicant also 
plans to install an additional town border meter station on this line to increase 
flexibility of operation and service by Gas Service in and about St. Joseph. 

The estimated natural gas requirements of Gas Service for the new area to 
be served are: 

Ist Year 2nd Year 8rd Year 
PE GE CE tieecetitcennnnandaaememnaen 1, 738 1, 890 2, 020 
RRR CR atnccnccetduactbntkagunmactes 128, 300 137, 500 146, 984 


These additional quantities will not appreciably affect Applicant’s gas reserves. 

The estimated cost of the facilities proposed to be constructed under this 
application is $170,000, which will be defrayed from funds on hand. 

Temporary authorization to construct and operate the facilities and to make 
the additional sale to Gas Service as applied for was granted to Applicant on 
August 17, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 20, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of December 28, 1948, in Docket No. G—298 (4 FPC 471). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation and exhibits, as supplemented, in this proceeding, are proposed to be used 
in the transportation and sale of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, as integral parts of Applicant’s existing 
pipeline system and the construction and operation thereof by Applicant are 








822 FEDERAL POWER COMMISSION 


subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of facilities and the proposed 
sales of natural gas to The Gas Service Company for resale, by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (ce) (4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the exer- 
cise of the rights granted thereunder, and that the time within which construc- 
tion of the facilities authorized by this order shall be completed and said facilities 
placed in actual operation should be fixed at 10 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cities Service Gas Company to construct and operate 
the facilities and to sell natural gas to The Gas Service Company for resale, all 
as hereinbefore described and as more fully described in the application and 
exhibits, as supplemented, in this proceeding, upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraph (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be constructed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 
10 months from the date on which this order issues. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


COASTAL TRANSMISSION CORPORATION, DOCKET NO. CP60-71 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 3, 1960) 


On March 28, 1960, as supplemented on April 14, 1960, Coastal Transmission 
Corporation (Applicant) filed in Docket No. CP60-71 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of field facilities to enable 
Applicant to take into its certificated main pipeline system natural gas which 
will be purchased from producers thereof in the general area of Applicant’s 
existing transmission system from time to time during the 12-month period 
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from July 1, 1960, to July 1, 1961, at a total cost of not to exceed $1,500,000, 
with no single project to exceed a cost of $300,000, all as more fully set forth 
in the application and supplement. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of gas in various producing areas generally co- 
extensive with its system. 

Applicant proposes to finance the cost of the subject facilities by bank loans 
or other funds, including cash on hand. No new or additional sale of gas is 
proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
August 30, September 12, 19 and concluded on September 26, 1960, respecting 
the matters involved in and the issues presented by the application herein. 
On August 23, 1960, the Fuel Oil Committee of the Better Home Heat Council 
of Florida filed a petition to intervene in this proceeding and on September 2, 
1960, Applicant filed its answer to said petition. After due consideration, the 
Commission on September 21, 1960, issued its order denying said petition to in- 
tervene. Staff counsel moved orally at the hearing on September 26, 1960, that 
the intermediate decision procedure be omitted and that the Commission render 
a decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Coastal Transmission Corporation, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order accompanying Opinion No. 301 issued December 28, 
1956, in Docket Nos. G—-9262 and G—9960 (16 FPC 118). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein, as supplemented, are proposed to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the period ending July 1, 1961, as proposed by Appli- 
cant, are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before September 1, 1961, 
a statement under oath showing by projects: (a) names of fields connected, 
(b) a description of the project or projects that have been constructed pur- 
suant to the authorization granted hereunder, (c) the location of said project or 
projects, (d) the cost of the facilities so constructed, (e) estimates of the gas 
supplies attached, and (f) the names of the independent producers involved, 
together with the respective dates of the gas sales contracts and the docket num- 
bers of the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction dur- 
ing the period ending July 1, 1961, and the total expenditures for facilities to 
be constructed hereunder should be limited to $1,500,000, with no single project 
to exceed a cost of $300,000. 
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(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Coastal Transmission Corporation to construct and 
operate the proposed facilities to take natural gas from producers thereof during 
the period ending July 1, 1961, all as more fully described in the application in 
this proceeding, as supplemented, upon the terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above shall be limited to 
construction during the period ending July 1, 1961, and the total expenditures 
for facilities to be constructed hereunder shall be limited to $1,500,000, with no 
single project to exceed a cost of $300,000. 

(C) Applicant shall submit, on or before September 1, 1961, a statement under 
oath showing by projects: (a) names of fields connected, (b) a description 
of the project or projects that have been constructed pursuant to the authoriza- 
tion granted in paragraph (A) above, (c) the location of said project or projects, 
(d) the costs of the facilities so constructed, (e) estimates of the gas supplies at- 
tached, and (f) the names of the independent producers involved, together with 
the respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the exer- 
cise of the rights granted thereunder. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck and 
Paul A. Sweeney. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP60-63 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING ABANDONMENT 


(Issued October 3, 1960) 


Colorado-Wyoming Gas Company (Colorado-Wyoming), (Applicant), a nat- 
ural gas pipeline company with its principal place of business in Denver, Colo- 
rado, filed, on March 21, 1960, as supplemented on April 28, 1960, and as amended 
on September 6, 1960, an application for a certificate of public convenience and 
necessity, pursuant to Section 7 of the Natural Gas Act (Act) authorizing 
the Applicant to purchase, construct, operate and retire certain facilities and 
to make additional sales of off-peak gas, subject to the jurisdiction of the Com- 
mission, all as more fully represented in the application which is on file with 
the Commission. 

Applicant proposes the following additions and retirements : 

(1) Purchase 13,076 feet of 6-inch line, referred to as the Westminster Lateral 
Line, from Public Service Company (Public Service). 

(2) Construct one new major meter station. 

(3) Revamp the Westminster Meter Station. 

(4) Rebuild 11 Farm Tap Stations into Small Group and Large Group 
Stations. 

(5) Retire the National Alfalfa Milling Company Tap at Johnstown, Colorado. 
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The purpose of the acquisition of the 6-inch Westminster Lateral Line is to 
supplement Applicant’s existing 3-inch line so as to provide the necessary capac- 
ity to meet the requirements of Public Service in that area. The enlargement 
of the Westminster Meter Station is necessary for the rendition of adequate 
service to Public Service’s rapidly expanding Westminster residential area. 

The proposed new meter station facilities to be constructed at West 44th 
and McIntyre on the 8-inch Arvada-South Golden line is necessary to supply 
natural gas to a new industrial customer of Public Service. 

Applicant proposes to rebuild 11 main line farm tap stations into 10 small 
group and 1 large group installations. Originally, these farm tap connections 
were made for customers of Public Service when service for less than 10 
customers was desired. A small group tap costing $1,050 will serve from 
10 to 50 customers. A large group tap will serve in excess of 50 customers 
when a town border facility is not required. 

The National Alfalfa Milling Company at Johnstown, Colorado, went out of 
business in 1958. No gas having been sold there since, permission is herein 
being requested to abandon that tap. 

Additionally, Colorado-Wyoming requests authorization to deliver off-peak 
gas to Public Service for testing and experimental work at the Leyden Storage 
Project. Said project is connected to the Applicant’s transmission system by 
approximately four miles of 18-inch lateral line owned by Public Service. The 
Applicant also requests authority to use Public Service’s measuring station, 
at the Leyden end of the latter’s 18-inch line, in lieu of expending an approxi- 
mate $20,000 required to build a measuring station at the point of interconnection 
of Applicant’s system with the aforesaid 18-inch lateral. In support of the 
proposed utilization of the existing measuring station, the Applicant contends 
that a shut-in test of the four miles of the 18-inch line has indicated that 
there is no line leakage. The proposed off-peak sales will be made at a rate 
equivalent to the commodity charge of Applicant’s G-1 Rate as filed in its 
FPC Gas Tariff. 

Colorado-Wyoming has in the recent past made some off-peak deliveries to 
Public Service for injection into and testing of, the proposed storage area. 
The interconnection of Applicant’s system with Public Service’s 18-inch lateral 
and the subsequent deliveries of off-peak volumes of gas without previous 
Commission authorization, was done under the misconception that Section 
2.55(c) of the Rules of Practice and Procedure so provided. That the off-peak 
deliveries were made to an existing customer for the purpose of testing the 
proposed storage area and not for resale in a local community clearly indicates 
that the section relied upon by Colorado-Wyoming is inapplicable. Certification 
of the instant proposal however, will cure this inadvertent defect. 

The total estimated cost of all facilities proposed in the instant application 
is $75,623 which Applicant proposes to finance from its working funds. Total 
retirements amount to $1,934. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 26, 1960 respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render 
a decision herein pursuant to Section 1.30(c)(1) of the Commission's Rules 
of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a natural gas pipeline company is engaged in the sale of 
natural gas in interstate commerce for ultimate public consumption, subject 
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to the jurisdiction of the Commission, and is, therefore, a “‘natural-gas com- 
pany” within the meaning of the Natural Gas Act. 

(2) The facilities hereinbefore described, and as more fully detailed in 
the application in this proceeding, are proposed to be used in the transportation 
and sale of natural gas in interstate commerce, subject to the requirement of 
subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The facility proposed to be retired and abandoned, as hereinbefore de- 
scribed, and as more fully detailed in the application herein, is used in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and such abandonment is subject to the require- 
ments of subsection (b) of Section 7 of the Natural Gas Act. 

(4) The construction, operation and abandonment of the facilities and the 
sale of natural gas as proposed by the Applicant are required by the public 
convenience and necessity and a certificate therefor should be issued as herein- 
after ordered and conditioned. 

(5) Applicant is able and willing to do the acts and to perform the services 
proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by the staff counsel for omission 
of the intermediate decision procedure under Section 1.30(c) of the Com- 
mission's Rules of Practice and Procedure, was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of said Rules. 


The Commission orders: 


(A) Permission for and approval of the abandonment of the facility herein- 
before described, and as more fully detailed in the application in this proceeding, 
is hereby granted to Colorado-Wyoming. 

(B) A certificate of public convenience and necessity be and is hereby issued, 
upon the terms and conditions of this order, authorizing the sale by Applicant 
of off-peak volumes of gas for the testing and experimental requirements of 
the Leyden Storage Project, together with the construction and operation of 
the facilities hereinbefore described, as more fully detailed in the application in 
this proceeding. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (¢)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) above and to the exercise of the rights granted 
thereunder. 

(D) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation by Applicant as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at six months from the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facility as authorized in paragraph (A) above within 10 days of such 
abandonment. 

(F) The grant of the certificate herein shall be without prejudice to any 
findings or orders which have been or may hereinafter be made by the 
Commission in any proceeding now pending or hereafter instituted by or against 
the Applicant. Further, our action in this proceeding shall not foreclose nor 
prejudice any future proceedings or objection relating to the operation of any 
price or related provision should the Leyden Storage Project prove successful. 
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Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., DOCKET NO. G—20106 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDON MENT 


(Issued October 3, 1960) 


On November 10, 1959, as supplemented on December 14, 1959, February 16, 
1960 and April 18, 1960, Kansas-Nebraska Natural Gas Company, Inc. (Appli- 
eant) filed in Docket No. G—20106 an application pursuant to Section 7 of the 
Natural Gas Act for a certificate of public convenience and necessity authorizing 
the installation and operation of a 1,000-horsepower compressor unit addition 
to its existing main line compressor station at Palco, Kansas, and for permission 
and approval to abandon approximately 2.2 miles of 8-inch lateral pipeline and 
measuring facilities near Grand Island, Nebraska, all as more fully set forth in 
the application and supplements. 

It appears that the proposed 1,000-horsepower compressor unit addition is the 
most suitable and economical means of increasing existing natural gas service 
to Central Kansas Power Company’s electric generating plant at Hill City, 
Kansas, necessitated by a 22,000 KW addition to that plant and at the same 
time providing a facility available for emergency service to compress Kansas 
gas for further transmission into Nebraska. Authorization is sought for the 
emergency interstate operation of the proposed compressor unit, namely the use 
of the unit during emergencies to compress Kansas gas for transportation into 
Nebraska. 

The estimated cost of the proposed construction is $236,000 which it is stated 
will be paid from current working capital. Proposed additional deliveries to 
the Hill City plant are estimated at 1,250,000 Mcf per year, which will not 
appreciably decrease the life index of Applicant’s total system gas supply. 

Applicant negotiated a new contract with Central Kansas Power Company 
dated January 1, 1960, for the sale of gas for the Hill City plant at a block rate 
ranging from 60 cents per Mcf down to 20.6 cents per Mcf, with a minimum bill 
of $3,600 per year, which contract has a two-year term and is cancellable at any 
time upon 30 days notice. It appears that most of the gas will be sold in the 
20.6 cent block. The proposed rate will compensate Applicant for the cost of 
rendering the service including the costs attributable to the proposed compressor 
addition. 

The facilities for which permission and approval to abandon are sought are 
stated to have been used solely for service to the Riverside Power Plant of the 
Nebraska Public Power System, which service was abandoned September 1, 1959, 
following abandonment of the plant and cancellation on July 30, 1959, of the 
contract between Applicant and Nebraska Public Power System for said service. 
No other customers or communities are affected and the abandonment of the 
Riverside Power Plant, which had been using 50,000 Mcf of natural gas per year, 
has resulted in complete idleness of the 8-inch line and measuring facilities here 
sought to be abandoned. The estimated total cost of removing the facilities is 
$6,100 and their salvage value is estimated at $12,100. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 12, recessed to, and concluded on September 26, 1960, respecting the 
matters involved in and the issues presented by the application herein. No 
petition to intervene or protest to the granting of the application has been re- 
676—807—64 55 
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ceived. Staff counsel moved orally at the hearing that the intermediate decision 
procedure be omitted and that the Commission render a decision herein pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Kansas-Nebraska Natural Gas Company, Inc., a Kansas corpo- 
ration having its principal place of business in Hastings, Nebraska, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of April 6, 1943, in Docket No. G-259 (3 FPC 
966). 

(2) The facilities proposed to be installed and operated, as hereinbefore de- 
scribed and as more fully described in the application, as supplemented, herein, 
will be used in the transportation of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and the installation and operation thereof 
by Applicant are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(3) The installation and operation of the facilities proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application, as supplemented, herein, are used 
in the transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, and such abandonment is subject to the requirements 
of Subsection (b) of Section 7 of the Natural Gas Act. 

(5) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and permission and approval therefor 
should be granted as hereinafter ordered. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in paragraph 
(3) above and to the exercise of the rights granted thereunder, and that the time 
within which the installation of the facilities authorized by this order should be 
completed and said facilities placed in actual operation should be fixed at six 
months from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Kansas-Nebraska Natural Gas Company, Inc. to in- 
stall and operate the facilities hereinbefore described, as more fully described 
in the application, as supplemented, in this proceeding, upon the terms and 
conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (e) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 




















FEDERAL POWER COMMISSION 829 





of the Commission’s Regulations under the Natural Gas Act is hereby fixed at six 
months from the date on which this order issues. 

(D) Permission for and approval of the abandonment of facilities herein- 
before described, as more fully described in the application, as supplemented, in 
this proceeding, is hereby granted to Kansas-Nebraska Natural Gas Company, 
Ine. 

(E) Applicant shall advise the Commission of the date of abandonment of 
the facilities referred to in paragraph (D) hereof within 10 days of the date of 
such abandonment. 





Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck and 
Paul A. Sweeney. 


KANSAS-NEBRASKA NATURAL GAS COMPANY, INC., 
DOCKET NO. CP60-45 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 3, 1960) 



















Kansas-Nebraska Natural Gas Company, Inc. (Applicant), a Kansas cor- 
poration with a principal place of business at Phillipsburg, Kansas, filed an appli- 
cation on February 29, 1960, and a supplement thereto on March 23, 1960, in 
Docket No. CP60—45, pursuant to Section 7 of the Natural Gas Act for a certifi- 
cate of public convenience and necessity authorizing Applicant to construct 
and operate a 2500 horsepower compressor station addition to its Holcomb, 
Kansas, Compressor Station, for the transportation and sale of natural gas 
subject to the jurisdiction of the Commission, all as more fully described in the 
application and supplement on file with the Commission. 

During its 1959-60 winter operations, Applicant asserts it experienced lower 
suction pressure at its Holcomb station than it had estimated. During the 
period from January 1 through 5, 1960, the Holcomb station suction pressure 
varied between 232 psig and 240 psig, as compared to its forecast of 245 psig 
in Docket No. G—17839. Applicant attributes reduction in suction pressure to 
the continuous pressure decline in the Hugoton Field. It estimates a Holeomb 
station suction pressure of approximately 225 psig during the 1960-61 winter, 
as compared to the Docket No. G-17839 forecast of 240 psig for the same 
winter. 

The record reflects Applicant needs the 2,500 horsepower addition at Holcomb 
(making a total installation of 5,450 horsepower) to insure sufficient capacity 
for its firm market requirements. In addition, this added horsepower would 
reduce the present load on another of its stations in the Hugoton Field near 
Deerfield, Kansas, which station contains four 40 year old 450 horsepower 
compressors that are somewhat unreliable. The estimated cost of the project 
is $565,000 to be financed from current working capital. 

Temporary authority for the proposed construction and operation was granted 
by the Commission on July 28, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 21, 1960, respecting the matters involved in and the issues presented 
by the application filed herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and the Com- 
mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, a Kansas corporation having its principal place of business in 
Phillipsburg, Kansas, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s existing pipeline system, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Public convenience and necessity require that the general terms and 
conditions sei forth in paragraphs (b), (c) (3), (c) (4), and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter issued to 
Applicant and to the exercise of the rights granted thereunder, and that the 
time within which the construction of the facilities authorized by this order 
should be completed and placed in actual operation should be fixed at six months 
from the date on which this order issues. 

(5) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the natural gas 
facilities hereinbefore described, all as more fully described in the application 
and exhibits, as supplemented in this proceeding upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4), and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at six months from the date on which this order issues. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 
KENTUCKY GAS TRANSMISSION CORPORATION, DOCKET NO. CP60-53 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT 


(Issued October 3, 1960) 


Kentucky Gas Transmission Corporation (Applicant), a Delaware corporation 
with a principal office in Charleston, West Virginia, filed an application on 





FEDERAL POWER COMMISSION 831 


March 8, 1960, and a supplement thereto on May 20, 1960, in Docket No. CP60-53, 
pursuant to Section 7 of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing (a) the acquisition from Petroleum Explora- 
tion (Pet-X) and operation of approximately 34.2 miles of 8-inch transmission 
pipeline in Fayette, Madison and Estill Counties, Kentucky; and 4.6 miles of 
4-inch transmission pipeline in Madison County, Kentucky; (b) the construction 
and operation of measuring and regulating facilities required for the render- 
ing of initial service to Pet-X for resale, and 4.6 miles of 6-inch transmission 
pipeline in Madison County, Kentucky, replacing the 4.6 miles of 4-inch pipeline 
proposed to be acquired. It requests permission and approval to abandon such 
4.6 miles of 4-inch transmission pipeline in Madison County, Kentucky, all as 
more fully set forth in the application and supplement on file with the Com- 
mission. 

The record reflects that the facilities to be acquired (a portion of which are 
operated under lease by Applicant under authorization granted in Docket No. 
G-—961), and facilities proposed to be constructed are necessary to maintain 
operating control over the facilities serving Applicant’s existing wholesale cus- 
tomers and to eliminate an estimated capacity deficiency in its transmission 
system of approximately 4300 Mcf in meeting the estimated peak-day require- 
ments of the 1960-61 winter period, including volumes for the initiation of 
wholesale service to Pet-X. Applicant shows that service to Pet-X is required 
because of the depletion of local reserves available to Pet-X for resale which 
has resulted in residential curtailments in the markets served by Pet-X in the 
State of Kentucky during the 1957-58 and 1958-59 winter periods. Applicant 
expects to sell up to 4,500 Mcf per day to Pet-X to help it meet its estimated 
requirements. 

Applicant proposes to acquire the facilities from Pet-X on the basis of their 
net book value. As of December 31, 1959, this is stated to be $51,142.20. The 
estimated cost of the proposed 6-inch transmission pipeline and measuring and 
regulating station is $165,700, all of which will be financed by Applicant’s parent, 
The Columbia Gas System, Inc. 

The Public Service Commission of Kentucky has approved the proposed trans- 
action and rearrangement of service. Upon consummation of the acquisition, 
Applicant will cancel its agreements with Pet-X by which it leases facilities 
from Pet-X and purchases gas from Pet-X and enter into a new agreement to 
sell gas to Pet-X. 

No one will be deprived of service by the abandonment of facilities. 

There is no question as to gas supply. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 21, 1960, respecting the matters involved in, and the issues presented 
by the application and supplement filed therein. No petition to intervene or 
protest to the granting of the application has been received. Staff counsel 
moved orally at the hearing that the intermediate decision procedure be omitted 
and that the Commission render a decision herein pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 

The Commission finds: 

(1) Applicant, a Delaware corporation, having its principal place of business 
in Charleston, West Virginia, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities, proposed to be abandoned, as hereinbefore described and 
as more fully described in the application herein, are used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of 
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the Commission and such abandonment is subject to the requirement of Subsec- 
tion (b) of Section 7 of the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and permission and aproval therefor should 
be granted as hereinafter order and conditioned. 

(4) The facilities proposed to be acquired, and the facilities proposed to be 
constructed and operated, as hereinbefore described and as more fully described 
in the application herein, will be used in the transportation and sale of natural 
gas in interstate commerce subject to the jurisdiction of the Commission, and 
the construction and operation thereof by Applicant are subject to the require 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) The acquisition, construction and operation of the facilities proposed by 
Applicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (ce) (1), (ec) (3), (ce) (4), (d) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act should attach to the issuance of the certificate referred to in paragraph (5) 
above and to the exercise of the rights granted thereunder, and that the time 
within which installation and acquisition of the facilities authorized by this 
order should be completed and the said facilities placed in actual operation 
should be fixed at one year from the date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 1.30 
(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 





(A) Permission for and approval of the abandonment of the facilities herein- 
before described, as more fully described in the application and exhibits in this 
proceeding, is hereby granted to Applicant. 

(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to acquire, construct and operate the 
facilities hereinbefore described, as more fully described in the application and 
exhibits in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(1), (ce) (3), (c) (4), (d) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (B) hereof and to the exercise of the rights thereunder. 

(D) The time within which the facilities hereby authorized shall be acquired, 
constructed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations is hereby fixed at one year from 
the date on which this order issues. 

(E) Applicant shall advise the Commission of the date of abandonment of the 
facilities within 10 days of the date of such abandonment. 
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Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck and 
Paul A. Sweeney. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP60-77 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECKSSITY 


(Issued October 3, 1960) 


The Ohio Fuel Gas Company (Applicant), an Ohio corporation with a principal 
office in Columbus, Ohio, filed an application on April 1, 1960, in Docket No. 
CP60-77 for a certificate of public convenience and necessity pursuant to Sectia. 
7 of the Natural Gas Act for authorization to construct and operate a tap at the 
junction of its existing 16-inch Line D and its 4-inch lateral D-55 in Erie County, 
Ohio, in order to enable Applicant to sell and distribute at retail up to an esti- 
mated 500 Mcf per day of natural gas in the Village of Wakeman in Huron 
County, Ohio. Line D serves Sandusky, Fremont and other northern Ohio com- 
munities. Applicant will construct and operate a distribution system in the 
town and a “feeder” line from the proposed tap to the town, a distance of 
about 3 miles. The feeder line will be used to distribute gas to consumers along 
its route to the village. The foregoing is more fully stated in the application 
on file with the Commission. 

Applicant’s estimated gas requirements for service in the Village of Wakeman 
(population 690 in 1950) for the first three years of operation are as follows: 


| Volumes in Mef @ 14.65 


Peak day | Annual 


378 | 
446 59, 910 
486 65, 496 


49, 125 


Applicant estimates the total costs of the proposed construction at $142,968 
of which $250 is for the proposed tap. These costs will be paid from cash on 
hand. 

The volume of gas required for this new service is too small to have any 
appreciable effect on Applicant’s over-all gas supply or the service rendered 
to its existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on September 26, 1960, respecting the matters involved in, and the issues 
presented by, the application filed herein. No petition to intervene or pro- 
test to the granting of the application has been received. Staff counsel 
moved orally at the hearing that the intermediate decision procedure be 
omitted and the Commission render a decision herein pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 

(1) Applicant, an Ohio corporation, having its principal place of business 
in Columbus, Ohio, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities hereinbefore described, as more fully described in the 
application filed in this proceeding, are proposed to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are 
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subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (¢c) (4), and (e) of Sec- 
tion 157.20 of the Commission’s Regulations Under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be com- 
pleted and placed in actual operation should be fixed at six months from the 
date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, as more fully described in the application and exhibits, 
for the transportation of natural gas as therein set forth, subject to the juris- 
diction of this Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
Under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) above and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations Under the Natural Gas Act 
is hereby fixed at six months from the date on which this order issues. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY, DOCKET 
NO. CP60-118 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued October 3, 1960) 


Peoples Gulf Coast Natural Gas Pipeline Company (Applicant), a Delaware 
corporation, with its principal place of business in Chicago, Illinois, filed an 
application pursuant to Section 7(c) of the Natural Gas Act for a certificate 
of public convenience and necessity authorizing it to construct and operate a 
side tap on its existing 30-inch transmission pipeline ; 400 feet of 2-inch lateral 
from the proposed tap to the facilities of Monarch Gas Company (Monarch), 
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and a meter and regulator station at the terminus of Applicant’s proposed 
lateral, all in Effingham County, Illinois, for the sale and delivery of natural 
gas to Monarch for local distribution by the latter in Beecher City, Illinois. 

Monarch has secured the necessary local franchise and will construct and 
operate a distribution system in Beecher City. Monarch has received the 
necessary authorization from the Illinois Commerce Commission. 

Applicant estimates the cost of the proposed facilities to be $15,800 and will 
finance the construction from funds on hand. 

Monarch proposes to serve Beecher City from the quantities of natural gas 
which Applicant has heretofore been authorized to sell and deliver to Monarch. 
The sale and delivery by Applicant to Monarch will be made pursuant to and 
in accordance with Applicant’s FPC Gas Tariff Original Volume No. 1 and 
executed service agreement dated December 16, 1959. 

Monarch estimates Beecher City’s gas requirements as follows: 


Volumes in Mef 











lst year 2d year | 3d year 

| 
Annual requirements. .__... 5, 870 13, 940 23, 160 
Peak-day requirements. -..- | 54 132 214 


Applicant was granted temporary authorization by the Commission by letter 
dated July 7, 1960 to construct and operate the facilities as proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 22, 1960 respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Peoples Gulf Coast Natural Gas Pipeline Company, a Delaware cor- 
poration, having its principal place of business in Chicago, Illinois, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in Docket No. G—19963 (22 FPC, 1013, 1014). 

(2) The transmission facilities proposed to be constructed, as hereinbefore 
described, and as more fully described in the application, are proposed to be 
used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, as an integral part of Applicant’s 
existing pipeline system, and the construction and operation thereof by Appli- 
eant are subject to the requirements of subsections (c) and (e) of Section 7 
of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities and sale of 
natural gas hereinbefore described are required by the public convenience and 
necessity, and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(1), (¢e)(3), (c)(4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
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should attach to the certificate hereinafter issued and to the exercise of the 
rights granted thereunder, and that the time within which construction of 
facilities authorized by this order shall be completed and in actual operation 
should be fixed at 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission, is granted, pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to Peoples Gulf Coast Natural Gas Pipeline Company authorizing 
it to construct and operate transmission facilities and to make the sale of natural 
gas hereinbefore described, all as more fully described in the application, subject 
to the jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(ec) (3), (ce) (4), and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof, and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP60-23 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 3, 1960) 


Southern Natural Gas Company (Applicant), a Delaware corporation with 
a principal office in Birmingham, Alabama, filed an application in Docket No. 
CP60-23 on February 3, 1960, and a supplement thereto on February 24, 1960, 
pursuant to Section 7 of the Natural Gas Act for a certificate of public con- 
venience and necessity authorizing Applicant to construct and operate approx- 
imately 6.87 miles of 8-inch loop line extending northward from the northern 
end of the present 8-inch loop of the existing Calera lateral to the Cahaba River 
crossing in Shelby County, Alabama, all as more fully described in the applica- 
tion and supplement on file with the Commission. 

The proposed facilities will enable Applicant to deliver increased volumes of 
natural gas mainly to Alabama Gas Corporation for service in Bessemer, Ala- 
bama, near Birmingham, and to the Southern Cement Company at Roberta, 
Alabama, south of Bessemer, both of which are existing customers of Applicant, 
and receiving substantial volumes of interruptible gas through the Calera 
lateral. Other smaller customers receive volumes of firm and interruptible gas 
from the Calera lateral. The capacity of the Calera lateral will be increased 
from 45,875 Mcf to 53,034 Mcf per day on the day of maximum deliveries from 
the lateral, which is stated to occur when the temperature is about 55° F. 
Applicant states this volume will not be transported through the lateral during 
peak winter periods because the industrial customers served by the lateral will 
be curtailed during such periods, to enable the Applicant to meet its over-all 
system firm requirements. 
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The increased capacity will also enable Applicant to meet the increased 
annual requirements of its existing customers, along the Calera lateral. The 
estimated requirements to be served from the Calera line are as follows, for 
the day of maximum operation (55° F) : 


Mef @ 14.73 psia on 55° F day 





Customer 


Firm requirements Interruptible | Total 
} requirements | 





| 1959-60 | 1960-61 | 1959-60 1960-61 | 1959-60 | 1960-61 
Sales for Resale 
i 
| 
| 


Alabama Gas Corp. (Bessemer)-.........- 









6, 168 9, 864 9, 432 9, 432 15, 600 19, 296 
MEAROUNE. 262452 os25- péantiiacne abeet 633 659 atone 633 659 
Ch ta ere 700 750 2, 147 | 2, 215 2, 847 | 2, 965 
Chilton County gas district... .._- 188 | 197 a 188 | 197 
CORPRIINEE. cick scenrsdisncicinita uti 293 | , _ {| ae cts deta 293 | 319 
icc ania kacahclelenaed bon ciaaae 78 89 sanieaedetieimadaiial | 78 89 
Montevallo_ peeade Sobel ad 447 514 |-.- Ricihumnnatel 447 | 514 
Pleasant Grove.......--- slicbas oni 1, 802 Rs oc iaaeccbans 1, 802 | 1, 913 
WU tsk cenrelicecceas wage 47 SP Ei ssccns ‘aes 47 | 52 
| 
Direct Industrials | | 
Alabama Aggregate-.---- SS Le A ee Le ee | 80 | 80 | 80 | 80 
DE Tin i cge ect ahtonannces eae naan 950 | 950 | 950 950 
American Marietta ieee elie 700 | 700 | 700 700 
Cheney Lime Works........-.---------.-- |- = Tees 650 | 650 | 650 | 650 
pe fo ere ‘ iad | 600 | 600 | 600 600 
Longview-Saginaw Lime Co La Lead 15e : 2, 200 | 2, 200 | 2, 200 2, 200 
eee : ade oF eal al 550 | 550 | 550 | 550 
Pure Carbonic Inc.....-........- pualaaasapenenal oat 450 450 450 | 450 
Southern Goetnent Oe.5.2. s-o55c- 55 ncnns hl cade toh an eset) SE 15,340 | 13,600! 15,340 
U.8. Steel-TCI Div. } | 
Concord Mines................ bance } 4 ee a bbe a 960 | 960 960 960 
Bessemer Rolling Mills. ...-.-- | , 1, 200 





Oe ee sdcaceccasal 33S) ese 


1 ' 


33, 519 35, 327 | 

The estimated cost of the proposed facilities is $219,690, and will be defrayed 
by Applicant from funds on hand. 

The volumes of gas required for this new service will not have any appreciable 
effect on Applicant’s over-all gas supply. 

Pursuant to due notice, a public hearing was held in Washington D.C., on 
September 21, 1960, respecting the matters involved in and the issues presented 
by the application filed herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 

(1) Applicant, a Delaware corporation, having its principal place of business 
in Birmingham, Alabama, is a “natural-gas company” within the meaning of the 
Natural Gas Act. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission; and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued subject to the conditions stated herein. 
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(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require: that deliveries to Southern 
Cement Company should not exceed 15,340 Mcf daily ; the estimated requirement 
shown in the application; the general terms and conditions set forth in para- 
graphs (a), (b), (c) (1), (3), (4) and (e) of Section 157.20 of the Commission’s 
General Rules and Regulations, including the Rules of Practice and Procedure 
should attach to the issuance of the certificate referred to in paragraph (3) 
above, and to the exercise of the rights granted thereunder, and that the time 
within which construction of facilities authorized by this order should be com- 
pleted and said facilities should be placed in actual operation should be fixed at 
six months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing applicant to construct and operate the natural gas facilities 
as hereinbefore described, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(1), (8), (4) and (e) of Section 157.20 of the Commission’s Rules and Regula- 
tions, including Rules of Practice and Procedure, shall attach to the issuance 
of the certificate granted in paragraph (A) hereof, and to the exercise of the 
rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 
Section 157.20 of the Commission’s Rules is hereby fixed at six months from 
the date on which this order issues. 

(D) Deliveries to Southern Cement Company shall not exceed 15,340 Mcf 
daily. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


SOUTHERN NATURAL GAS COMPANY, DOCKET NO. CP60-91 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 3, 1960) 


On April 29, 1960, Southern Natural Gas Company (Applicant) filed in 
Docket No. CP60-91 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of field facilities to enable Applicant to take into its 
certificated main pipeline system natural gas which will be purchased from time 
to time during the 12-month period commencing August 7, 1960, at a total cost 
not in excess of $3,000,000 with no single project to exceed a cost of $500,000, 
all as more fully set forth in the application. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
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pipeline system new supplies of natural gas in various producing areas gen- 
erally coextensive with its system. 

Applicant will finance the cost of its proposed facilities from funds on hand. 
No new or additional sale of gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 20, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Southern Natural Gas Company, a Delaware corporation 
having its principal place of business in Birmingham, Alabama, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of October 6, 1942, in Docket No. G—296 (3 
FPC 822). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation herein, are proposed to be used in the transportation and sale of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, and 
the construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the 12-month period commencing August 7, 1960, as 
proposed by Applicant, are required by the public convenience and neces- 
sity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before October 7, 1961, 
a statement under oath showing by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted 
hereunder, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers in- 
volved, together with the respective dates of the gas sales contracts and the 
docket numbers of the related producer certificate applications. 

(6) The authorization granted herein should be limited to construction dur- 
ing the 12-month period commencing August 7, 1960, and the total expenditures 
for facilities to be constructed hereunder should be limited to $3,000,000, with 
no single project to exceed a cost of $500,000. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Southern Natural Gas Company to construct and 
operate the proposed facilities to take natural gas from producers thereof dur- 
ing the 12-month period commencing August 7, 1960, all as more fully described 
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in the application in this proceeding, upon the terms and conditions of this 
order. 

(B) The authorization granted in paragraph (A) above is hereby limited 
to construction during said 12-month period commencing August 7, 1960, and the 
total expenditures for facilities to be constructed hereunder is hereby limited 
to $3,000,000, with no single project to exceed a cost of $500,000. 

(C) Applicant shall submit, on or before October 7, 1961, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
constructed pursuant to the authorization granted hereunder, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and 
(f) the names of the independent producers involved, together with the respec- 
tive dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G-13541 
ORDER REJECTING PETITION FOR REHEARING 


(Issued October 4, 1960) 


On September 21, 1960, the City of Los Angeles, California (Los Angeles) 
filed “Petition of City of Los Angeles for Rehearing” in this proceeding, 
addressed to the Commission’s Order Approving Proposed Settlement, Prescrib- 
ing Refunds and Terminating Proceeding issued August 19, 1960, in 24 FPC 300, 
in the above-designated docket. 

By letter dated September 19, 1960, received by the Commission on Septem- 
ber 21, 1960, Los Angeles tendered a petition for rehearing (original and 14 
copies), for filing with the Federal Power Commission, stating that although it 
had on September 15, 1960 mailed the copies as required to the parties in 
interest, the original and 14 copies thereof intended for the Commission were 
improvidently addressed to another governmental agency. There is no evidence 
that any member of the Commission or its staff received a copy of Los Angeles’ 
Petition for Rehearing prior to September 21, 1960. Therefore, the Petition for 
Rehearing of the City of Los Angeles, tendered on September 21, 1960, is un- 
timely under Section 19(a) of the Natural Gas Act and Section 1.34 of the 
Commission’s Rules of Practice and Procedure. Cf. Dayton Power and Light 
Co. v. F.P.C. 251 F. 2d 875 (CADC). 


The Commission finds: 


City of Los Angeles’ Petition for Rehearing was not filed within the statutory 
period prescribed by Section 19(a) of the Natural Gas Act and should be 
rejected as hereinafter ordered. 

The Commission orders: 


The Petition of City of Los Angeles for Rehearing of the Commission order 
issued August 19, 1960 in this proceeding, is hereby rejected. 
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Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck 
and Paul A. Sweeney. 


VIRGINIA BLECTRIC & POWER COMPANY, PROJECT NO. 2009 
ORDER APPROVING REVISED EXHIBIT L DRAWING 
(Issued October 5, 1960) 


On August 15, 1960, Virginia Electric and Power Company, licensee for major 
Project No. 2009, filed for Commission approval a revised Exhibit L drawing for 
the Gaston development, showing the plan, elevation, and sections of the dam 
structure which includes a powerhouse intake section, a spillway section and an 
earth-fill section. 

The Chief of Engineers, Department of the Army has advised the drawing 
has been approved in accordance with the provisions of Section 4(e) of the 
Federal Power Act. 


The Commission finds: 


The following described revised Exhibit L drawing conforms to the Commis- 
sion’s rules and regulations and should be approved as part of the license for the 
project, and superseded Exhibit L (FPC No. 2009-20), now part of the license, 
should be eliminated from the license—all as hereinafter provided: 


Gaston Development 


Evhibit L: (FPC No. 2009-24) Dam—Plan, Elevation and Sections (Amended) 
The Commission orders: 


The revised Exhibit L drawing described in the above filing as conforming 
to the Commission’s rules and regulations is approved as part of the license for 
Project No. 2009, and the Exhibit L drawing described in the same finding as 
being superseded is eliminated from the license for the project. 


Before Commissioners: Jerome K. Kuykendall; Chairman; Frederick Stueck 
and Arthur Kline. 


UNION PRODUCING COMPANY, DOCKET NO. RI60-435 


ORDER GRANTING MOTION TO DISALLOW PROPOSED INCREASE IN RATES AND CHARGES 
AND TO DISMISS PROCEEDING 


(Issued October 7, 1960) 


On May 26, 1960, Union Producing Company (Union Producing) tendered for 
filing, pursuant to Section 4(d) of the Natural Gas Act (Act), Supplements No. 
5 to its FPC Gas Rate Schedules Nos, 215 and 216. Said supplements propose 
rate increases from 18.75¢ per Mcf to 26.75¢ per Mcf* for natural gas sold to 
Union Producing’s affiliate, United Gas Pipe Line Company (United) from leases 
in Terrebonne Parish, Louisiana. By order, issued June 24, 1960 pursuant to 
23 FPO 856, Section 4(e) of the Act, the effectiveness of said supplements was 
suspended until December 1, 1960.2, Said order provided that a public hearing 
be held on September 7, 1960, concerning the lawfulness of the proposed increased 
rates. 


1 Including 1.75¢ per Mcf Louisiana tax reimbursement. 
2 The order was published in the Federal Register, 25 F.R. 6226-7. 
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On July 8, 1960, Union Producing filed a motion which it termed a “Motion 
For Rehearing” but which was in fact a motion for reconsideration of said order 
of June 24, 1960,* and a request that the proceeding initiated thereby be con- 
solidated with the proceedings in Docket No. G—13811, et al. 

On August 4, 1960, the Commission issued an order denying Union Pro- 
ducing’s motion for reconsideration and consolidation, and amending the 
order issued June 24, 1960, to provide that Union Producing shall serve its direct 
evidence in support of its proposed increased rates and charges upon all parties 
to this proceeding on or before September 7, 1960, and thereafter a public hearing 
would be held on September 19, 1960, at which time Union Producing’s witnesses 
would adopt the testimony served upon the parties and would be cross-examined 
thereon.‘ 

On August 24, 1960, Union Producing filed a letter, addressed to the Secretary 
of the Commission and signed by its attorney, advising the Commission that 
Union Producing would not present any evidence on September 7, 1960, in sup- 
port of its proposed increased rates and charges, and would not present any 
witnesses at the hearing on September 19, 1960. The files and records of the 
Commission reveal that Union Producing did not, in fact, serve any such evidence 
on September 7, 1960, and has not done so to date. 

At the hearing on September 19, 1960, convened by a duly designated Examiner 
of this Commission, Union Producing made no appearance whatever. Not only 
did Union Producing fail to present any witnesses at the hearing, but it was not 
represented by counsel. At the hearing staff counsel made a motion to omit the 
intermediate decision and asked the presiding examiner to certify to the Com- 
mission a motion to disallow Union Producing’s proposed increase in rates and 
to dismiss this proceeding. The New York Public Service Commission joined in 
the staff’s motion. Additionally counsel for Memphis Light, Gas and Water 
Division, Mississippi Valley Gas Company, Philadelphia Electric Company, Long 
Island Lighting Company, Public Service Electric & Gas Company, United Gas 
Improvement Company, Texas Gas Transmission Corporation and Western 
Kentucky Gas Company, all parties to this proceeding, joined in and supported 
staff’s motions. The Examiner certified the motions to us on September 20, 1960. 
On September 30, 1960, Willmut Gas and Oil Company also filed a motion to 
dismiss. On October 3, 1960, an order was issued waiving the intermediate 
decision procedure. 

Upon consideration of the facts in this matter, and a careful review of the 
law we have determined to grant the motion to disallow the proposed increased 
rates filed by Union Producing on May 26, 1960, and to dismiss this proceeding. 
Section 4(e) of the Act provides that “At any hearing involving a rate or charge 
sought to be increased, the burden of proof to show that the increased rate or 
eharge is just and reasonable shall be upon the natural-gas company * * *”. 
Early in the administration of the Natural Gas Act, this Commission determined 
that “evidence to justify the reasonableness of the proposed increased rates and 
charges must be affirmative, concrete, and persuasive in order to discharge the 
burden of proof resting upon the proponent of such increased rates and charges’”’. 
Mississippi River Fuel Corporation, Docket No. G—150, 2 FPC 170, 178; affirmed, 
Mississippi River Fuel Corporation v. F.P.C., 121 F. 24159. This determination 
of the Commission was in accord with the interpretation placed on the phrase 
“burden of proof” by the Interstate Commerce Commission as it is used in the 


8 An application or petition for rehearing of an interlocutory order such as involved, 
may not properly be filed, Section 1.30(e) of the Rules of Practice and Procedure (18 
CFR § 1.30(e)). 

4 The order was published in the Federal Register, 25 F.R. 7662. 
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Interstate Commerce Act,’ which provision served as the basis for Section 4(e) 
of the Natural Gas Act, Hope Natural Gas Co. v. F.P.C., 196 F. 2d 803, 806. 

There is no doubt that we may require a party to submit its evidence in sup- 
port of a proposed increased rate prior to the date of hearing, see Sections 14(c), 
16 of the Act.6 The failure of Union Producing to serve such evidence or to 
appear at the hearing in this matter is a failure on its part to discharge the 
burden of proof placed upon it by the Act. 

In defense of its failure to comply with said order of the Commission, Union 
Producing avers in its letter filed August 24, 1960, that : 


* * * At the date of the issuance of the Commission’s Order of June 24, 
1960, suspending the increase and setting a hearing for September 7, 1960, 
and continuously since, Union has been and is now occupied with study and 
preparation in connection with the proceedings and hearings in consolidated 
Dockets No. G—13811, et al. * * * 


This statement is not undestandable when it is realized that in those con- 
solidated proceedings Union Producing has presented its direct evidence and 
cross-examination thereof has been completed; cross-examination of the staff 
witnesses was completed on July 26, 1960, and the hearing was recessed until 
November 14, 1960, at which time cross-examination of testimony and evidence 
to be served by the interveners, on October 17, 1960 will commence. It could not 
be that Union Producing is preparing rebuttal to the staff’s testimony and 
evidence because its counsel stated that such rebuttal would not be prepared 
until after the witnesses for the interveners were cross-examined (Docket Nos. 
G-13811, et al., Tr. 1737-38). 

Particularly pertinent to Union Producing’s failure to produce testimony and 
evidence in support of its proposed increased rates is a statement made by the 
United States Court of Appeals for the Third Circuit in Panhandle Eastern Pipe 
Line Co. v. F.P.C., 236 F. 2d 606, 608, as follows: 


* * * But Panhandle must have based its claim for a higher rate of return 
upon justification existing at the time of filing. It is difficult to see how else 
a change could have been proposed in good faith. [Emphasis added.] 


The action of Union Producing in failing to introduce evidence, to produce 
witnesses or even to appear at the hearing to support its proposed increased rates 
appears to be a case of first instance under the Act, but such action has occurred 
under the Interstate Commerce Act, see Docket No. M—9317, 301 ICC 51; Docket 
No. M-9660, 302 ICC 39; Docket No. M—10378, 303 ICC 651; Docket No. M—10477, 
303 ICC 778. In each instance, the Interstate Commerce Commission found 
the suspended rate or schedule not shown to be just and reasonable and cancelled 
the proposed rate. 


The Commission finds: 

(1) The failure of Union Producing to serve testimony and evidence on Sep- 
tember 7, 1960, in support of its increased rates proposed by it in this proceeding 
upon the parties, in compliance with the order issued herein on August 4, 1960, 
or to appear at the hearing on September 19, 1960, is a failure on its part 
to sustain the burden of proof, imposed on it by Section 4(e) of the Act, 
to show that the increased rates are just and reasonable. 


5See Advances in Rates-Western Case, 20 ICC 307, 314-16; Rates on Plaster and 
Gypsum Rock, 27 ICC 67, 68; The Five Per Cent Cases, 31 ICC 351, 525. 

®See Section 7(c) of the Administrative Procedure Act, and the Attorney General’s 
Manual thereon, p. 76; also Argonaut Airways Corp., et al., CAB Docket No. 5132, et al., 
3 Pike & Fischer Admin. Law (2d) 709. 
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(2) The motion to disallow the proposed increased rates and charges and to 
dismiss this proceeding, made by the staff ou September 19, 1960, at the hear- 
ing in this proceeding, and joined in by all parties present, and the motion to 
dismiss filed by Willmut Gas and Oil Company on September 30, 1960, should 
be granted. 


The Commission orders: 


(A) The proposed increased rates contained in Supplements No. 5 to Union 
Producing’s FPC Gas Rate Schedules Nos. 215 and 216, filed by it on May 
26, 1960, the effectiveness of which was suspended until December 1, 1960, by 
order issued herein on June 24, 1960, have not been shown to be just and 
reasonable rates, and, therefore, said increased rates be and the same are hereby 
declared to be unlawful. 

(B) The motions to disallow the proposed increased rates and to dismiss this 
proceeding are hereby granted and the proceeding is hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NOS. G—18313, 
G-18314 AND G-18315; MICHIGAN WISCONSIN PIPE LINE COMPANY, 
DOCKET NO. G-—18316 


ORDER DENYING APPLICATION FOR REHEARING 
(Issued October 10, 1960) 


On September 1, 1960, Midwestern Gas Transmission Company (Midwestern) 
filed an application for rehearing of the Commission’s letter order issued 
August 19, 1960, rejecting Midwestern’s filing of rate schedules * for its Northern 
System as required by paragraph (D)(i) of the order accompanying Opinion 
No. 331, issued October 31, 1959, in Docket Nos. G—18313, et al., 22 FPC 775. 
By our inaction the application for rehearing was denied on September 30 but 
we are issuing this order to give our reasons, at least in part, for denying that 
application. 

Midwestern states that the principal reason given for rejection of the rates 
was that they would reflect a rate of return of 7 percent per year, instead of 
the 614-percent rate of return which the Commission believes is proper. Mid- 
western then alleges (Application for Rehearing, p. 1) : 


From the above, it can only be assumed that the Commission was of the 
belief that the revenues generated from the rejected rates for its Northern 
System would allow Midwestern a return on its investment of 7 percent 
commencing with the first full year of operation. Such is not consistent 
with thefacts. [Emphasis is Midwestern’s.] 


In making the foregoing conclusion, Midwestern must have forgotten that its 
own counsel repeatedly reminded us of the facts regarding the rate of return 
during oral argument, as the following excerpt from the transcript shows 
(Tr. 3860) : 


* * * T want to stress again that this 7 percent rate of return is a third 
year rate of return. It was applied to our rate base and to our sales, and 


1 Designated as Midwestern’s FPC Gas Tariff, First Revised Volume No. 1. 
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it was worked out on the basis of our third year of operation, not our first 
and not our second. And I can’t overemphasize the fact that our initial— 
that our initial rates which were thus constructed will not yield anything 
like a 7 percent return in the first year, nor in the second year of our opera- 
tion, for the simple reason that in those early years we are building up our 
load, and we don’t have the sales. 


Midwestern’s counsel then pointed out to us what the rate of return for 
the first and second years of operation would be assuming a 7-percent rate of re- 
turn in the third year and also assuming a 614-percent rate of return in the 
third year (Tr. 3861-62). Any doubt Midwestern has about our lack of realization 
that the rejected rates would not have produced a 7-percent rate of return until 
the third year of operation should be dispelled by the fact that we specifically 
stated in Opinion No. 331 that “* * * the company’s northern system would 
earn on its average net property in the first three full years of operation a rate 
of return of 5.61 percent in 1961, 6.18 percent in 1962, and 7.06 percent in 1963.” ? 

Midwestern also brings to our attention paragraph (D) (iv) of the order ac- 
companying Opinion No. 331 where we provided that Midwestern should file 
revised rate schedules for its Northern System at the end of a year’s operation so 
that we (a) “* * * can satisfactorily determine the propriety of the rate differen- 
tial reflecting lateral line charge under Midwestern’s Rate Schedule CD-1; and 
(b) whereby we can satisfactorily determine the propriety of the relative levels 
of the demand and commodity components of Midwestern’s rate schedules.” It 
is obvious to anyone who reads the body * of Opinion No. 331 that the real problem 
to be considered at the end of a year’s operation is the “tilt” question, or pro- 
portion of the revenues to be obtained from the demand component as related 
to the commodity component of the rates. Providing for such a filing does not 
automatically afford the customers “* * * every conceivable protection with 
respect to rates after the first year of operation” as is claimed by Midwestern, 
but primarily means that a year’s operating experience should furnish some 
data from which it may be possible to allocate costs between the commodity and 
demand components of the rates. 

Midwestern completely overlooks the fact that paragraph (D) (i) of the order 
accompanying Opinion No. 331 provided that Midwestern should file, 60 days 
prior to the initiation of service on its Northern System, “* * * rate schedules 
satisfactory to the Commission * * *.” (Emphasis supplied.) If we had in- 
tended to accept the rate schedules proposed in Docket No. G—18313 without 
question or examination, there would have been no need to provide that they 
should be “satisfactory to the Commission.” We have not to date allowed any 
comparable pipeline system to earn a rate of return in excess of 614-percent and 
it would seem certainly obvious to Midwestern that there was a strong possibility 
of our not permitting it to begin its service with rates which would earn in 
excess of a 614-percent rate of return in the third year which is the crucial 
year for judging the economic feasibility of a new project. Northern Natural 
Gas Company, et al., Docket Nos. G—17485, et al., 22 FPC 164 at 172. 

Midwestern claims that requiring it to file rates now which are designed to 
earn for Midwestern a rate of return of 614-percent in the third year will pro- 
duce in the first year a rate of return of only 4.87 percent which will “* * * re 
sult in a return to the corresponding proportionate equity of only 1.77 percent.” 4 


® At 22 FPC 787 or, as mimeographed, at page 14. 

* At 22 FPC 786 and 787 or, as mimeographed, at pages 12 and 13. 

*Midwestern did not furnish facts and calculations as to how it arrived at these 
conclusions but we shall assume that they are correct for the purpose of this order. 
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[Emphasis is Midwestern’s.] Obviously if there is a return to equity in any 
amount in the first year of operation, the 4.87-percent over-all rate of return is 
sufficient to pay the interest on Midwestern’s debt and leave a small return for 
the common stockholders even in the first year of operation—an accomplish- 
ment which should be satisfactory for a new pipeline in its first year of operation. 

Indeed, Midwestern’s arguments now are completely different from those it 
made in support of its application in Docket No. G—9451 which was denied by 
the Commission’s order accompanying Opinion No. 316, issued October 31, 1958, 
20 FPC 575. At page 587 of that opinion we noted that Midwestern contem- 
plated that its rates of return for the first, second and third years of operating 
that project would be 0.77 percent, 2.44 percent and 3.34 percent, respectively. 
We then indicated that we felt that such rates of return and other evidence of 
record pointed to doubtful economic feasibility, although the primary basis for 
denial was Midwestern’s failure to show a firm gas supply from Canada. How- 
ever, in its initial brief, filed in support of its application in Docket No. G—9451, 
Midwestern stated in defense of the above-mentioned low rates of return (p. 39) : 


Although Midwestern’s proposed rates were shown to yield less than a 
reasonable return in the first three years of operation (Exh. 653, Sch. 1), 
this is not unusual for a new pipeline project in its early stage of develop- 
ment (Tr. 20923). As witness Davis pointed out, a new pipeline cannot 
be expected to collect rates during the early development period while its 
load is being built up which would cover its entire cost of service, including 
the full rate of return which it may expect to earn after the initial load- 
building period (Tr. 20320). Practically every new major pipeline in the 
country has had to go through a development period during which it did not 
earn what its management considered to be an adequate rate of return 
(Tr. 20923). It is, therefore, both reasonable and logical to design rates 
for a new pipeline on the basis of operations subsequent to the initial 
development period (Tr. 20320). [Emphasis supplied.] 


It would be difficult to find better language than that contained in Mid- 
western’s brief in Docket No. G—9451 to express our views as to the reasonable 
ness of our having fixed a 6%4-percent rate of return, based upon the third 
year of operation, for Midwestern’s Northern System. 

Contrary to Midwestern’s assumptions, we have not overlooked any important 
facts in setting a 614-percent third-year rate of return and Midwestern’s appli- 
cation for rehearing has completely failed to specify any valid reasons to sup- 
port its claims that our rejection of its proposed rates, which would have given 
Midwestern a return on its Northern System of 7.06 percent in the third year, 
was arbitrary, unjust or unfair. 


The Commission finds: 

Midwestern’s application for rehearing should be denied as it does not set 
forth any new facts or principles of law which were not either considered by 
the Commission when it adopted its letter order of August 19, 1960, or which 
now having been considered warrant any change or modification in said order. 
The Commission orders: 


The application for rehearing of the Commission’s letter order of August 19, 
1960, filed by Midwestern Gas Transmission Company on September 1, 1960, 
is hereby denied. 
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MIDWESTERN GAS TRANSMISSION COMPANY, DOCKET NO. CP60-35 
UPON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 8, 1960) * 
Syllabus 


1. Midwestern’s sales of surplus interruptible gas to American Louisiana 
found in public interest since, 1.) having no storage facilities, it is only way 
Midwestern could improve its load factor; 2.) it would appreciably offset 
expected deficiency in net income for 1960; 3.) would produce additional in- 
cremental income in 1961; and 4.) would benefit American Louisiana and 
public it serves. Pp. 849, 851. 

Sommission issues certificate of public convenience and necessity to Appli- 
cant, under Section 7 of Natural Gas Act. P. 851. 


bo 


Harry 8. Littman, Jack Werner, W. C. Braden, L. F. Lee and A. T. Beckstrand 
for Midwestern Gas Transmission Company. 

Charles V. Shannon for American Louisiana Gas Company. 

Stanley J. Harris, Jr. for the Staff of the Federal Power Commission. 


DECISION 


BIinver, Presiding Examiner: This proceeding involves an application by Mid- 
western Gas Transmission Company (Midwestern) for a certificate of public 
convenience and necessity authorizing it to render to American Louisiana Pipe 
Line Company (American Louisiana) an interruptible gas service pursuant to a 
proposed rate schedule denominated SI-1 (Surplus Interruptible Service). 

Midwestern and American Louisiana executed a short-term gas service con- 
tract dated February 4, 1960, providing for the sale and purchase of up to 80,000 
Mcf of surplus interruptible gas per day from April 1, 1960, until March 31, 1961, 
on an “as, when, and if available basis.” 

Midwestern’s application was filed on February 15, 1960,‘ and at the same time 
the applicant tendered to the Commission its proposed Rate Schedule SI-1 
(Surplus Interruptible Service) requesting that the rate schedule be accepted 
for filing effective as of the date of the issuance of the certificate authority 
requested in this proceeding. 

The Commission, on April 18, 1960, issued notice of application and ordered 
that a formal hearing be held thereon on June 2, 1960, and on the latter date 
the hearing was held and concluded. On May 10, 1960, Midwestern filed an 
application for a temporary certificate of public convenience and necessity and 
a motion to provide for a non-contested hearing procedure. The parties to the 
proceeding were Midwestern, American Louisiana, and Staff, no applications to 
intervene having been filed by any person. 

On June 15, 1960, the Commission issued a Letter Order wherein Midwestern 
was “granted temporary authority to sell natural gas to American Louisiana 
Pipe Line Company as proposed in its application in Docket No. CP60-35.” 

As has been noted, the Applicant is seeking to sell natural gas to American 
Louisiana on a short-term basis, principally during the summer months of 1960 
and thus substantial relief in this matter has already been granted to the Appli- 
eant by the Commission. In this connection, it should be noted that the proposed 
sale and delivery will not require the construction of any facilities and will be 


*No exceptions to the initial decision having been filed or review initiated by the 
Commission, the decision became effective on October 10, 1960, as the final decision and 
order of the Commission. 


1The application was supplemented by filings made thereafter on March 28, May 10, 
and May 17, 1960, supplying additional information. 
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made at the present point of interconnection of the systems of Midwestern and 
American Louisiana in Spencer County, Indiana, which connection was author- 
ized in Docket No. G—20353. 


The Evidence Presented 


The pertinent evidence presented may be summarized as follows: Midwestern 
presented one witness, its Vice President E. E. Miller, who testified that Mid- 
western and American Louisiana entered into a contract on February 4, 1960, 
providing for the sale and delivery by Midwestern and the purchase and receipt 
by American Louisiana of up to 80,000 Mcf of natural gas per day, as Midwestern 
has gas available for sale and delivery on an interruptible basis, and American 
Louisiana desires to purchase. Under the contract Midwestern is not obligated 
to sell and American Louisiana is not obligated to buy any of the gas involved 
in this proceeding. The contract provides that such gas service being offered 
American Louisiana by Midwestern is subject to curtailment without advance 
notice. The rate proposed covering this transaction is 28.33 cents per Mcf, and 
was arrived at by adding one-half of Midwestern’s unit demand charge of 12.66 
cents per Mcf to its commodity charge of 22 cents per Mcf. 

The testimony of Midwestern’s witness and the exhibits sponsored by him and 
received in evidence show that the estimated average daily quantities of gas to 
be available will be 65,679 Mcf for the period from June through September 
1960, with reduced quantities available through March of 1961. In 1960 it is 
estimated that the total volume of gas to be available for resale to American 
Louisiana will be 11,783,075 Mcf and in 1961 it will be 1,896,642, Mcf, or a total 
of 13,679,717 Mcf. 

According to the testimony offered by Midwestern’s Vice President, this gas 
is available largely because Midwestern’s customers have cut back or not taken, 
up to this point, the volumes which they were entitled contractually to receive 
from the Applicant. Apparently, this situation is not expected to continue in- 
definitely. Further, the testimony of Midwestern is to the effect that it antici- 
pates a loss in 1960 of $2,670,000 and that this loss could be reduced approxi- 
mately 251% percent if the proposed sale to American Louisiana could be made 
from June through December of this year. If the proposed sale were made from 
June to the end of the contract period Midwestern’s losses could be reduced from 
$2,670,000 to $1,988,000. 

The evidence offered on behalf of Midwestern was not contradicted in any 
material particular. 

It would not serve the public interest not to permit Midwestern to reduce its 
potential losses which were in the order of $4,000 per day for each day that 
deliveries of gas to the buyer could not be made. On the contrary, the making 
of savings which can be effected to reduce such potential losses would serve the 
public interest as well as that of the parties to this proceeding. 

During the hearing a question was raised by the Staff regarding the adequacy 
of Tennessee’s reserves at the time the Commission certificated the sale of the 
latter’s gas to Midwestern. The fact of the matter is that Tennessee has been 
certificated by the Commission to sell the volumes of gas to Midwestern which 
are provided for in its effective service agreement. Certainly Midwestern had 
the right to purchase the full contract quantities authorized by the certificate 
granted by the Commission and to sell such gas. The only gas involved here at 
this time is gas which Midwestern had the right to obtain but which it was un- 
able to dispose of in the volumes which it contemplated its customers would 
take. No customer of Midwestern is to be deprived of gas it is entitled to receive 
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and no customer has intervened. There is no intention on the part of Midwest- 
ern to avoid any delivery obligations to its customers. Moreover, according to 
the testimony presented by Midwestern’s Vice President, Tennessee’s life index 
is 18.8 years. Tennessee is Midwestern’s supplier. However, the examiner 
makes no finding whatever with regard to Tennessee’s life index since the evi- 
dence which would be necessary to arrive at an informed judgment regarding 
the latter’s life index is not contained in this record. It was not necessary to 
embark upon such a study for the purposes of this proceeding. In this connec- 
tion it should be noted that the Commission considered Tennessee’s reserves at 
the time it certificated the sale of the latter’s gas to Midwestern to be adequate, 
and no evidence to the contrary was presented in this proceeding. It is reason- 
able to assume that if Midwestern’s gas supply were inadequate a certificate of 
public convenience and necessity would not have been issued authorizing it to 
make the sales to its customers as originally contemplated. Certainly the exam- 
iner is not privileged to reverse certificate authority granted by the Commission 
to Tennessee to serve Midwestern nor to engage in conjecture that the Commis- 
sion was mistaken when it granted Midwestern a certificate of public con- 
venience and necessity to sell the volumes contemplated to be sold by the latter 
to its customers. In this connection, it may also be observed that the uncon- 
tradicted testimony is to the effect that the gas proposed to be sold here is in 
the neighborhood of 7/100 of one percent of Tennessee’s estimated reserves, or 
about a 4-day gas supply. 

American Louisiana presented the testimony of its Vice President and Chief 
Engineer, Karl E. Schmidt. In this connection, it may be pointed out that 
Midwestern has no storage facilities and the only way in which Midwestern 
can improve its load factor is to dispose of the gas. The gas to be obtained 
from Midwestern is proposed to be sold by American Louisiana to its customers 
Michigan Consolidated Gas Company and Michigan Wisconsin Pipe Line Com- 
pany, which have storage fields. The gas to be taken by American Louisiana 
ean be taken during off-peak periods and injected into underground storage 
fields to meet peak loads during the next winter. American Louisiana's witness 
testified that it was necessary to obtain gas from Midwestern for the coming 
winter by reason of a number of factors which brought about a deficiency in 
the amount of gas necessary for adequate service on American Louisiana’s 
system. American Louisiana’s witness during the course of his testimony 
adverted to at least six situations which have caused or brought about the 
shortage claimed to exist on the system. These may be summarized as 
follows: 

(1) Phillips Petroleum Company informed Michigan Wisconsin that because 
of over-production of certain wells on acreage dedicated to Michigan Wiscon- 
sin it would have to shut-in such wells and reduce deliveries to Michigan 
Wisconsin by 635,000 Mcf per day during the months of June, July, and 
August 1960. This reduction was to commence on June 1, 1960, and would 
continue for 92 days, and would involve a total reduction of 3,220,000 Mcf. 

(2) Michigan Wisconsin was an applicant for a certificate of public con- 
venience and necessity in Docket No. G—20569, which application has in sub- 
stantial part been granted by the Commission.? According to American Loui- 
siana’s witness, Michigan Wisconsin would, were the application in Docket 
No. G—20569 granted, have to reduce the pressures on its mainline in order 
to make some 75 hot taps in connection with the installation of the loops 
involved in such docket. According to Mr. Schmidt, the combination of the 


2 Opinion No. 336, issued August 6, 1960, 24 FPC 177. 
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reduction in pressures on its mainline in order to make the 75 hot taps in 
connection with the installation of the loops involved in Docket No. G—20569 
and the cut back in deliveries from Phillips would result in a total reduction 
of 5,785,000 Mcf. 

(3) The witness also testified that the United States Corps of Engineers 
during the twelve months ended August 31, 1960, would be engaged in widening 
and deepening Bayou Bogue Hasty in Mississippi. Because of this work, 
American Louisiana’s pipeline would have to be relocated. This circumstance 
would cause throughput to be reduced by 2,400,000 Mcf during the period 
ended August 31, 1960. 

(4) The witness further testified that American Louisiana had already lost 
350,000 Mcf in throughput in 1960 as a result of highway relocation work. 
The loss in throughput by reason of the work of the United States Corps of 
Engineers and as the result of highway relocation work would result in a loss 
in throughput for American Louisiana for the twelve months ended August 
31, 1960, amounting to 2,750,000 Mcf. 

(5) It was pointed out that there had been a recent change in the Michigan 
Wisconsin form of tariff, and Michigan Wisconsin and its customers had very 
little experience under the new tariff and consequently Michigan Wisconsin 
had waived the volumetric limitation contained in such tariff for the balance 
of the first contract year, i.e., August 31, 1960, in order to afford more flexibility 
to their customers, at least for the early period of the employment of the 
new form of tariff. On the basis of the experience of Michigan Wisconsin, Mr. 
Schmidt estimated that Michigan Wisconsin’s delivery obligations to its custo- 
mers would exceed its annual contract quantities by 4,722,000 Mcf in the 
twelve months ended August 31, 1960, even if Michigan Consolidated were 
limited to the annual contract quantities specified in its service agreement. 

(6) American Louisiana’s witness noted that March of 1960 was the coldest 
March in history, being 29 percent colder than normal. As a result, larger 
amounts were withdrawn from the storage fields than would otherwise have 
been the case. The effect upon Michigan Wisconsin was to require it to replace 
larger amounts of storage gas than normal to protect its customers during 
the next winter. 

In addition, American Louisiana testified to what it has referred to as 
“large additional unsatisfied requirements on its system.” 

No evidence was offered in contradiction of the testimony offered either by 
Midwestern or American Louisiana, no motion to dismiss was made by Staff 
at the conclusion of the direct case, and Staff counsel stated that he had no 
position for or against the granting of the application at that time, preferring 
to state his position in a brief. 

Apparently one of the principal reasons for opposing the granting of this 
application by the Staff rested upon its position that it expected the application 
in Docket No. G—20569 to be denied and, therefore, it would be unnecessary to 
reduce the pressures in connection with the looping of Michigan Wisconsin’s 
pipeline. In this connection, it should be noted that at the time of the hearing 
no decision had been issued in Docket No. G—20569, the Staff had opposed the 
granting of this application and neither the parties, the staff nor the examiner 
knew at the time of this hearing what decision would be reached by the Com- 
mission. However, on August 6, 1960, the Commission granted the application 
in Docket No. G—20569 and thus one of the principal foundation stones upon 
which the Staff’s opposition to this application was based was removed. 

It is clear from the evidence presented that there is a need for this gas by 
the American Louisiana system, at least for the period involved in the contract 
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made between Midwestern and American Louisiana, and that it would serve 
public convenience and necessity to permit and authorize the proposed sale. 


ADDITIONAL FINDINGS AND CONCLUSIONS 










































Upon consideration of the entire record herein, the facts adduced, and the 
briefs filed, it is found and concluded, in addition to the findings and con- 
clusions hereinbefore set out, that: 

(1) Midwestern Gas Transmission Company and American Louisiana Pipe 
Line Company are “natural-gas companies,” as defined in the Natural Gas Act. 

(2) The proposed sale of surplus interruptible gas to American Louisiana 
under proposed Rate Schedule SI-1 (Surplus Interruptible Service) is a sale in 
interstate commerce and such sale is required by the present and future public 
convenience and necessity. 

(3) Midwestern is able and willing to render the proposed surplus interrupt- 
ible service on an “if, as, and when available basis” and no additional facilities 
are required to effectuate such sale. 

(4) American Louisiana has demonstrated a need for the gas involved 
herein. 

(5) The evidence conclusively shows that the sales of surplus interruptible 
gas to American Louisiana by Midwestern, if realized, would appreciably offset 
the expected deficiency in net income of Midwestern for the year 1960; would 
produce additional incremental net income in 1961; and would benefit American 
Louisiana and the public served by it. 

(6) Rate Schedule SI-1 (Surplus Interruptible Service) should be accepted 
for filing and should be made effective as of the date of the issuance of the 
certificate herein. 

(7) The sale of up to 80,000 Mcf of surplus interruptible natural gas per 
day to American Louisiana by Midwestern on an “if, as, and when available 
basis” is required by the present and future public convenience and necessity 
and a certificate therefor should be issued as requested in the instant 
application. 

ORDER 





WHEREFORE, IT IS ORDERED, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Prac- 
tice and Procedure, that: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Midwestern Gas Transmission Company to sell and deliver 
surplus interruptible gas to American Louisiana Pipe Line Company under 
proposed Rate Schedule SI-1 (Surplus Interruptible Service) up to 80,000 Mcf 
per day of surplus interruptible gas on an “if, as, and when available basis.” 

(B) Rate Schedule SI-1 (Surplus Interruptible Service) is accepted for 
filing and made effective as of the date of the issuance of the certificate herein. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificates granted in Paragraph (A) and to 
the exercise of the rights hereunder. 

SAMUEL BINDER, 
Presiding Examiner 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. RP60-13 
ORDER DENYING INTERVENTION 


(Issued October 10, 1960) 


On September 16, 1960, Panhandle Eastern Pipe Line Company (Panhandle) 
filed a petition for leave to intervene in the above-entitled proceeding. This 
proceeding concerns the proper method for accounting and reporting of fed- 
eral income taxes paid by Northern Natural Gas Company (Northern) and was 
initiated by an Order to Show Cause issued by this Commission on June 14, 
1960, 23 FPC 809. 

Panhandle bases its claim of right to intervene in this proceeding upon two 
grounds: (1) that “Panhandle is one of Northern Natural’s largest resale cus- 
tomers” and (2) “a similarity with certain matters involved in this proceed- 
ing and the problems which presently confront Panhandle in connection with 
accounting and rate matters.” 

As for Panhandle’s first ground, we find that the basis for such alleged in- 
terest is a sale involved in Docket No. G—18831, for which temporary authori- 
zation was issued on August 6, 1959. Deliveries under said temporary authori- 
zation were commenced by Northern Natural on September 30, 1959, and were 
suspended on April 22, 1960. No deliveries of natural gas have been made by 
Northern Natural to Panhandle since the latter date. The application for a 
certificate of public convenience and necessity authorizing the said sales of 
natural gas is still pending. After consideration of all of the facts before us 
in Docket No. G—18831, we do not believe that Panhandle has shown such a 
present interest involved therein as to demonstrate a right to intervene in this 
proceeding. 

In regard to Panhandle’s second ground, it may be that there is involved in 
this proceeding some similarity with matters involved in the proceeding con- 
cerning Panhandle’s petition for Declaratory Order and for the Issue of a Rule 
in Docket No. RP60-16, which is now pending before this Commission. On 
August 31, 1960, we issued an order denying a petition for declaratory order 
which had been filed by Northern Natural in this proceeding on July 11, 1960. 
Now to grant Panhandle the right to introduce matters in this proceeding 
which are properly involved in Docket No. RP60-16 would, in effect, nullify 
our order of August 31, 1960. Such action would not be proper. 


The Commission finds: 


Panhandle has not shown a right or interest as contemplated by Section 1.8 
(b) of the Commission’s Rule of Practice and Procedure sufficient to justify its 
intervention in this proceeding as being in the public interest. 

The Commission orders: 


The petition for leave to intervene in this proceeding filed by Panhandle on 
September 16, 1960, be and the same is hereby denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G—12399; 
CHAMPLIN OIL & REFINING COMPANY, DOCKET NO. G-14830; 
AMERADA PETROLEUM CORPORATION, DOCKET NO. G—16029; CITIES 
SERVICE GAS COMPANY, DOCKET NO. G—16217 ; PHILLIPS PETROLEUM 
COMPANY, DOCKET NOS. G—16280, G-16439; CARTER-JONES DRILLING 
COMPANY, INC., DOCKET NO. G-16288; MAGNOLIA PETROLEUM COM- 
PANY (NOW SOCONY MOBIL OIL COMPANY, INC.), DOCKET NOS. 
G-16295, G-16296 ; G-16393 AND G-—16266; JOHNTOM OIL COMPANY, INC., 
DOCKET NO. G-16875; McCOMMONS OIL COMPANY, DOCKET NO. G- 
16376; ANSON L. CLARK, DOCKET NO. G-—16382; CORNELL OIL 
COMPANY, DOCKET NO. G—16383; BOND OIL CORPORATION, ET AL.., 
DOCKET NO. G-16392; HUDSON OIL & METALS COMPANY, DOCKET 
NO. G-16436; THE PURE OIL COMPANY, DOCKET NO. G-17493; GULF 
OIL CORPORATION, DOCKET NO. G-16761; RIDDELL PETROLEUM 
CORPORATION, DOCKET NO. G—17828; FAIN—-PORTER DRILLING COR- 
PORATION, DOCKET NO. G-—17831. 


ORDER DENYING APPLICATION AND MOTION TO AMEND ORDER 


(Issued October 10, 1960) 


On September 12, 1960, Oklahoma Natural Gas Company filed an application 
and motion for correction and further amendment of the Commission’s order of 
August 12, 1960, 24 FPC 222, amended August 19, 1960, 24 FPC 305, issuing 
certificates of public convenience and necessity and modifying the presiding 
examiner’s decision. Oklahoma Natural objects to the accuracy of the following 
statement in our order (second full paragraph, 24 FPC at 228): 


The evidence presented by Natural sets forth how it failed to contract for 
the Knox Field gas and then bid 16 cents on gas from the fields involved 
here believing that this was necessary to meet the competition of other 
buyers. 


Oklahoma Natural says: 


The sentence * * * above states that Natural failed to contract for the 
Knox Field gas and then paid 16¢ on the gas from the fields involved in the 
instant proceedings in Docket Nos. G—12399, et al. This is categorically 
wrong. The facts are that Natural contracted for the gas in question 
(August, 1958), long before the Knox gas was committed to anyone else 
(January and February, 1959), and that the price paid by Natural in the 
contracts involved here when approved by the Commission (December, 
1958) in temporary certificates set a minimum bidding price for gas in the 
area. 


Answers were filed to Oklahoma Natural’s motion by Natural Gas Pipeline 
Company and the staff contending that the motion of Oklahoma Natural 
should be denied. As set forth in the answers, testimony given by Natural’s 
witness explains how negotiations with the British-American Oil Producing 
Co. to acquire a gas supply in the Knox Field broke down and how Natural 
then proceeded to acquire gas reserves in central Oklahoma; Natural’s witness 
said: 
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We finally found that a 16 cent price brought their interest to such 
a degree that they would negotiate with us. We got a Btu correction in- 
volved, and we proceeded to develop a contract. 

As we were approaching the final stages you can trade indefinitely and 
barter on various little terms, but there always comes a day when you 
must sum up and see whether you have a contract or not. AS we ap- 
proached that stage with British American, I detected a reluctance to 
reach that point on their part. And as we pressed, conceded on some 
little items so that we would have a contract for gas, rather than a 
friendly extensive negotiation, why, they broke down, giving as their rea- 
son at the time that they were reluctant to apply for a temporary 
certificate. 














* 





* * * * * 





We had a conference in my office with my own staff one morning, and 
we decided that we were no longer front runners at Carter-Knox, and we 
may be losing the entire battle of acquiring gas for Natural. And we 
had the choice at that time to select a price that we thought would be 
interesting enough to the producers to induce them to enter a gas pur- 
chase contract with us and to get out and to move promptly before we 
were undercut entirely. 

We did that. We approached Magnolia, Amerada, Pure, others that 
were in the area. The price we selected is 16 cents. It was sufficient to 
induce these people to negotiate with us and finally enter into a con- 
tract. It was not enough yet to change the trend that was occurring 
at Carter-Knox, (T. 605-606; See also T. 105-106). 









The witness explained that further attempts to obtain the Knox gas at 
17 cents and 20 cents were made until the Knox gas was fully committed 
to Lone Star. While Natural contracted for the gas involved in these pro- 
ceedings in August of 1958 and the Knox gas was not committed to another 
party until 1959, our statement was accurate. An uttempt was made by 
Natural to obtain the Knox Field gas; this failed; and then negotiations were 
commenced with the producers in central Oklahoma. We were not trying 
to assess the responsibility for the increased field prices, but were considering, 
on the basis of the testimony, the market conditions in central Oklahoma 
in order to appraise the proposed initial prices. 














The Commission finds: 


It is not necessary or appropriate to carry out the provisions of the Natural 
Gas Act that our order of August 12, 1960, as amended, be further amended 
as requested by Oklahoma Natural. 


The Commission orders: 
The application and motion of Oklahoma Natural is hereby denied. 
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Before Commissioners: Jerome K. Kuykendall, Chairman: Frederick Stueck 
and Arthur Kline. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, ET AL., DOCKET 
NO. G—12059, ET AL. 


ORDER AMENDING ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE 
AND DELIVERY OF NATURAL GAS 


(Issued October 10, 1960) 


The towns of Bessemer City and Cherryville, North Carolina, filed on July 29, 
1960, a joint motion that the Commission (1) receive additional evidence sub- 
mitted with said motion in substitution for certain evidence hereinbefore 
submitted to support their respective natural gas systems, (2) find that the 
present proposals are feasible, and (3) authorize Transcontinental Gas Pipe 
Line Corporation (Transco) to sell and deliver to movants the natural gas 
allocated movants by the Commission’s order issued November 29, 1957, 18 
FPC 710, on the basis of the proposals as modified by said additional evidence. 

The town of Cherryville originally proposed to construct, own and operate 
a 4-inch transmission line approximately ten miles in length, running from a 
point on Transco’s mainline to and through Bessemer City to Cherryville, and 
proposed to charge Bessemer City 1.5 cents per Mef. for transporting the gas. 
Each municipality presented evidence at the original hearing before the Presid- 
ing Examiner to demonstrate the engineering and economic feasibility of the 
respective proposals. The Presiding Examiner in his decision issued September 
20, 1957, made a finding and conclusion as follows: 


11. Public convenience and necessity requires that any authorization of 
Transco to construct and operate the proposed facilities be conditioned 
to require Transco * * * to make physical connection with and to sell 
and deliver natural gas on a firm basis to the following towns in the 
following amounts: 

Bessemer City, N.C., 701 Mcf per day 
Cherryville, N.C., 1,236 Mcf per day 
Woodruff, 8.C., 1,096 Mcf per day 


The presiding Examiner ordered : 

(A) A certificate of public convenience and necessity is hereby issued 
authorizing Transcontinental Gas Pipe Line Corporation (Transco) to 
construct and operate the facilities applied for herein and hereinbefore 
described, and to make the sales referred to in Finding Nos. 10 and 11 
hereinbefore made, subject to the jurisdiction of the Commission, upon 
the terms and conditions of this order. 

Public convenience and necessity requires that the following condi- 
tions should attach to the certificate issued to Transco in Docket No. 
G-—12059 herein and to the exercise of the rights granted thereunder : 
(1) That Transco shall render the gas service specified in Find- 
ing Nos. 10 and 11 hereinbefore made in the amounts specified 
* * * provided further that the allocations to Bessemer City 
and Cherryville, North Carolina, and to Woodruff, South 
Carolina, are conditioned upon such towns fully complying 
with, and obtaining such approvals as are required by, the 
laws of their respective States; * * * 
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This Commission adopted without comment the portion of the Presiding 
Examiner’s decision granting allocations to Bessemer City and Cherryville. 

Bessemer City now proposes to construct and operate 1.93 miles of 234 inch 
and .74 miles of 314 inch transmission line from a point on Transco’s mainline 
to Bessemer City’s distribution system. Cherryville will build approximately 
ten miles of 4-inch line from another tap on Transco’s line to Cherryville’s 
distribution system. Each town will own and operate its own distribution 
system, as proposed in the original application. Under the modified plan, each 
municipality will build a line from a separate tap on Transco’s mainline to its 
distribution system. 

The estimated cost of construction of Bessemer City’s revised project is 
$275,000. Cherryville’s revised project is estimated to cost $525,000. Bessemer 
City and Cherryville propose to finance their projects by issuing 30-year, six 
percent municipal gas system revenue bonds in amounts of $275,000 and $525,000, 
respectively. Based upon the new evidence submitted, showing a 30-year bond 
issue and assuming third year leveling of revenues and expenses, Bessemer 
City’s debt service coverage ratio is computed at 1.61, while Cherryville’s debt 
service coverage ratio is computed at 1.71. 

The evidence shows that R. S. Dickson & Company, Incorporated, financial 
consultants of Charlotte, North Carolina, will purchase the bonds of Bessemer 
City and Cherryville, based upon present market conditions. 

On August 2, 1960, Transcontinental Gas Pipe Line Corporation filed a 
response to said joint motion stating that Transco has no objection to the relief 
sought by Bessemer City and Cherryville herein, provided the authorized alloca- 
tions to said municipalities do not exceed 701 Mcf per day and 1326 Mcf per 
day, respectively. 

A copy of said joint motion without the exhibits has been served by movants 
upon each of the parties to the original proceeding herein on September 16, 
1960, together with a statement that if any party wished copies of any of said 
exhibits, that they would be furnished immediately upon request, and stating 
further that if no reply was received by September 28, 1960, it would be con 
cluded that said parties had no interest in this matter. No reply has been 
received from any of said parties of record other than that of Transco. 


The Commission finds: 


(1) The record herein should be reopened for the sole purpose of receiving 
the additional evidence, described above, submitted with said motion. 

(2) Public convenience and necessity require that Transcontinental Gas Pipe 
Line Corporation be authorized to sell and deliver 701 Mcf of natural gas per 
day to Bessemer City, North Carolina, and 1326 Mcf of natural gas per day 
to Cherryville, North Carolina, from two separate taps on its line, as herein- 
before described, instead of from a single tap as originally authorized by the 
Commission in its order of November 29, 1957 herein. 


The Commission orders: 


The certificate of public convenience and necessity heretofore issued herein 
authorizing Transcontinental Gas Pipe Line Corporation to make physical con- 
nection at a single tap on its transmission line and sell and deliver 701 Mcf 
of natural gas per day to Bessemer City, North Carolina, and 1326 Mecf of 
natural gas per day to Cherryville, North Carolina, is hereby amended to author- 
ize Transcontinental Gas Pipe Line Corporation to make physical connection 
and sell said respective volumes of natural gas to Bessemer City and Cherry- 
ville at two taps on its said transmission line, as hereinabove described. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP60-120 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 10, 1960) 


On June 13, 1960, United Gas Pipe Line Company (Applicant) filed in Docket 
No. CP60-120 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construction 
and operation during the calendar year 1961 of certain taps, meters and ap- 
purtenant facilities to render temporary direct natural gas service to not more 
than 25 direct industrial customers along the route of Applicant’s pipeline sys- 
tem in the States of Alabama, Florida, Louisiana, Mississippi and Texas, all 
as more fully set forth in the application. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting with, connecting and serv- 
ing various unnamed road construction contractors who would use the gas 
in connection with federal, state and local road building projects. Applicant’s 
past experience shows that the average road project uses approximately 16,000 
Mcf of natural gas, requiring an investment of approximately $500 for con- 
struction and removal of facilities for each project, or a maximum total under 
this application of approximately 400,000 Mcf of gas and a total construction cost 
of $12,500. 

The proposal herein will not result in any increase in Applicant’s system 
delivery capacity, nor will it have any appreciable effect on Applicant’s ability 
to maintain adequate service to its existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of November 10, 1942, in Docket No. G—232 (3 FPC 
863). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation and 
delivery of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act 

(3) The construction and operation of the facilities during the calendar year 
1961 as proposed by Applicant are required by the public convenience and 
necessity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 
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(5) It is appropriate and necessary in carrying out the provisions of the 
Natural Gas Act and the Commission’s regulations thereunder that Applicant 
should submit a report, under oath, on or before March 1, 1962, giving all 
pertinent details of construction pursuant to this authorization, including the 
names and location of customers and their projects, a description of the facili- 
ties installed and the actual cost thereof for each project, the volumes of gas 
sold to each customer and the revenues received therefor, and the date of 
termination of service to each customer served hereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 

The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Gas Pipe Line Company to construct and 
operate the proposed facilities and to deliver natural gas during the calendar 
year 1961, as hereinbefore described and as more fully described in the appli- 
eation in this proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit a report, under oath, on or before March 1, 
1962, giving all pertinent details of construction pursuant to this authoriza- 
tion, including the names and location of customers and their projects, a descrip- 
tion of the facilities installed and the actual cost thereof for each project, the 
volumes of gas sold to each customer and the revenues received therefor, and 
the date of termination of service to each customer served hereunder. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-13 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 10, 1960) 


On July 19, 1960, United Gas Pipe Line Company (Applicant) filed in Docket 
No. CP61-13 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construction 
and operation of minor routine natural gas facilities to enable Applicant to 
make new direct industrial sales from its main pipeline system from time to 
time during the calendar year 1961, all as more fully set forth in the application. 

The proposed facilities, which would consist of taps, meters and branch lines, 
would have a total cost not to exceed $750,000, with the cost of any single 
connection limited to a maximum of $200,000. Financing will be from current 
working funds. 

Total annual deliveries to direct industrial customers to be attached under 
this application are not to exceed a maximum of 10,000,000 Mcf, and Applicant 
states that none of the facilities for which authorization is here requested will 
be used to deliver gas to any electric power company for use as boiler fuel in 
the generation of electricity. 
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Applicant’s main line delivery capacity will not be increased by this proposed 
construction. The proposed deliveries are relatively minor and will have no 
appreciable effect on Applicant’s gas supply or ability to serve its existing 
customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of November 10, 1942, in Docket No. G-232 (3 FPC 
863). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to’ the jurisdiction of the 
Commission, as integral parts of Applicant’s pipeline system and the construc- 
tion and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities to sell and deliver natural 
gas during the calendar year 1961, as hereinbefore described, are required by 
the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities so con- 
structed should be limited to a maximum of $750,000, with no single project to 
exceed a cost of $200,000. Further, this authorization should limit the total 
deliveries of natural gas to direct industrial customers to be attached under the 
subject proposal to a maximum of 10,000,000 Mcf per year, none of which shall 
be for use as boiler fuel in the generation of electricity. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit on or before February 1, 1962, a 
report under oath showing pertinent details of the construction of facilities 
authorized hereinafter, including names and locations of customers, facilities 
installed for each customer, actual final cost of each project, estimated annual 
gas deliveries to each customer, term of each contract and expected annual gross 
revenues from each customer. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach to 
the certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 
676—-807—64——_57 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Gas Pipe Line Company to construct and operate 
natural gas facilities to sell and deliver natural gas during the calendar year 
1961, as hereinbefore described and as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditure for 
facilities so constructed is hereby limited to a maximum of $750,000, with no 
single project to exceed a cost of $200,000. Further, the total deliveries of 
natural gas to direct industrial customers to be attached under this authoriza- 
tion are hereby limited to a maximum of 10,000,000 Mcf per year, none of which 
shall be for use as boiler fuel in the generation of electricity. 

(C) Applicant shall submit on or before February 1, 1962, a report under oath 
showing pertinent details of the construction of facilities authorized in para- 
graph (A) above, including names and locations of customers, facilities in- 
stalled for each customer, actual final cost of each project, estimated annual 
gas deliveries to each customer, term of each contract and expected annual gross 
revenues from each customer. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) above and to the exercise 
of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


ALABAMA POWER COMPANY, ARIZONA PUBLIC SERVICE COMPANY, 
ARKANSAS MISSOURI POWER COMPANY, ARKANSAS POWER & 
LIGHT COMPANY, BLACKSTONE VALLEY GAS & ELECTRIC COMPANY, 
BOSTON EDISON COMPANY, CAROLINA POWER & LIGHT COMPANY, 
CENTRAL HUDSON GAS & ELECTRIC CORPORATION, CENTRAL ILLI- 
NOIS PUBLIC SERVICE COMPANY, CENTRAL LOUISIANA ELECTRIC 
COMPANY, INC., DELAWARE POWER & LIGHT COMPANY, DUQUESNE 
LIGHT COMPANY, EL PASO ELECTRIC COMPANY, EMPIRE DISTRICT 
ELECTRIC COMPANY, FITCHBURG GAS & ELECTRIC LIGHT COM- 
PANY, GEORGIA POWER COMPANY, GULF POWER COMPANY, GULF 
STATES UTILITIES COMPANY, THE HARTFORD ELECTRIC LIGHT 
COMPANY, HOLYOKE WATER POWER COMPANY, IDAHO POWER 
COMPANY, INTERSTATE POWER COMPANY, IOWA PUBLIC SERVICE 
COMPANY, JERSEY CENTRAL POWER & LIGHT COMPANY, KANSAS 
GAS & ELECTRIC COMPANY, LAKE SUPERIOR DISTRICT POWER 
COMPANY, LOUISIANA POWER & LIGHT COMPANY, THE MARIETTA 
ELECTRIC COMPANY, MERRIMACK-ESSEX ELECTRIC COMPANY, 
METROPOLITAN EDISON COMPANY, MINNESOTA POWER & LIGHT 
COMPANY, MISSISSIPPI POWER COMPANY, MISSISSIPPI POWER & 
LIGHT COMPANY, MISSISSIPPI VALLEY PUBLIC SERVICE COMPANY, 
MISSOURI EDISON COMPANY, MISSOURI POWER & LIGHT COMPANY, 
MONONGAHELA POWER COMPANY, THE MONTANA POWER COMPANY, 
MONTEREY UTILITIES CORPORATION, THE NARRAGANSETT ELEC- 

TRIC COMPANY, NEW JERSEY POWER & LIGHT COMPANY, NEW OR- 

LEANS PUBLIC SERVICE, INC., NEW YORK STATE ELECTRIC & GAS 
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CORPORATION, NORTHERN STATES POWER COMPANY OF MINNE- 
SOTA, NORTHERN STATES POWER COMPANY OF WISCONSIN, 
NORTHERN VIRGINIA POWER COMPANY, OHIO EDISON COMPANY, 
OKLAHOMA GAS & ELECTRIC COMPANY, ORANGE AND ROCKLAND 
UTILITIES, INC., PACIFIC GAS & ELECTRIC COMPANY, PACIFIC 
POWER & LIGHT COMPANY, PENNSYLVANIA ELECTRIC COMPANY, 
PENNSYLVANIA POWER COMPANY, PENNSYLVANIA POWER & LIGHT 
COMPANY, PHILADELPHIA ELECTRIC COMPANY, THE POTOMAC 
EDISON COMPANY, POTOMAC ELECTRIC POWER COMPANY, PO- 
TOMAC LIGHT & POWER COMPANY, PUBLIC SERVICE COMPANY OF 
INDIANA, INC., PUGET SOUND POWER & LIGHT COMPANY, ROCK- 
LAND ELECTRIC COMPANY, SOUTH CAROLINA ELECTRIC & GAS COM- 
PANY, SOUTH PENN POWER COMPANY, SOUTHWESTERN ELECTRIC 
POWER COMPANY, SOUTHWESTERN PUBLIC SERVICE COMPANY, 
SUBURBAN ELECTRIC COMPANY, SUPERIOR WATER, LIGHT AND 
POWER COMPANY, UNION ELECTRIC COMPANY, UTAH POWER & 
LIGHT COMPANY, VIRGINIA ELECTRIC & POWER COMPANY, THE 
WASHINGTON WATER POWER COMPANY, THE WEST MARYLAND 
POWER COMPANY, WEST PENN POWER COMPANY, WEST TEXAS 
UTILITIES COMPANY, WESTERN MASSACHUSETTS ELECTRIC COM- 
PANY, WORCESTER COUNTY ELECTRIC COMPANY, DOCKET NO. 
E-6836 


ORDER DENYING APPLICATIONS FOR REHEARING AND REQUESTS FOR STAY 


(Issued October 11, 1960) * 


Applications for rehearing of the Commission’s Opinion No. 337 and accom- 
panying order issued in the above-entitled proceeding, 24 FPC 278, were filed on 
September 12, 1960, by Southwestern Electric Power Company, and on Septem- 
ber 15, 1960, by Alabama Power Company and a number of other respondents 
herein jointly. The applications also request that, if the Commission denies 
rehearing and the other relief requested in the applications, we grant a stay 
of the Commission’s said opinion and order until 120 days after the disposition 
of the applications of rehearing or entry of a final order after judicial review, 
whichever is later. 

In general, the points raised and matters argued in the applications for 
rehearing are sufficiently discussed or adequately dealt with in Opinion No. 
337 and accompanying order. Oaly with respect to two matters is brief dis- 
cussion warranted. 

First, the Alabama Power group of respondents contend in their applica- 
tion that we erred in Opinion No. 337 in construing our August 1, 1958 order 
instituting this proceeding as framing the single question of whether the 
questioned advertising expenditures were political in character. Of course, the 
August 1, 1958 order expressly provided by paragraph (D) thereof, that (20 
FPC 108, 113) : 


(D) At the hearing ordered herein each of the above-entitled Companies 
shall present any justification there may be for its (or indicated predecessor) 
respective accounting entry or entries herein questioned; and shall show 
cause, if any there be, why it should not, by an appropriate memorandum 
accounting entry reclassify to Account 538, the respective dollar amount 
shown in Column (5) of the attached Table A opposite its (or inlicated 
predecessor) corporate name. 


*Affirmed 304 F. 2d 29 (CA5-1962). 
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Thereafter, on July 15, 1959, in Opinion No. 323 and accompanying order is- 
sued in this proceeding, we considered an appeal by respondents from a ruling 
by the examiner excluding evidence then proffered by respondents to show, 
inter alia, that their disputed advertising expenditures were necessary to 
counter the competition of government owned and subsidized electrical power 
facilities and to protect respondents’ businesses from such competition, and 
that therefore such expenditures were ordinary, necessary, just and reasonable 
and non-political expenditures of respondents. In affirming the examiner’s 
ruling excluding such evidence, we held (22 FPC 72, 76-77) : 


With one exception, the nine questioned advertisements appear on their 
face to involve the presentation of argument in matters of political con- 
troversy, or have as their primary purpose the influencing of public opin- 
ion as to proposed legislation or the repeal of existing laws, and have a 
direct relationship to political matters. In our judgment, the evidence 
thus far proffered in this proceeding is without probative value to show 
the contrary with respect to any of these advertisements. Moreover, ac. 
cepting arguendo the contention of certain of the companies that the 
proffered evidence is admissible because relevant to the issue of whether 
the questioned advertisements are political or non-political in character, 
it is without weight to prove that these advertisements are in fact non- 
political. Accordingly, the proffered evidence need not be admitted with 
respect to this issue. However, since certain of the companies have indi- 
cated that they may wish to present other types of evidence which they 
deem material and relevant to show the non-political character of the ad- 
vertisements, we will return this case to the presiding examiner for fur- 
ther proceedings consistent with our ruling herein. 

In the light of our settled interpretation of our Uniform System of 
Accounts, the presiding examiner should not admit the evidence sought 
to be adduced by the companies to show that these advertising expenditures 
have some other, additional or subsidiary aspect or purpose which in the 
companies’ view justifies giving them an accounting treatment other than 
that we have heretofore considered appropriate; nor should he receive any 
other similar evidence that is immaterial or irrelevant to the issues in 
this proceeding. [Footnote omitted.] 


Obviously, this ruling was determinative with respect to the admission of 
evidence in the subsequent hearing, as the record shows, and no contrary 
implication was intended or should be arrived at, on the basis of the language 
in Opinion No. 337 challenged by respondents, or on any other basis. 

Nor is there any basis for inferring from our discussion of the respondents’ 
proffered evidence that we reversed our evidentiary ruling in Opinion No. 323, 
or the examiner’s rulings thereunder. Respondent’s proffered evidence is in 
the transcript in this case in the form of offers of proof and otherwise, and 
we may properly examine it in evaluating respondents’ arguments and objec- 
tions. And on such an examination we have concluded, as fully set forth in 
Opinion No. 337, that such evidence, including the evidence proffered to show 
the claimed non-political character of the advertisements, has not sufficient 
probative force to establish that the advertisements are in fact non-political. 
This lack of probative force results from the fact, inter alia, that respondents 
evidently consider that whether the expenditures were “political” or “non- 
political” depends on whether they were made to meet governmental competition 
in the field of business, a conception wholly at odds with the Commission’s 
definition of “political” embodied in its System of Accounts. 
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Apart from this circumstance, the exclusion of respondents’ opinion and 
other evidence explicitly that the advertising expenditures were “non-political” 
in character is further justified by the fact, also emphasized in Opinion No. 
337, that such evidence was offered basically to prove some other or subsidiary 
matter not at issue in this proceeding, such as whether the questioned expendi- 
tures were just and reasonable, or was so based on or intermingled with such 
irrelevant evidence as to justify the exclusion of such questionable material 
in its entirety. 


The Commission finds: 


The petitions for rehearing referred to hereinabove set forth no new facts 
and no principles of law which either were not fully considered by the Com- 
mission in issuing Opinion No. 337 and accompanying order, or which, having 
now been considered, warrant any change in, modification of, or rehearing 
with respect to such opinion and order. Nor is there any justification for a 
stay of the said opinion and order. 


The Commission orders: 


The applications for rehearing of Opinion No. 337 and accompanying order 
filed herein by Southwestern Electric Power Company, and by Alabama Power 
Company, et al., are hereby denied. Likewise, the requests for stay of the order 
accompanying the aforesaid opinion are denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Steuck, 
Arthur Kline and Paul A. Sweeney. 


BLACK HILLS POWER AND LIGHT COMPANY, DOCKET NO. E-6959 
ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 


(Issued October 12, 1960) 


Black Hills Power and Light Company (Applicant), incorporated under the 
laws of the State of South Dakota and doing business in the States of South 
Dakota and Wyoming, with its principal place of business at Rapid City, South 
Dakota, filed an application on September 22, 1960 for an order, pursuant to 
Section 203 of the Federal Power Act, authorizing it to acquire and to merge or 
consolidate with its own facilities all of the electric facilities of the Hot 
Springs System of Central Electric & Gas Company (CenGas), a Delaware 
corporation, having its principal place of business in Lincoln, Nebraska. 

Applicant is engaged in the generation, transmission, distribution and sale of 
electric energy and serves a territory consisting of 18 incorporated communities 
and various unincorporated communities and rural areas located in western 
South Dakota and eastern Wyoming. The Hot Springs System of CenGas is 
located immediately adjacent to Applicant’s facilities in Fall River and Custer 
Counties, South Dakota. 

CenGas is engaged in the generation, purchase, transmission, distribution 
and sale of electric energy in South Dakota, and in the purchase, transmission, 
distribution and sale of natural gas in South Dakota and Nebraska. Its electric 
operations are conducted in two non-interconnected systems: the Woonsocket 
System serving some 6,000 customers in 22 communities in Aurora, Brule, Davi- 
son, Jerauld, Lake, McCook, Miner and Sanborn Counties in southeastern 
South Dakota; and the Hot Springs System serving some 1,700 customers in the 
City of Hot Springs and environs and in the communities of Oral and Buffalo 
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Gap, in Custer and Fall River Counties in southwestern South Dakota. The 
Hot Springs System consists principally of a 1,136 kw diesel generating station 
in the City of Hot Springs, a 250 kw hydro generating station on Fall River 
a few miles outside of the City of Hot Springs, a 6.9 kv transmission line 114 
miles in length serving the communities of Oral and Buffalo Gap, and a 225 kva 
substation connecting the 6.9 kv transmission line to the 12.4 kv transmission 
facilities of the Applicant. 

Applicant represents that CenGas’s Hot Springs System is a natural addition 
to Applicant’s properties, which virtually surround and are integrated with 
CenGas’s Hot Springs System, and states that no immediate changes in rates nor 
changes in the functional use or operation of said system are contemplated. 
Applicant states that the system which it proposes to acquire is an isolated 
property of CenGas, being located hundreds of miles from CenGas’s other prop- 
erties, and that Applicant has a sizeable investment in transmission facilities 
which Applicant has constructed for CenGas on a contractual basis. 

According to the application, Applicant proposes to acquire the facilities of the 
Hot Springs System of CenGas for a base price of $581,000, subject to adjust- 
ments for additions, retirements and depreciation. The following tabulation 
shows the assets to be acquired, the liabilities to be assumed, the consideration, 


and the acquisition adjustment to be created by the transaction, as of June 30, 
1960: 


Assets to be | Cash consid-| Acquisition 
acquired eration adjustment 


Electric plant, Mar. 31, 1960: 
Hydraulic production plant $150, 119 
Internal combustion engineering production plant i , 
Transmission plant aig 71, 327 
Distribution plant me 417, 938 
General plant 36, 147 


Total electric plant, Mar. 31, 1960 924, 384 
Plant additions, Apr. 1, 1960 to June 30, 1960 10, 113 


Total electric plant, June 30, 1960 934, 497 


Neserve for depreciation, Mar. 31, 1960. (343, 488) 
Increase in reserve, Apr. 1 to June 30, 1960 
Total reserve, June 30, 1960 


Electric plant less reserve, June 30, 1960 


Current and accrued items: 
Current and accrued assets 


Applicant states that, although CenGas is not a public utility within the mean- 
ing of the Federal Power Act and its electric system has not been subject to the 
jurisdiction of this Commission, its books and records have been kept in accord- 
ance with the Uniform System of Accounts as prescribed by the Federal Power 
Commission. 

Written notice of the application has been given to the South Dakota Public 
Utilities Commission and to the Governor of that State. Notice of the applica- 
tion was also published in the Federal Register on October 7, 1960 (25 F.R. 
9653), stating that any person desiring to be heard or to make any protest with 
reference to the application should file with the Federal Power Commission, 
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Washington 25, D.C. petitions or protests. No petition or protest or request to 
be heard in opposition to the granting of the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
201 of the Federal Power Act, subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued January 
21, 1959, Black Hills Power and Light Company, Docket No. E-6857, 21 FPC 43. 

(2) By the proposed transaction, as described above, Applicant will merge or 
consolidate its facilities subject to the jurisdiction of the Commission with 
those of the Hot Springs System of CenGas, another person, within the meaning 
of and subject to the requirements of Section 203 of the Act. 

(3) The proposed acquisition and the merger or consolidation of the facilities 
of the Hot Springs System facilities of CenGas by Applicant with its own facil- 
ities, as described above, upon the terms and conditions specified in the applica- 
tion and subject to the provisions of this order, will be consistent with the public 
interest as expressed in Section 203 of the Act, for the reasons set forth in the 
recital above. 

(4) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed acquisition and merger or consolidation of the facilities of 
the Hot Springs System of CenGas by Applicant, all as described above, is hereby 
authorized and approved upon the terms and conditions set forth in the applica- 
tion, subject to the provisions of this order. 

(B) This authorization is subject to the condition that Applicant shall deter- 
mine the original cost and the amount of the reserve for depreciation determined 
to be applicable to the facilities to be acquired by Applicant from CenGas, as 
provided in the Commission’s Uniform System of Accounts Prescribed for Public 
Utilities and Licensees, and shall file appropriate journal entries based upon 
such original cost and reserve for depreciation within six months from the date 
of consummation of the transaction herein authorized. The Applicant shall dis- 
pose of the electric plant acquisition adjustment resulting from the proposed 
transaction by a debit to Account 271, Earned Surplus. 

(C) This authorization shall expire unless the transaction herein authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any matter whatsoever now 


pending or which may come before this Commission or any other regulatory 
body. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. G—19040; PERMIAN 
BASIN PIPELINE COMPANY, DOCKET NO. G-19041 


ORDER DENYING MOTION FOR RECONSIDERATION 


(Issued October 12, 1960) 


On September 19, 1960, Northern Natural Gas Company (Northern) and 
Permian Basin Pipeline Company (Permian) filed a joint motion for reconsid- 
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eration * of the Commission’s order issued herein on August 19, 1960, 24 FPC 307, 
which provided for the adoption of an interim order procedure and the waiving 
of the intermediate decision. 

On June 28, 1960, the presiding examiner reported to the Commission two 
motions entered orally upon the record by staff counsel during the hearing in 
these proceedings on June 24, 1960. The first motion requested that an interim 
order be issued herein determining the issues of (1) rate of return and asso- 
ciated taxes and (2) allocation of cost between jurisdictional and non-juris- 
dictional business, reserving for a subsequent phase of these proceedings all 
other issues involved herein. The second motion requested that the interme- 
diate decision procedure be waived in accordance with Section 1.30 of the 
Commission’s Rules of Practice and Procedure and that the record on rate of 
return and associated taxes and allocation of cost be certified to the Commis- 
sion for its immediate decision on these issues. 

Northern and Permian, in their motion for reconsideration of the Commis- 
sion’s order issued August 19, 1960, contend that the Commission erred in its 
omission, over their objection, of the intermediate decision procedure. Northern 
and Permian refer to the Commission’s orders issued in Docket No. G—20509, 
Southern Natural Gas Company, and in Docket No. G-19983, Tennessee Gas 
Transmission Company and state that neither Southern nor Tennessee objected 
in the respective proceedings to the staff’s motion for the waiver of the inter- 
mediate decision procedure. In the proceedings in Panhandle Eastern Pipe 
Line Company, Docket No. G-19780, we were confronted with objections of the 
respondents to the waiver of the intermediate decision procedure and what we 
stated there is equally applicable in this proceeding: 


We have considered the objections made by Panhandle and Michigan Gas 
Storage Company and believe them to be without merit. We have hereto- 
fore waived the intermediate decision procedure in rate cases over the 
objection of one or more of the parties, Alabama-Tennessee Natural Gas 
Company, 11 FPC 829. Our action was affirmed by the United States Court 
of Appeals for the 3rd circuit, Alabama-Tennessee Gas Company v. F.P.C., 
203 F. 2d 494. Cf, Florida Economic Advisory Council v. F.P.C., 251 F. 2d 
643. Additionally the Interstate Commerce Commission in proceedings 
involving proposed increased rates has waived the intermediate decision 
procedure over the objections of various parties in such proceeding and 
its action has been affirmed on appeal. See Kenny v. United States, 103 F. 
Supp. 971 (1952); Watson Brothers Transportation Company v. United 
States, 180 F. Supp. 732 (1960). Cf, Canadian Pacific Railway Company v. 
United States, 158 F. Supp. 248 (1958). 

In finding that the intermediate decision procedure should be waived in 
the first phase of this proceeding, we have considered the Administrative 
Procedure Act, 60 Stat. 237, 5 U.S.C. 1001, et seq. (1946) in particular Sec- 
tions 5 and 8 thereof. We can find nothing in said Act or the Attorney 
General’s Manual thereon which—having once concluded from the record 
made so far in this proceeding that due and timely execution of our func- 
tions imperatively and unavoidably require the omission of the interme- 
diate decision procedure—would dictate that we necessarily must have an 
initial decision by the presiding examiner. * * * 


1 Northern and Permian submitted a document entitled “Petition for Rehearing, Re- 
consideration and Revocation of Order Omitting Intermediate Decision and Adopting 
Interim Order Procedure” which has been accepted for filing as a motion for reconsid- 
eration pursuant to Section 1.12 of the Commission’s Rules of Practice and Procedure. 
A petition for rehearing of an interlocutory order such as here involved may not prop- 
erly be filed. (Section 1.30(e) of the Rules of Practice and Procedure (18 CFR 1.30(e)) 
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Northern and Permian, in addition, contend that the Commission erred in 
providing for a determination of the issues of a proper rate of return and allo- 
cation of costs under an interim order procedure. The facts show that a com- 
plete record on the issues of rate of return and allocation of costs was available 
for an immediate decision. As stated in our order of August 19, 1960, all 
parties were given the opportunity to present evidence and cross-examine 
witnesses on these specific issues and that the staff and Northern had offered 
evidence on these matters. Our position then, which remains unchanged, is 
that there is complete evidence in the record for a proper and just decision on 
these two issues. 


The Commission finds: 


The motion of Northern and Permian, filed September 19, 1960, should be 
denied as Northern and Permian have set forth no new facts and no principles 
of law which were either not fully considered by the Commission when it issued 
its order of August 19, 1960, or which now having been considered warrant any 
ehange or modification of said order. 

The Commission orders: 


The motion filed herein on September 19, 1960, by Northern and Permian 
seeking reconsideration of the Commission’s aforementioned order issued 
August 19, 1960, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP60-128 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued October 13, 1960) 


Colorado-Wyoming Gas Company (Applicant), a Delaware corporation with 
its principal place of business in Denver, Colorado, filed on June 24, 1960 
an application, pursuant to Section 7(c) of the Natural Gas Act for a certifi- 
eate of public convenience and necessity authorizing the construction and 
operation of approximately four miles of 8-inch diameter pipeline and appurte- 
nant metering facilities to enable it to initiate the delivery of natural gas on 
an interruptible basis to a new direct industrial customer, Great Western 
Aggregates, Inc. (Great Western), at Rocky Flats, Colorado. Additional infor- 
mation was filed on July 22, 1960. 

Applicant proposes to extend its existing 6-inch diameter sales lateral presently 
serving the Dow Chemical-Atomic Energy Commission plant near Rocky Flats, 
Colorado, approximately 4 miles west and northerly to the plant of Great 
Western in order to deliver and sell up to 2,600 Mcf per day of natural gas 
to Great Western for industrial consumption in kilns and an additional 75 Mcf 
per day for incidental uses. 

The sales will be made under Applicant’s interruptible industrial and semi- 
firm gas service rate schedules and will be subject to curtailment at the 
discretion of Applicant to enable it to maintain adequate service to its firm 
and other higher priority customers. 

Applicant and Great Western have entered into a 1-year contract covering 
the proposed sales, automatically renewable thereafter without further action, 
until terminated by either party on not less than 30 days’ notice. By its letter 
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submitting additional information filed July 22, 1960, Applicant has clearly 
indicated it would be willing to accept a certificate authorizing its proposal 
conditioned so as to require exclusion from its rate base of any unrecovered 
investment in connection with the delivery of natural gas to Great Western 
and our order will so provide. 

Great Western’s present annual requirements are estimated at 826,500 Mcf, 
of which amount approximately 77,500 Mcf, equivalent to 30 days’ requirements, 
are estimated to be curtailed. No deliveries are anticipated on system peak 
days. 

It appears from the evidence of record that Applicant’s gas supply is adequate 
to support the proposed service since the estimated sales volumes are within 
the contract purchase volumes from Applicant’s principal supplier, Colorado 
Interstate Gas Company. 

The estimated cost of Applicant’s proposed facilities is $110,140, which will 
be defrayed from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on September 29, 1960, respecting the matters involved in and the issues 
presented by the application. No petition to intervene or protest in opposition 
to the granting of the application has been received. Staff Counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
the Commission render a decision herein pursuant to Section 1.30(c) (1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado-Wyoming Gas Company, a Delaware corporation, 
having its principal place of business in Denver, Colorado, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in Docket No. G-285 (4 FPC, 938). 

(2) The proposed delivery of natural gas on an interruptible basis to Great 
Western and for incidental uses as hereinbefore described and as more fully 
described in the application in this proceeding is subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The proposed delivery of natural gas is required by the public convenience 
and necessity, and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c)(1), (ce) (3), (c) (4) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
(18 CFR 157.20) should attach to the certificate hereinafter issued to Appli- 
eant and to the exercise of the rights granted thereunder and that the time 
within which the construction of the facilities shall be completed and placed in 
actual operation should be fixed at 6 months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to Colorado-Wyoming Gas Company in this proceeding authoriz- 
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ing the transportation and delivery of natural gas to Great Western Aggregates, 
Inc., on an interruptible basis as hereinbefore described in the application sub- 
ject to the jurisdiction of the Commission upon the terms and conditions of 
this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (c) 
(1), (ce) (3), (e) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be com- 
pleted and placed in actual operation as provided in paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(D) The certificate of public convenience and necessity is issued herein upon 
the express condition that in the event the service to Great Western is termi- 
nated, Applicant’s unrecovered investment, should there be any, in property 
used exclusively for rendering service to Great Western shall thereafter be ex- 
cluded from Applicant’s rate base. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP60-129 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 13, 1960) 


On June 24, 1960, as supplemented on August 1, 1960, The Ohio Fuel Gas 
Company (Applicant) filed in Docket No. CP60—129 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of the necessary facilities 
to serve natural gas to three new direct industrial customers on an interruptible 
basis, all as more fully set forth in the application, as supplemented. 

The facilities for which authorization is sought herein and the prospective 
new customers are: 

(a) a regulating and measuring station at a proposed main line tap on 
Applicant’s 10%-inch pipeline T-50 in Hancock County, Ohio, to serve the Farm 
Bureau Cooperative Association (Farm Bureau) in a new grain drying plant 
now under construction ; 

(b) approximately 2.4 miles of 65<-inch O.D. pipeline extending from a pro- 
posed tap on Applicant’s 85-inch pipeline 6015 in Stark County, Ohio, to the 
premises of Whitacre-Greer Fireproofing Company (Whitacre), near Magnolia 
in Carroll County, Ohio, with necessary regulating and measuring equipment, 
for service in the manufacture of brick and related products; and 

(c) when service is desired, a regulating and measuring station on the 
pipeline proposed in (b) above, for service to Natco Corporation (Natco) in its 
plant adjacent to the Whitacre plant, also for use in the manufacture of brick 
and related products. 

The total estimated cost of the facilities proposed hereunder is $” 181, which 
will be financed from cash on hand. 
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Applicant estimates the requirements for these three new industrial customers 
to be: 


Maximum | Annual, 
day, Mef Mef 


Farm Bureau 
Whitacre-Greer_..... 


Inasmuch as the gas is to be sold on an interruptible basis, the proposed 
deliveries will impose no additional peak day obligation on Applicant and there- 
fore require no additional main line capacity beyond that already authorized. 
The volumes involved should have no serious impact on Applicant’s available gas 
supply or its ability to maintain adequate service to existing firm customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 

The Commission finds: 


(1) Applicant, The Chio Fuel Gas Company, an Ohio corporation having its 
principal place of business in Columbus, Ohio, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of August 21, 1945, in Docket No. G-371 (4 FPC 1033). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
eation, as supplemented, in this proceeding, are proposed to be used in the 
transportation of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system and 
the construction and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (¢)(3), (¢c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
said facilities placed in actual operation should be fixed at 12 months from the 
date on which this order issues. 

(6) The maximum volume of natural gas which Applicant may deliver to 
Farm Bureau Cooperative Association should be limited to 190 Mcf per day 
and the maximum volume to Whitacre-Greer Fireproofing Company should be 
limited to 930 Mcf per day, as proposed. Authorization to serve natural gas 
to Natco Corporation should be conditioned upon Applicant’s showing to the 
Commission, within 12 months from the issuance of this order, a firm commit- 
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ment from Natco to take natural gas from Applicant, said authorization to be 
limited to a maximum of 1,100 Mcf per day. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted, pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure, 


The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing The Ohio Fuel Gas Company to construct and operate 
the facilities hereinbefore described, as more fully described in the application, 
as supplemented, in this proceeding, for the transportation of natural gas as 
therein set forth, subject to the jurisdiction of the Commission, upon the terms 
and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (8), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 12 months from the date on which this order issues. 

(D) The maximum volume of natural gas which Applicant may deliver to 
Farm Bureau Cooperative Association is hereby limited to 190 Mcf per day and 
the maximum volume to Whitacre-Greer Fireproofing Company is hereby 
limited to 930 Mcf per day. Authorization to serve natural gas to Natco Corpo- 
ration is hereby conditioned upon Applicant’s showing to the Commission 
within 12 months from the issuance of this order, a firm commitment from 
Natco to take natural gas from Applicant, said authorization being hereby 
limited to a maximum of 1,100 Mcf per day. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6955 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 


(Issued October 13, 1960) 

















Pacific Power & Light Company (Applicant), incorporated under the laws of 
the State of Maine and qualified to do business as a foreign corporation in the 
States of Oregon, Washington, Wyoming, Montana, and Idaho, with its principal 
Place of business at Portland, Oregon, filed an application on September 6, 1960, 
ag amended September 9, 12, 26, and 28, 1960, for authorization, pursuant to 
Section 204 of the Federal Power Act, to issue and sell up to a maximum of 
27,736 shares of Common Stock, par value $6.50 per share. Applicant requests 
that the proposed issuance be exempted from the Commission’s competitive 
bidding requirements. 

The proposed issuance of Common Stock will be made pursuant to the terms 
of an Employees’ Stock Purchase Plan, which provides that Applicant’s em- 
ployees may subscribe for shares of its Common Stock at a per share price of 
95% of the average of the weekly bid prices publicly quoted for such stock for 
the calendar month preceding the month in which subscription applications 
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are accepted.’ The Plan restricts the total number of shares that may be offered 
in any twelve-months’ period to that number which, when multiplied by the 
offering price per share, will result in an aggregate offering price of not more 
than $300,000. 

All full-time employees of Applicant, including officers but excluding directors 
not otherwise employed by Applicant, will be eligible to participate in the 
Plan. The Plan requires that applications be made for a minimum of 10 shares 
of the Common Stock, but not more than 200 shares will be allotted any one 
employee in any one calendar year. Each subscription application must be 
accompanied by an initial payment of $1.00 for each share of Common Stock 
for which application is made and must be accompanied also by a payroll deduc- 
tion authorization. 

The Plan contemplates the offer and sale of the 27,736 authorized but unis- 
sued shares to Applicant’s employees over a period of five years. Of the 27,736 
shares of Common Stock to be issued, 7,736 shares are unsubscribed shares 
authorized under similar offerings to Applicant’s employees during each of 
the years 1953 through 1959.” 

The application states that no underwriting fees or commissions will be paid 
in connection with the proposed issuance of Common Stock. 

According to the application, the proceeds from the proposed issuance and 
sale of Common Stock will be utilized for the construction, improvement, and 
extension of Applicant’s electric facilities. On the basis of the present market 
value of Applicant’s Common Stock, the total proceeds from a sale of all the 
proposed shares would aggregate approximately $1,100,000. 

Written notice of the application has been given to the Idaho Public Utilities 
Commission, the Public Utilities Commissioner of Oregon, the Washington Pub- 
lic Service Commission, the Wyoming Public Service Commission, and the Mon- 
tana Board of Railroad Commissioners, and to the Governor of each of those 
States. Notice of the application was also given by publication in the Federal 
Register on September 21, 1960 (25 F.R. 9087), stating that any person desiring 
to be heard or to make any protest with reference to the application should file a 
petition or protest with the Federal Power Commission, Washington 25, D.C., on 
or before October 3, 1960. No protest or petition or request to be heard in 
opposition to the granting of the application has been received. 

By orders dated September 8 and September 9, 1960, respectively, the Idaho 
Public Utilities Commission and the Wyoming Public Service Commission 
authorized the proposed issuance and sale of Common Stock. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act subject to the jurisdiction of the Commission 
as heretofore determined and set forth in the Commission’s order issued April 
24, 1958, The California Oregon Power Company, et al., Docket No. E-6777, 
etal. (19 FPC 578). 


2In the event that Applicant’s Common Stock is subsequently Hsted on a national 
securities exchange, as defined in the Securities Exchange Act of 1934, the per share 
price will be 95% of the price at which the last sale of such stock in lots of 100 was 
made on that exchange on the last trading day prior to the day upon which a subscrip- 
tion application is accepted. 

2On March 16, 1953, Applicant’s Board of Directors set aside 45,000 shares of Common 
Stock, and on June 12, 1957, 30,000 shares of Common Stock for offer and sale to Ap- 
plicant’s employees; and subscriptions have been received for 67,264 such shares. By 
orders issued in Docket Nos. E-6490, E-6573, and E—6773, the Commission authorized 
Applicant to issue the afore-mentioned shares of its Common Stock. 
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(2) The proposed issuance and sale of up to a maximum of 27,736 shares 
of Common Stock, par value $6.50 per share, pursuant to the provisions of the 
above-described Employees’ Stock Purchase Plan, will constitute an issuance 
of securities within the purview of Section 204 of the Federal Power Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of Com- 
mon Stock, as described above, is, therefore, not exempt by virtue of that Section 
from the requirements of Section 204 of the Act. 

(4) Under the circumstances set forth above, sufficient cause has been shown 
for exempting the proposed issuance and sale of Common Stock from the com- 
petitive bidding requirements of Section 34.la (b) and (c) of the Commission’s 
Regulations under the Federal Power Act. 

(5) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility, and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(6) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Common Stock, referred to above, 
upon the terms and conditions and for the purposes specified in the application, 
are hereby authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Common Stock are hereby exempted 
from the competitive bidding requirements of Section 34.la (b) and (c) of the 
Commission’s Regulations under the Federal Power Act. 

(C) This authorization shall not extend beyond 60 months from the date of 
issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which 
this order relates. 








Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PERMIAN BASIN PIPELINE COMPANY, DOCKET NO. CP60-110 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 13, 1960) 









Permian Basin Pipeline Company (Applicant), a Delaware corporation with 
its principal place of business in Omaha, Nebraska, filed an application on June 
1, 1960, pursuant to Section 7(c) of the Natural Gas Act for a certificate of 
public convenience and necessity seeking authority to continue the operation of 
existing facilities (originally certificated in Docket No. G—12374), for delivery 
of natural gas to Pioneer Natural Gas Company (Pioneer) for resale to its 
various customers for irrigation purposes until October 1, 1961. Applicant is 
not requesting authorization for any new facilities. 
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On August 5, 1957 Applicant received authority from the Commission in 
Docket No. G—12374 to construct and operate two measuring stations on its 30 
inch main line in Martin and Gaines Counties, Texas, in order to make deliveries 
to Pioneer for the period ending October 1, 1957. On April 21, 1958, the Com- 
mission extended the expiration date to October 1, 1958. 

Applicant subsequently received authority on December 1, 1958, in Docket 
No. G—16168 for the continued operation of the same facilities and service to 
Pioneer until October 1, 1959 and by the subject application it requests au- 
thority to operate the above-described facilities and continue the same service 
until October 1, 1961. 

The estimated sales to Pioneer for the period June 1, 1960 to October 1, 1961 
are 2,114,000 Mcf through the two existing delivery points. The application 
shows that most of the proposed sales would be made during the summer months 
when its principal customer, Northern Natural Gas Company does not require 
all of Applicant’s available gas. Actual sales for the twelve months ending 
October 1, 1959 were 1,710,140 Mcf. The proposed sales will not appreciably 
affect Applicant’s system reserves. 

By letter dated July 7, 1960, Applicant was granted temporary authorization 
to deliver gas to Pioneer until October 1, 1961, as requested in its application. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 29, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Permian Basin Pipeline Company, a Delaware corporation having its 
principal place of business in Omaha, Nebraska, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in Docket No. G—1928, et al. (12 FPC 85). 

(2) The facilities previously used for the delivery of natural gas to Pioneer 
as hereinbefore described are to continue to be utilized in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, as integral parts of Applicant’s pipeline system and the continued 
operation thereof by Applicant is subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The continued operation of the subject facilities and the sale of natural 
gas hereinbefore described are required by the public convenience and necessity 
and a certificate therefor should be issued as hereinafter ordered and condi- 
tioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate herein and to the exercise of the rights granted 
thereunder. 
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(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Permian Basin Pipeline Company to continue the 
operation of the facilities and to sell and deliver natural gas as hereinbefore 
described and as more fully described in the application and exhibits in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the issuance of the certificate granted in paragraph (A) hereof and to the 
exercise of the rights granted thereunder. 

(C) This certificate and the rights granted thereunder shall expire October 
1, 1961. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PHILADELPHIA ELECTRIC POWER COMPANY 
AND 
THE SUSQUEHANNA POWER COMPANY, PROJECT NO. 405 
ORDER APPROVING REVISED ProJgecT EXHIBIT 
(Issued October 13, 1960) 


On August 8, 1960, Philadelphia Electric Power Company and The Susque- 
hanna Power Company, joint licensees for major Project No. 405, filed for 
Commission approval a revised Exhibit K showing a change in the project area 
and boundary. 

The purpose of filing the revised exhibit is to fix the 110-foot contour by a 
metes and bounds survey as the project boundary under present topographic 
conditions. 

The effect of the approval of the revised exhibit will be the exclusion from the 
project area of 5.9 acres of privately-owned land which will be deeded to Phila- 
delphia Electric Company for use in the construction of a nuclear power plant 
adjacent to the project. 

The Commission finds: 


Revised Exhibit K (FPC No. 405-52) conforms to the Commission’s rules and 
regulations and should be approved as part of the license for the project, and 
Exhibit K (FPC No. 405-51) now part of the license and which is superseded 
should be eliminated from the license for the project—all as hereinafter 
provided. 


The Commission orders: 


Revised Exhibit K (FPC No. 405-52) is approved as part of the license for 
Project No. 405 and superseded Exhibit K (FPC No, 405-51) is eliminated from 
the license for the project. 


676-S07—64 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TRANSWESTERN PIPELINE COMPANY, ET AL., DOCKET NO. CP60-50, 
ET AL. 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY* 
(Issued October 13, 1960) 


The above Applicants have filed applications pursuant to Section 7 of the 
Natural Gas Act, for certificates of public convenience and necessity authorizing 
the sale of natural gas and the construction and operation of facilities for re- 
ceiving and transporting natural gas in interstate commerce as hereinafter 
described subject to the jurisdiction of the Commission, all as more fully repre- 
sented in the respective applications. 

On March 7, 1960, as supplemented April 4, 1960, Transwestern Pipeline 
Company (Transwestern) filed in Docket No. CP60-50 an application for a cer- 
tificate of public convenience and necessity authorizing the construction and 
operation of (1) approximately 7 miles of 6-inch lateral pipeline, together with 
appurtenances, extending in a northwesterly direction from a point of connection 
with its existing 24-inch Panhandle lateral to a point in the Newmill Field, 
Chaves County, New Mexico, in order to purchase and receive natural gas pro- 
duced by Charles P. Miller (Miller) and (2) approximately 18.6 miles of 4-inch 
lateral supply pipeline extending in a northeasterly direction from a point of 
connection with its existing 20-inch West Texas Lateral to a point in the Put- 
nam and Chenot Fields, Pecos County, Texas in order to purchase and receive 
natural gas produced by H. J. Mosser (Mosser), G. D. Putnam (Putnam) in 
the Putnam Field, and Texas Crude Oil Company (Texas Crude) in the Chenot 
Field. The total cost of both laterals is $372,000, which cost will be financed 
out of presently available capital. 

















. 2 * * * . * 


Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 27, 1960, respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a 
decision pursuant to Section 1.30(c) (1) of its Rules of Practice and Procedure. 


The Commission finds: 


(1) Each Applicant herein, upon the commencement of the operations and 
service hereinafter authorized, will be a “natural-gas company” within the mean- 
ing of the Natural Gas Act. 

(2) The facilities to be constructed and operated by Transwestern will be 
used for the transportation of natural gas in interstate commerce and the con- 
struction and operation thereof are subject to the requirements of Subsections 
(c) and (e) of the Natural Gas Act. 

(3) The proposed construction and operation of facilities by Transwestern as 
herein described, and as more fully described in Docket No. CP60—-50, are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered. 










































*Omitted portions of this order relate to the issuance of independent producer 
certificates. 
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(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c)(3), (c) (4), and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant in Docket No. 
CP60-50 and to the exercise of the rights granted thereunder, and that the time 
within which construction of facilities authorized by this order shall be com- 


pleted and in actual operation should be fixed at six months from the date on 
which this order issues. 


. * * * * 7” * 


(9) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and not 


having been denied by the Commission is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing Transwestern to construct and operate the facilities hereinbefore de- 
scribed, all as more fully described in the applications in Docket No. CP60-50 
in this proceeding. 

* > a 7 . > > 

(D) The certificates issued herein are not transferable and shall be effective 
only so long as the respective Applicants continue the acts or operations hereby 
authorized, in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations and orders of the Commission. 

(E) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(F) The time within which the facilities hereby authorized in Docket No. 
CP60-50, shall be constructed and placed in actual operation as provided br 
paragraph (b) of said Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act is hereby fixed at six months from the date on which this 
order issues. 


” 
Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 
WASHINGTON GAS LIGHT COMPANY, DOCKET NO. CP60-132 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 13, 1960) 


On June 28, 1960, as supplemented on July 15, 1960, Washington Gas Light 
Company (Applicant) filed in Docket No. CP60-132 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of certain natural gas 
facilities to enable Applicant to deliver additional volumes of gas to the metro- 


politan Washington area, all as more fully described in the application and ex- 
hibits. 
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The facilities proposed to be constructed and operated are as follows: 
(1) Approximately 15.8 miles of 24-inch O.D. pipeline extending from the end 
of Applicant’s existing 24-inch pipeline at Hybla Valley, near Alexandria, 
Virginia, across the Potomac River by means of two submerged 24-inch steel 
pipes, each approximately 1.8 miles long, into Prince Georges County, Maryland, 
and connecting with Applicant’s 24-inch main line near the Maryland-District 
of Columbia boundary ; 

(2) Approximately 1,400 feet (.27 miles) of 16-inch O.D. pipeline connect- 
ing Applicant’s 16-inch main line from Rockville, Maryland, at 28th and M 
Streets, N.W., to an existing 16-inch pipeline of Applicant at 29th and K Streets, 
N.W., all in the District of Columbia; and 

(3) The operation as a transmission line rather than a distribution line of 
an existing 16-inch O.D. pipeline extending approximately 5.36 miles from an 
existing 16-inch line at Bailey’s Cross Roads, Virginia, southeast along Route 
#7 through the City of Alexandria to Franconia Road, at which point it con- 
nects with an existing transmission system extending from Dranesville, 
Virginia. 

The total estimated cost of the facilities in (1) above is $3,770,000, and that 
of (2) above is $60,000, which costs will be financed from company funds, from 
the sale of securities and from temporary bank loans. 

It appears that rapid expansion of the entire metropolitan Washington area 
has resulted in increasing demands for gas which require increased capacity 
to assure continuity of supply. Item (1) of the present proposal is designed 
to extend the capacity of the existing 24-inch pipeline between Dranesville 
Station and Hybla Valley, in Virginia, to deliver gas into the Maryland and east- 
ern District of Columbia areas. It will complete a major loop of Applicant’s main 
transmission system between the Dranesville and Rockville metering stations 
of Applicant’s supplier, Atlantic Seaboard Corporation. 

The facilities proposed in Item (2) of this application are required because 
of extensive interstate highway, tunnel and bridge construction which will 
eliminate Applicant’s present West Station site in the Georgetown area of 
Washington as a distribution center and will result in the abandonment of 
some 2,200 feet of existing 16-inch pipeline (previously certificated to Applicant 
in Docket No. G—727) without detriment to service. 

Under Item (3) of this application Applicant proposes to operate an existing 
distribution main at higher pressures as a transmission facility to permit a more 
assured continuity of supply of gas between the District of Columbia and 
nearby Virginia. 

It appears that Applicant’s available gas supply is of sufficient magnitude 
to justify the investment proposed herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
September 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Washington Gas Light Company, a corporation organized 
and existing under the laws of the District of Columbia and of Virginia and 
having its principal place of business in Washington, D.C., is a ‘“natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of August 31, 1943, in Docket No. G—-249 (3 FPC 1077). 
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(2) The facilities hereinbefore described, as more fully described in the appli- 
cation in this proceeding, are proposed to be used in the transportation of nat- 
ural gas in interstate commerce, subject to the jurisdiction of the Commission, 
as integral parts of Applicant’s existing pipeline system and the construction 
and operation thereof by Applicant are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant 
are required by the ‘public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (¢) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which con- 
struction of the facilities authorized by this order shall be completed and said 
facilities placed in actual operation should be fixed at 18 months from the date 
on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted, pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Washington Gas Light Company to construct and 
operate the facilities hereinbefore described, as more fully described in the 
application in this proceeding, for the transportation of natural gas as therein 
set forth, subject to the jurisdiction of the Commission, upon the terms and 
conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized to Applicant 
shall be constructed and placed in actual operation as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at 18 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


WESTERN SLOPE GAS COMPANY, DOCKET NO. CP61-51 
DECLARATION OF EXEMPTION 


(Issued October 13, 1960) 


Western Slope Gas Company (Applicant), a Colorado corporation and a sub- 
sidiary of Public Service Company of Colorado, filed on August 19, 1960, an 
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application for further exemption from the provisions of the Natural Gas Act 
pursuant to Section 1(c) thereof. 

Upon the basis of the application filed, the exhibits appended thereto, and the 
files of the Commission, it appears that: 

(1) Applicant is engaged in the transportation, distribution and sale of nat- 
ural gas in the State of Colorado ; 

(2) Applicant received exemption from the provisions of the Natural Gas Act 
as to its separate western transmission system by order of the Commission 
issued January 16, 1957, in Docket No. G—11077 ; 

(3) Applicant, at times when local production in the Piceance Field, Rio 
Blanco County, is suspended, receives from El Paso Natural Gas Company and 
transports and delivers to Public Service Company of Colorado natural gas 
which comes from outside the State of Colorado; 

(4) All natural gas so received and transported by Applicant is and will 
ultimately be consumed within the State of Colorado, and all of Applicant’s 
facilities are located within said state; and 

(5) The Public Utilities Commission of the State of Colorado has certified 
to the Federal Power Commission that it has and is exercising regulatory 
jurisdiction over the rates, service and facilities of Applicant. 

WHEREFORE, the Commission declares, by reason of the foregoing: Western 
Slope Gas Company is exempt from the provisions of the Natural Gas Act, and 
the orders, rules and regulations of this Commission issued pursuant thereto. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CUMBERLAND AND ALLEGHENY GAS COMPANY, DOCKET NO. CP61-17 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 14, 1960) 


On July 20, 1960, Cumberland and Allegheny Gas Company (Applicant) filed 
in Docket No. CP61-17 an application, pursuant to Section 7(c) of the Natural 
Gas Act, for construction, operation and replacement of certain natural gas 
facilities to improve its service in the Cumberland, Maryland area, all as more 
fully set forth in the application. 

The proposed facilities consist of 2.14 miles of 12-inch pipeline between 
LaVale and Corrigausville, Maryland, along the route of the existing 8-inch 
pipeline extending from a point on the Pennsylvania-Maryland border line to 
the Cumberland area in Maryland. The proposed 12-inch segment will re- 
place an equal length of the existing 8-inch line as the main stem of Ap- 
plicant’s transmission line connected with the Manufacturers Light and Heat 
Company facilities which supply natural gas for Applicant’s system. The 
8-inch segment to be replaced will be continued in operation as a part of the 
distribution pipeline system in the Cumberland service area. 

The estimated net cost of the proposed replacement facilities is $120,330, 
which sum is to be raised as a part of Applicant’s construction program for 
1960 through The Columbia Gas System, Inc., the parent holding company of 
Applicant. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 6, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
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of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30(c)(1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Cumberland and Allegheny Gas Company, a West Virginia corporation 
and a subsidiary of The Columbia Gas System, Inc., having its principal place 
of business in Pittsburgh, Pennsylvania, is a natural gas company within the 
meaning of the Natural Gas Act, as heretofore found by the Commission by 
order issued December 28, 1943 in Docket No. G-387. 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits, as supplemented in this proceeding, are proposed to be 
used in the transportation of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, as integral parts of Applicant’s existing 
pipeline system and the construction and operation thereof by Applicant are 
subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction, operation and replacement of facilities by 
Applicant are required by the public convenience and necessity and a certifi- 
eate therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity required that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of the facilities authorized by this order shall be completed and 
placed in actual operation should be fixed at 6 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Cumberland Allegheny Gas Company to construct, 
operate and replace the facilities hereinbefore described, as more fully described 
in the application and exhibits in this proceeding, for the transportation of 
natural gas as therein set forth, subject to the jurisdiction of the Commission, 
upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTH GEORGIA NATURAL GAS COMPANY, DOCKET NO. G-13550 
ORDER DENYING PETITIONS TO INTERVENE 


(Issued October 14, 1960) 


Petitions to intervene in this rate increase proceeding have been filed by Crisp 
County, Georgia and the Crisp County Power Commission on February 24, 1958, 
and City of Thomasville, Georgia, on December 2, 1957. 

On January 27, 1958, Gas Section of the Georgia Municipal Association filed 
a petition for leave to intervene herein, alleging that it is an unincorporated 
association of municipally owned or operated gas systems located within the 
State of Georgia, and that it was organized for the purpose of representing its 
member gas systems as agents or attorneys in fact in proceedings before this 
Commission with full authority to do all things which the Association deems 
necessary for that purpose. According to its petition, each of the above-listed 
petitioners is a member of the Association and has authorized the Association 
to represent it in these proceedings. Permission to intervene has been granted 
to the Association by order issued concurrently herewith. Duplicate interven- 
tion by the above-named petitioners on their own petitions and through the 
Association would tend to unduly prolong this proceeding and is not required in 
order to adequately represent and protect the interests of these petitioners and 
their customers. 

The Commission finds: 

Separate and duplicate intervention by the above-listed petitioners on their 
own petitions and through their representative Association would not be in the 
public interest. 

The Commission orders: 

The separate petitions filed by the above-listed petitioners seeking leave to 

intervene in this proceeding are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G-—18886 


ORDER APPROVING SETTLEMENT PRESCRIBING REFUNDS AND TERMINATING PROCEEDING 
(Issued October 14, 1960) 


This proceeding arose upon the filing by Texas Gas Transmission Corporation 
(Texas Gas), on June 5, 1959, of revised tariff sheets reflecting an annual 
increase in its resale rates of $6,986.022. By order issued July 2, 1959, insti- 
tuting the instant proceeding, the Commission suspended the operation of certain 
of the revised tariff sheets until November 1, 1959 ‘‘and until such further time 
as they may be made effective in the manner prescribed by the Natural Gas 
Act.” Upon motion duly filed by Texas Gas on October 28, 1959, and pursuant 
to order of the Commission herein issued on December 3, 1959, the suspended 
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tariff sheets (and certain substitute tariff sheets tendered for filing on November 
3, 1959) became effective, subject to refund, on November 1, 1959:* 

Thereafter, commencing on March 14, 1960, numerous conferences were held 
among Texas Gas and its customers looking toward a possible settlement of the 
issues in this proceeding. These conferences culminated in an agreement signed 
by Texas Gas and all of its customers, whose rates are subject to refund in 
this proceeding. This agreement which is entitled “Statement of Proposed 
Settlement”, was embodied in an Offer of Settlement filed by Texas Gas with 
the Commission on May 23, 1960.2, Subsequently, further conferences were held 
among Texas Gas, its customers, the Commission’s staff, and other parties to 
this proceeding on August 5, and September 15, 1960. As a result of these 
latter conferences, Texas Gas filed a Supplement to its Offer of Settlement on 
September 15, 1960, wherein certain modifications, resulting in lower rates and 
additional benefits to its customers were proposed. Service of this Supplement 
was made on all customers and all other persons who had petitioned to inter- 
vene with a request that all comments, if any, be submitted to the Commission 
within ten (10) days. No objections have been filed.’ 

In its offer of settlement, as supplemented, Texas Gas requests that the 
reduced rates provided therein become effective as of November 1, 1959, the 
effective date of the rates presently subject to refund in the instant docket. 
These proposed reduced rates will provide an annual savings to Texas Gas’ 
customers of approximately $1,852,000 below the presently effective rates. Re 
funds will be computed, with interest, by applying the reduced rates to the 
actual sales made to each customer from November 1, 1959, to the date of refund. 
These refunds are to be made within thirty (30) days of this order. In addition, 
further refunds and rate reductions will be made by Texas Gas in the event 
of certain contingencies, including but not limited to the occurrence of refunds 
and rate reductions from certain of Texas Gas’ suppliers. All of the terms and 
conditions of the settlement herein approved are embodied in Appendix A,* 
attached hereto and made a part of this order. 

In order to effectuate the proposed settlement and termination of this pre- 
ceeding, Texas Gas, on October 4, 1960, tendered for filing Second Revised Sheet 
No. 68-I; Third Revised Sheet Nos. 68-BB, 68—G, 68—-H, 68-K, 68-L, and 70-A; 
Fourth Revised Sheet Nos. 13, 15, and 68-C; Fifth Revised Sheet Nos. 7, 9, 19, 
21, 25, 27, and 71; Sixth Revised Sheet Nos. 68-A, 68-B, 68-B, and 68-F; 


1First Revised Sheet No. 68-I; Second Revised Sheet Nos. 68-BB and 70—-A; Sub- 
stitute Second Revised Sheet Nos. 68-G, 68—H, 68S—-K and 68—-L; Third Revised Sheet 
Nos. 13, 15 and 68—C; Fourth Revised Sheet Nos. 7, 9, 19, 21, 25, 27, and 71; Substitute 
Fifth Revised Sheet Nos. 68—A, 68-B, 68-E and 68-F; Substitute Sixth Revised Sheet 
Nos. 79-I and 79-J; Substitute Seventh Revised Sheet Nos. 5, 11, 23, 29, 33, 41, 53, 
55, 59, 61, 63, 67, 69, 70, 73 and 74; Substitute Eighth Revised Sheet Nos. 17, 31, 35, 
87, 43, 57 and 65; and Substitute Ninth Revised Sheet No. 39 to Texas Gas’ FPC Gas 
Tariff, Second Revised Volume No. 1. In addition, the following revised sheets, relating 
to sales of gas for resale for industrial use only, also became effective on November 1, 
1959, but were not subject to refund: Substitute Sixth Revised Sheet Nos. 45, 47 and 51, 
and Substitute Seventh Revised Sheet No. 49 to Texas Gas’ FPC Gas Tariff, Second 
Revised Volume No. 1. 

2One customer, Louisiana Gas Service Company, actually signed the agreement sub- 
sequent to the submittal by Texas Gas and this agreement was filed with the Commission 
on May 27, 1960. 

3 While the City of Pittsburgh, Pennsylvania and the Pennsylvania Public Utility Com- 
mission originally requested that an additional reservation be included in the settlement 
of this proceeding, these requests were later withdrawn. 

*Omitted in printing. 
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Seventh Revised Sheet Nos. 45, 47, 51, 79-I, and 79-J; Eighth Revised Sheet 
Nos. 5, 11, 23, 29, 33, 41, 49, 58, 55, 59, 61, 63, 67, 69, 70, 73 and 74; Ninth 
Revised Sheet Nos. 17, 31, 35, 37, 43, 57, and 65; and Tenth Revised Sheet 
No. 39 to its FPC Gas Tariff, Second Revised Volume No. 1. The above listed 
revised tariff sheets provide for the settlement rates set forth in Article I of 
Appendix A, attached hereto, and other tariff changes consistent therewith. 
Texas Gas requests that each of the revised tariff sheets be made effective as of 
November 1, 1959. 

The staff has recommended approval of the settlement. We have reviewed 
all of the documents and data submitted in support of the proposed settlement, 
as modified, including the cost of service data utilized for such purposes, and 
such review indicates that settlement of this proceeding is in the public 
interest. 





The Commission further finds: 


(1) The settlement of this proceeding, on the basis proposed, as more fully 
set forth in the Terms and Conditions of Settlement attached hereto as Ap 
pendix A, is just and reasonable and in the public interest in carrying out the 
provisions of the Natural Gas Act and such settlement should be approved and 
made effective, subject to the terms and conditions hereinafter ordered. 

(2) Good cause has been shown that the 30-day notice requirement of the 
Natural Gas Act be waived with respect to the revised tariff sheets filed by 
Texas Gas on October 4, 1960, and that such revised tariff sheets be permitted to 
take effect as of November 1, 1959. 


The Commission orders: 


(A) The increased rates and charges contained in the tariff sheets heretofore 
in effect subject to refund in the instant Docket No. G—18886 are hereby 
disallowed. 

(B) The offer of settlement filed by Texas Gas on May 23, 1960, as supple- 
mented on September 15, 1960, is hereby approved and made effective subject 
to the terms and conditions hereinafter ordered. 

(C) The thirty-day notice requirement provided in the Natural Gas Act is 
hereby waived with respect to the revised tariff sheets filed by Texas Gas on 
October 4, 1960, and such revised tariff sheets are hereby allowed to take effect 
as of November 1, 1959. 

(D) Texas Gas shall make refunds to each of its jurisdictional customers in 
accordance with Article II of the attached Appendix A within thirty (30) days 
from the date of this order. 

(E) Texas Gas shall comply with each of the provisions of the attached 
Appendix A relating to future refunds and rate reductions. 

(F) Within twenty (20) days of making a refund in accordance with para- 
graphs (D) and (E) above, Texas Gas shall report to the Commission, in 
writing and under oath, the amount of the refund made to each of the customers, 
showing separately the amount of principal and interest so paid together with 
a computation showing the manner in which such refund was determined, and 
shall serve a copy of the report upon each of the customers receiving a refund. 

(G) Upon compliance with the terms and conditions of this order, the pro- 
ceeding in Docket No. G—-18886 shall be terminated. 

(H) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice to 
any claims or contentions which may be made by the Commission, Texas Gas or 
any other affected party hereto, in any proceeding or proceedings now pend- 
ing or hereafter instituted by or against Texas Gas or any other party hereto. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED FUEL GAS COMPANY, DOCKET NO. CP61-21 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 14, 1960) 


On July 26, 1960, United Fuel Gas Company (Applicant) filed in Docket No. 
CP61-21 an application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public convenience and necessity authorizing the installation and 
operation of one 1,050 horsepower turbine driven centrifugal compressor unit at 
Applicant’s Spencer compressor station in Roane County, West Virginia, to re- 
place six existing obsolete and inefficient gas engine driven compressor units 
totalling 4,500 horsepower, all as more fully set forth in the application. 

It appears that Spencer compressor station presently has three 500 horse- 
power units initially placed in operation in 1916 and three 1000 horsepower 
units initially placed in operation in 1917, and that depletion in the local gas 
fields and changed operating conditions make continued retention and operation 
of this existing equipment uneconomical. 

It further appears that Applicant has entered into a contract with Solar Air- 
craft Company for the purchase and installation at Spencer compressor station 
of a new type of gas turbine driven centrifugal 1,050 horsepower compressor 
unit at an approximate cost, including auxiliary and appurtenant equipment, of 
$225,000, ($180,000 payable under the Solar contract) which will be financed 
by Applicant’s parent, The Columbia Gas System, Inc. 

Applicant proposes, upon the granting of the authorization sought hereunder, 
to retire the three existing 1,000 horsepower units, and upon successful ter- 
mination of a test period of 8,000 hours, or 18 months, whichever occurs earlier, 
to then retire the three existing 500 horsepower units. 

The replacement of the existing old compressor units with the proposed new 
unit will result in substantial savings in the annual operating expenses at the 
Spencer Station. Gas supply, capacity, rates and markets are not issues in the 
subject application. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 4, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Fuel Gas Company, a West Virginia corporation having 
its principal place of business in Charleston, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commisssion in its order of March 1, 1944, in Docket No. G-341 (4 FPC 534). 

(2) The facilities proposed to be replaced and installed and operated for test 
purposes, as hereinbefore described and as more fully described in the applica- 
tion herein, will be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, and the 
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installation and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The installation of the facilities proposed by Applicant and the operation 
thereof for a test period of 8,000 hours, or for 18 months, whichever occurs 
earlier, are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. . 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c) (4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate granted hereinafter and 
to the exercise of the rights granted thereunder, and that the time within which 
the facilities authorized by this order should be installed and placed in test 
operation should be fixed at 6 months from the date on which this order issues. 

(6) <A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Fuel Gas Company to replace three 1000 
horsepower compressor units and to install and operate for test purposes the 
facilities hereinbefore described, as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (e)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be in- 
stalled and placed in test operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(D) This authorization for test purposes is limited to a period of 8,000 hours, 
or 18 months from the date of initial operation, whichever occurs earlier. Be- 
fore operating the test units on a permanent basis and the retirement of the 
remaining three 500 horsepower compressor units, Applicant shall file for appro- 
priate authorization. The application shall be accompanied by test operating 
results and other data clearly demonstrating that the continued operation is in 
the public interest. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


THE WATER WORKS, SEWER AND GAS BOARD OF THE CITY OF 
SCOTTSBORO, ALABAMA, DOCKET NO. CP61-7 


FINDINGS AND ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE AND 
DELIVERY OF NATURAL GAS 


(Issued October 19, 1960) 


The Water Works, Sewer and Gas Board of the City of Scottsboro, Alabama 
(Applicant) a public municipal corporation under the laws of the State of 
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Alabama, filed on July 13, 1960 an application for an order, pursuant to Section 
7(a) of the Natural Gas Act directing Southern Natural Gas Company (South- 
ern Natural), to sell gas to it for distribution in the City of Scottsboro, Alabama 
(City), and environs. Applicant requests that Southern Natural deliver the 
volumes of gas hereinafter set forth to the Marshall County Gas District 
(District) for the account of Applicant at an existing connection between 
Southern and the District about 33 miles south of the City of Guntersville, 
Alabama, all as more fully described in the application on file with the 
Commission. 

Applicant proposes that District transport such gas through its existing 
facilities to a proposed connection to be built by Applicant near Applicant’s 
proposed transmission line which will connect with District’s line near Gunters- 
ville. Applicant proposes to construct approximately 29.4 miles of 65 inch 
transmission line from Guntersville to the City of Scottsboro and to construct 
and operate a distribution system in the City and surrounding territory. The 
City has granted a franchise to Applicant to construct and operate a distribution 
system. 

District and Applicant entered into agreement dated November 13, 1958, 
whereby the District would transport up to 2700 Mcf of gas per day for the 
City. District would operate that portion of Applicants transmission line from 
the City of Guntersville to the Marshall-Jackson County line and Applicant 
would operate the remainder from this point to the City. 

Applicant estimates population in and near the City at approximately 7,000 
with the total potential customers of 2,170. The estimated gas requirements 
for the proposed system, as ascertained by a field survey are as follows: 





| Requirements in Mcf 


Year 2 
Peak day Annual 
Wei said nteln ant inainnes 1, 269 136, 560 
, ee 1, 544 166, 300 
Ctwiipiadenwndidainnes 1, 936 208, 380 


Southern Natural advised the Commission by its answer filed on August 4, 
1960, that it had no objection to rendering the proposed service to Scottsboro. 

After due notice of the application herein by publication in the Federal 
Register on September 20, 1960 (25 F.R. 9027), no petition or notice to intervene 
or objection to the granting of the application has been received within the 
time required by the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Southern Natural, a Delaware corporation with its principal place of 
business in Birmingham, Alabama, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) Applicant, The Water Works, Sewer and Gas Board of the City of Scotts- 
boro, Alabama, a public municipal corporation of the State of Alabama, is 
legally authorized to engage in the local distribution of natural gas to the 
public within the meaning of Section 7(a) of the Natural Gas Act. 

(3) It is necessary and desirable in the public interest to direct Southern 
Natural to establish physical connection of its transmission facilities with the 
facilities of Marshall County Gas District and deliver to the District for the 
account of Applicant up to 1936 Mcf per day of natural gas for distribution 
and sale as hereinbefore described and referred to. 
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(4) The requirement that Southern Natural serve Applicant, as hereinafter 
ordered, will not place an undue burden upon Southern Natural nor require 
it to enlarge its transportation facilities, nor impair its ability to render ade 
quate service to its customers. 


The Commission orders: 


(A) Southern Natural be and it is hereby directed to establish physical 
connection with the facilities of Marshall County Gas District as herein de 
scribed, together with such metering, regulating and appurtenant facilities as 
may be required, and to sell and deliver up to 1936 Mcf of natural gas daily 
to Applicant through facilities of Marshall County Gas District for distribu- 
tion and sale as hereinbefore described. Such service shall be rendered pursu- 
ant to Southern Natural’s presently filed appropriate rate schedules. 

(B) Southern Natural shall report to the Commission, in writing and under 
oath, the date of commencement of service to Applicant within 15 days after 
such service begins. 

(C) Applicant shall be prepared to receive service as directed herein within 
one year from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. 
G-18783 


ORDER APPROVING SETTLEMENT PRESCRIBING REFUNDS AND TERMINATING PROCEEDING 
(Issued October 19, 1960) 


Transcontinental Gas Pipe Line Corporation (Transco) on June 20, 1960, 
filed a proposed rate settlement in this docket together with a motion requesting 
Commission approval of that settlement and termination of this proceeding. 
On June 28, 1960, Transco filed a correction to one of the schedules in its pro- 
posed settlement and also requested that a hearing be held concerning the 
matters presented by its motion and proposed settlement. 

Pursuant to notice issued by the Secretary of the Commission, public hearing 
was commenced on July 20, 1960, at which time the proposed settlement and 
supporting data were placed in evidence (as Exhibits Nos. 1 and 2, respectively), 
through the single witness presented by Transco. There were also incorporated 
by reference, as separate items, 28 letters or statements of position submitted by 
the wholesale customers of Transco with respect to the proposed settlement. 
The hearing was then recessed to July 26, 1960, to afford the Georgia Municipali- 
ties, enumerated below, an opportunity to prepare and conduct cross-examination 
of the witness presented. No other party requested opportunity to cross- 
examine the witness. On July 28, 1960, the Presiding Examiner transmitted 
the record of the proceeding and his report thereon for our consideration and 
determination. 

This is a rate proceeding under Section 4 of the Natural Gas Act which had 
its inception with the proposed increase in rates totalling $15,549,531 per year, 
based on sales for the 12 months ended March 31, 1959, as adjusted, tendered 
for filing by Transco on May 18, 1959.2. By order issued June 17, 1959, the pro- 


20On September 21, 1959, Transco tendered for filing certain substitute tariff sheets 
modifying its rate filing by a reduction of $415,831 in its proposed increase for storage 


service under Rate Schedule S-2 and thus reducing the total requested increase to 
$15,133,700. 
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posed increased rates were suspended and their use deferred until November 
18, 1959, on which date they subsequently became effective subject to refund 
of any part of the proposed rates and charges found by the Commission to be 
not justified. 

Discussions on possibilities of settlement of this rate proceeding were begun 
between Transco and its customers shortly after its increased rate filing. As 
a result of these discussions Transco filed a proposed settlement with the Com- 
mission on February 5, 1960. Thereafter the Commission Staff undertook a 
field investigation of Transco’s books ang records in connection with that pro- 
posal. Following completion of that investigation, and service of the Staff's 
studies on the parties, conferences were held on June 14, 15, and 16, 1960, 
between Transco, its customers, interveners and the Commission Staff, which 
culminated in the settlement presently under consideration. 

The proposed settlement would establish rates and charges to be effective as 
of November 18, 1959, which would provide an increase in Transco’s revenues 
in the amount of $12,103,152, based on sales for the 12 months ended August 
31, 1959, as adjusted, as compared with the requested increase of $15,133,700, 
after the September 21, 1959 modification. 

Under the terms of the proposed settlement, Transco will, upon approval by 
the Commission, file with the Commission revised tariff sheets for the following 
rates to become effective as of November 18, 1959, superseding the rates presently 
in effect under an undertaking in this docket: 


Monthly Commodity 
Type of service Rate schedule demand charge per 


charge per Mef 


i 


Contract demand 


General service 


Emergency and excess gas service 


Limited term firm service 


Exchange service 
Annual contract quantity service. ...............- d 
Peaking service. 
Storage service 
For gas delivered 
For gas nominated for return by customers.....}.............-.---.-.--.--  cniamnebabintbiaeades 


ESBRESRSASESSS 
CSCMMmMaBToooe@rranse 


The proposed settlement also provides for passing through by Transco to its 
customers of refunds received by Transco from its suppliers and for reduction 
in rates to be made by Transco to reflect the reductions, if any, in the rates of 
its suppliers. The methods to be used by Transco in determining the refunds 
to its customers and in computing the reductions in its rates are set forth in 
considerable detail in the proposed settlement, and such refunds and reductions 
will be made to reflect Transco’s reduced costs of purchased gas resulting from 
pending proceedings under Sections 4, 5, or 7 of the Natural Gas Act relating 
to any of its suppliers. 

Refunds as computed under the proposed settlement will be made by Transco 
to its customers within 60 days after it receives a refund from any supplier. 
Similarly, any rate reductions to be reflected by Transco in its rates pursuant 
to the methods set forth in the proposed settlement, will be filed by Transco 
within 60 days of the effective date of the supplier’s reduced rate, to be effec- 
tive as of the same date that the supplier’s reduced rates are applied in its 
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billings for current deliveries to Transco. No rate reductions are to be made 
by Transco, however, unless or until the aggregate of its suppliers’ reductions 
exceeds $400,000 on an annual basis. 

The items incorporated by reference and communications received too late 
for incorporation, which are now in the Commission’s files in this docket, indi- 
eate that Transco’s customers concur in the proposed settlement, except as 
hereinafter set out. 

The Philadelphia Blectric Company in its response (Item AA) to Transco’s 
motion states that in view of the fact that the Staff at the June 14-15, 1960 
conferences suggested a CD-3 rate schedule with a commodity rate higher than 
that proposed by Transco, and because the Staff also reflected a somewhat 
lower over-all cost of service, “Philadelphia Electric is unable to support 
Transco’s amended rate settlement proposal.” Other than this withdrawal of 
its support, Philadelphia Electric made no other representations and does not 
indicate any opposition to our acceptance of the proposed settlement and termi- 
nation of the proceeding as requested in the motion before us. 

The Georgia’s municipalities of Bowman, Buford, Commerce, Covington, Elber- 
ton, Hartwell, Jefferson, Lawrenceville, Monroe, Royston, Sugar Hill, Toccoa 
and Winder, purchasers of gas from Transco for distribution, jointly and sev- 
erally object to the proposed settlement and move for dismissal of this proceed- 
ing. Their objection (Item Z) claims as follows: 

(1) The increased rates proposed by Transco in its filing of May 18, 1959, 
and the increased rates contained in the proposed settlement are unjust and 
unreasonable, and unduly discriminatory against the Georgia Municipalities 
and other G—1 customers of Transco. 

(2) The lower proposed rate increases contained in the settlement shows that 
the original rate filing was not justified. The Commission should, therefore, 
forthwith dismiss this proceeding after ordering refunds of the entire amounts 
collected under Transco’s undertaking. 

(3) The proposed settlement rates should not be approved without com- 
plete investigation into their justness and reasonableness and any discrimi- 
natory features of rate design and zone differential prejudicial to the G-l 
customers. 

(4) The rate design proposed provides for a substantial rate “tilt” far in 
excess of any which can be justified under the Seaboard formula? for allocation 
of costs. Such rate tilt is discriminatory against low load factor customers. 
The allocation of costs between rate zones is unreasonable. 

(5) Transco’s estimates of future gas purchase costs, which show an upward 
adjustment of over $10,000,000 or 17.5% to the book cost of gas purchased in 
the test period ending August 31, 1959, should not be accepted without complete 
investigation of their validity. 

(6) The amounts in excess of actual income tax liability in Transco’s costs 
arising out of depreciation treatment by its use of Section 167 of the Internal 
Revenue Code liberalized depreciation accounts for approximately 60% of the 
proposed increased rates. If approval is to be considered it should include 
agreement by Transco to refund the proportion of such increases arising out 
of the Section 167 treatment, in the event the Commission’s decision with respect 
to liberalized depreciation is held erroneous by the Courts. 

We have noted above that the rates and charges under the proposed settle- 
ment, on the basis of sales for the test year ending August 31, 1959, as adjusted, 
would provide an increase in Transco’s revenues in the amount of $12,103,152. 
Exhibit No. 2 shows that of that total increase $83,449, or less than seven- 


2 Atlantic Seaboard Corporation and Virginia Gas Transmission Corporation, 11 FPC 
43. 
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tenths of one percent would come from all the G—1 customers. The Georgia 
Municipalities referred to above constitute less than half the G—1 customers 
and also purchase less than half of the total volume of gas sold to the G—1 cus- 
tomers. Even without precise calculation, it appears that the total annual in- 
crease to these 13 Georgia Municipalities is approximately $40,000. 

The allegations of the Georgia Municipalities, summarized above, indicate 
that approximately 60% of Transco’s increase in rates is due to its computa- 
tion of income taxes pursuant to Section 167 of the Internal Revenue Code. 
We propose to condition our approval of the proposed settlement to include 
a reservation with respect to liberalized depreciation and normalization of 
taxes, as suggested by the Georgia Municipalities and the Pennsylvania Public 
Utility Commission (Item BB by reference). The remaining indicated rate 
increase to these municipalities would therefore appear to be about $16,000 a 
year. 

On August 9, 1960, the Georgia Municipalities filed a motion to reopen the 
record and permit them to put into evidence certain testimony and associated 
exhibits. On August 18, 1960, Transco filed a response to that motion stating 
that, without admitting the validity of the contents of the proposed evidence, 
it had no objection to reopening of the record for the limited purpose of re- 
ceiving and making that evidence a part of the record herein. No other party 
to the proceeding submitted any comment on the motion. Under the circum- 
stances, we shall reopen the record for the sole purpose of receiving the evi- 
dence tendered by the Georgia Municipalities with their motion filed on August 
9, 1960. 

Review of the proffered evidence shows that while it suggests minor changes 
in the treatment of expenses, which in and of themselves, would not affect the 
settlement proposed by Transco, the bulk of that evidence purports to show 
that Transco’s claimed increase in cost of service would be considerably re- 
duced (1) if liberalized depreciation taken under Section 167 of the Internal 
Revenue Code were used in computing income taxes, (2) if accelerated amorti- 
zation arising under Section 168 of that code were credited to the rate base, 
and (3) if in lieu of the 6 percent rate of return a 5% percent rate of return 
were used in computing cost of service for Transco. The record before us in- 
dicates that Transco has treated accelerated amortization and liberalized depre- 
ciation in its cost of service in accordance with our decisions.’ It is our view, 
therefore, that the objections of the Georgia Municipalities are without merit. 
Moreover, as heretofore indicated, we are conditioning our approval of the 
proposed settlement to include a reservation with respect to liberalized de- 
preciation and normalization of taxes. The Georgia Municipalities’ sugges- 
tion that the fair rate of return for Transco is less than 6 percent is not sup- 
ported by the proffered evidence, and is similarly without merit. 

When, along with the foregoing, we consider the cost that would be incurred 
by Transco and all other parties at a full formal hearing in this proceeding, 
the time that would be required for the investigations suggested by the Georgia 
Municipalities, the length of time that may elapse before final determination 
herein, the fact that the large majority of Transco’s customers have agreed to 
the proposed settlement, the problems faced by those customers in their own 
operations by reason of the uncertainties with respect to their gas purchase 
costs, we are of the view that the motion of the Georgia Municipalities to dis- 
miss this proceeding should be denied. 


® Panhandle Hastern Pipe Line Co., 138 FPC 53, Docket No. G—1116, April 15, 1954, 
reversed on other grounds but affirmed as to accelerated amortization, City of Detroit v. 
F.P.C., 230 F. 2d 810, 821-822 (CADC), certiorari denied, 352 U.S. 829, Zl Paso Natural 
Gas Co., Opinion No. 826, 22 FPC 260; United Fuel Gas Co., Opinion No. 334, 23 FPC 127. 
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The Commission further finds: 


(1) The increased rates and charges contained in Transco’s proposed revised 
tariff sheets tendered for filing on May 18, 1959 and modified by its filing 
on September 21, 1959 in this docket have not been shown to be just and reason- 
able or otherwise lawful under the terms and provisions of the Natural Gas 
Act and should be disallowed as hereinafter provided and ordered. 

(2) The proposed settlement of this proceeding on the basis described herein, 
as more fully set forth in the statement of proposed settlement received in evi- 
dence in this proceeding, is in the public interest and appropriate to carry out 
the provisions of the Natural Gas Act, and such settlement should be approved 
and be made effective as hereinafter provided. 


The Commission orders: 


(A) The increased rates and charges proposed by Transco in its filing of 
May 18, 1959, and its filing of September 21, 1959, and referred to in paragraph 
(1) above, hereby are disallowed. 

(B) The record in this proceeding hereby is reopened for the sole purpose of 
receiving in evidence the testimony and associated exhibits submitted by the 
Georgia Municipalities with their motion filed August 9, 1960. 

(C) The statement of proposed settlement submitted by Transco and received 
in evidence in this proceeding and the rates and charges set forth therein are 
hereby approved and made effective, subject to the terms and conditions of this 
order. 

(D) The settlement herein approved shall not be deemed to dispose of the 
normalized tax treatment accorded liberalized depreciation under Section 167 
of the Internal Revenue Code. If ultimate judicial determination should hold 
such income tax normalization to be erroneous, further proceedings in this 
docket may be had upon motion of any party hereto to determine the disposition 
of any amounts included by Transco in its cost of service for effect of liberalized 
depreciation and deferred taxes. 

(E) The motion filed by the Georgia Municipalities on June 28, 1960 and 
inecorpo”ated by reference as Item Z, hereby is denied. 

(F) Transco shall refund to its jurisdictional customers within 60 days from 
the date of this order the difference between the amounts collected under its 
filing of May 18, 1959 as modified by its filing on September 21, 1959, and the 
amounts computed in accordance with the settlement here approved, plus interest 
at the rate of 6 percent per annum from the date of payment to Transco until 
refunded. 

(G) Within 15 days after making the refunds as provided by paragraph (F) 
above, Transco shall report to the Commission, in writing and under oath, the 
amount of the refund made to each of its customers, showing separately the 
amount of principal and interest so paid, and shall serve a copy of such report 
upon each of the customers receiving a refund. Concurrently therewith, Transco 
shall file with the Commission releases from its jurisdictional customers showing 
receipt of the principal and interest. 

(H) In the event Transco receives any refunds from any supplier as a result 
of any pending proceeding under Section 4 or 7 of the Natural Gas Act involving 
such supplier, and in the event any supplier reduces its rates as a result of any 
pending proceeding under Section 4, 5 or 7 of the Natural Gas Act, Transco 
shall in turn refund such amounts to its customers and reduce its rates in 
accordance with Articles III, IV, and V of the settlement here approved. 

(I) Transco shall forthwith file revised rate schedules embodying the settle- 
ment rates set forth in Article II of the settlement to be effective as of November 
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18, 1959, in place of the rates and charges presently in effect under Transco’s 
undertaking to refund in this docket. 

(J) Upon full compliance by Transco with all the terms and conditions of 
this order and acceptance of the filings made by it, this proceeding shall be 
considered terminated subject only to the reservation set forth in paragraph (D) 
hereof. 

(K) In issuing this order, the Commission’s action is not to be construed as 
a concurrence with the cost of service determinations, allocation methods and 
rate design principles used in arriving at rates and charges for future sales, or 
in computing the amount of refunds agreed upon in the settlement agreement, 
and neither the Commission, its staff, or other parties to the proceedings are to 
be prejudiced or bound thereby in future proceedings. 

(L) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice to 
any claims or contentions which may be made by the Commission, Transco, the 
Commission staff, or any other party affected by this order, in any proceeding 
now pending or hereafter instituted by or against Transco or any other com- 
panies, persons or parties affected by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


COLORADO-WYOMING GAS COMPANY, DOCKET NO. CP61-16 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT 


(Issued October 21, 1960) 


On July 22, 1960, Colorado-Wyoming Gas Company (Applicant) filed in Docket 
No. CP61-16 an application pursuant to Section 7 of the Natural Gas Act for 
permission and approval to abandon by sale to Public Service Company of 
Colorado (Public Service) the existing town border meter station at Loveland, 
Larimer County, Colorado, and 2,832 feet of 4inch lateral pipeline leading to 
said meter station from Applicant’s 8-inch main transmission pipeline between 
Boulder Junction and Fort Collins, Colorado; and for a certificate of public 
convenience and necessity authorizing the enlargement and revision of Appli- 
cant’s existing meter station at West Loveland to serve certain new facilities 
proposed to be constructed by Public Service, and the construction and operation 
of a new meter station at South Loveland to provide an additional delivery 
point for Public Service on Applicant’s 6-inch lateral extending towards Greeley, 
all as more fully set forth in the application. 

The purpose of the proposed abandonment by sale, with the concurrent re- 
vision and enlargement of the West Loveland meter station and related con- 
struction by Public Service, and the proposed new meter station at South 
Loveland, is to provide better planning and control of its distribution functions 
by Public Service and to facilitate the handling of present and future load 
growth in the Loveland area. 

Service through the new delivery point will be under the existing service 
agreement between Applicant and Public Service. No substantial change in 
Applicant’s gas supply is involved. 

The total estimated cost of the facilities proposed to be constructed hereunder 
is $5,511 for enlarging the West Loveland station, and $12,000 for the new South 
Loveland station. The total depreciated original cost of the facilities to be 
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abandoned by sale is $4,640, and the selling price of such facilities is $3,500. 
All costs will be defrayed from working funds. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on October 11, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hear- 
ing that the intermediate decision procedure be omitted and that the Commis- 
sion render a decision herein pursuant to Section 1.30(c)(1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado-Wyoming Gas Company, a Delaware corporation 
having its principal place of business in Denver, Colorado, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of June 5, 1945, in Docket No. G-285 
(4 FPC 938). 

(2) The facilities proposed to be abandoned by sale to Public Service Com- 
pany of Colorado, as hereinbefore described and as more fully described in 
the application herein, are used in the transportation and sale of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and such 
abandonment is subject to the requirements of Subsection (b) of Section 7 of 
the Natural Gas Act. 

(3) The proposed abandonment of the aforesaid facilities is permitted by 
the public convenience and necessity and approval therefor should be granted 
as hereinafter ordered. 

(4) The facilities proposed to be constructed and operated, as hereinbefore 
described and as more fully described in the application herein, will be used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and the construction and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(5) The construction and operation of the facilities as proposed by Ap 
plicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the requirements, rules and regulations of 
the Commission thereunder. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act should at- 
tach to the issuance of the certificate referred to in paragraph (5) above and to 
the exercise of the rights granted thereunder, and that the time within which 
installation of the facilities authorized by this order should be completed and 
said facilities placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(8) A request during the public hearing by staff counsel for the omission 
of the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment of the facilities herein- 
before described, as more fully described in the application in this proceeding, is 
hereby granted to Colorado-Wyoming Gas Company. 
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(B) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Colorado-Wyoming Gas Company to construct and 
operate the facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, upon the terms and conditions of this order. 

(C) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c)(4) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (B) hereof and to the exercise of the rights granted thereunder. 

(D) The time within which the facilities hereby authorized shall be installed 
and placed in actual operation as provided by paragraph (b) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act is hereby fixed at 6 
months from the date on which this order issues. 

(EB) Applicant shall advise the Commission of the date of abandonment of the 
facilities referred to in paragraph (A) hereof within 10 days of the date of 
such abandonment. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP61-20 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 21, 1960) 





The Ohio Fuel Gas Company (Applicant), an Ohio corporation with a princi- 
pal office in Columbus, Ohio, filed an application in Docket No. CP61-20, on 
July 25, 1960, pursuant to Section 7 of the Natural Gas Act, for a certificate of 
publie convenience and necessity authorizing the construction and operation of 
two main line taps on its existing transmission lines in northwestern Ohio in 
order to provide retail natural gas service in the communities of Bairdstown and 
Millbury, Lucas County, and Clay Center, Ottawa County, all in the State of 
Ohio, all as more fully stated in the application on file with the Commission. 

Applicant proposes to construct and operate the necessary connecting facilities 
and distribution systems in each community, none of which has gas service at 
present. The communities of Millbury and Clay Center will be served from a 
single proposed tap on Applicant’s 18-inch transmission Line D—420 in Ottawa 
County, while the community of Bairdstown will be served from another pro- 
posed tap on Applicant’s 16-inch transmission Line D-345 in Wood County. 

Applicant represents that the total estimated cost of the proposed construction 
is $202,700 of which $500 will be for the proposed taps, and the remainder for 
the three distribution systems. The costs of construction will be defrayed from 
eash on hand. 

Applicant estimates the gas requirements of the three communities to be as 
follows: 


Volumes in Mef @ 14.65 
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No question of gas supply is involved in this case. 
Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 11, 1960, respecting the matters involved in and the issues presented by 
the application. No objection or protest to the granting of the application has 
been received. Staff counsel moved orally at the hearing that the intermediate 
decision procedure be omitted and the Commission render a decision herein 
pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant is engaged in the transportation of natural gas in interstate 
commerce and the sale of natural gas in interstate commerce for resale for 
ultimate public consumption subject to the jurisdiction of the Commission, and 
is, therefore, a “natural-gas company” within the meaning of the Natural Gas 
Act, as heretofore found by the Commission. 

(2) The natural gas facilities as hereinbefore described and as more fully 
described in the application which are proposed to be constructed and operated 
by Applicant will be used for the transportation and sale of natural gas in inter- 
state commerce as an integral part of Applicant’s existing natural gas pipeline 
system, and are subject, therefore to the jurisdiction of the Commission and the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation by Applicant of the natural gas 
facilities as hereinbefore described and as more fully described in the applica- 
tion, are required by the public convenience and necessity, and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (¢c) (1), (ce) (3), (c) (4) and (e) 
of Section 157.20 of the Commission’s Rules of Practice and Procedure should 
attach to the certificate hereinafter issued by paragraph (A) hereof, and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of facilities authorized by this order shall be completed and in 
actual operation should be fixed at ten months from the date on which this 
order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, and as more fully described in the application, for the 
transportation and sale of natural gas in interstate commerce as therein set 
forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (¢) (8), (ce) (4) and (e) of Section 157.20 of the Commission’s General 
Rules and Regulations shall attach to the issuance of the certificate granted in 
paragraph (A) hereof, and to the exercise of the rights thereunder. 

(C) The construction of the natural gas facilities herein authorized shall be 
completed and such facilities shall be placed in actual operation by Applicant 
within ten months from the date of issuance of this order. 
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PHILLIPS PETROLEUM COMPANY, DOCKFT NO. G-18533; TIDEWATER 
OIL COMPANY, DOCKET NO. G-18792; THE ATLANTIC REFINING 
COMPANY, DOCKET NO. G-18853 


ORDER ADOPTING EXAMINER’S DECISION 
(Issued October 21, 1960)* 


1. Termination of service to one interstate pipeline so that increased deliveries 
of natural gas may be made to another interstate pipeline allowed under 
particular circumstances of this case, and results in no discontinuance of 
the sale of such gas for resale in interstate commerce. Pp. 897, 900. 

2. Commission authorizes abandonment of natural gas service under Section 
7(b) of the Natural Gas Act. P. 898. 


Kenneth Heady and H. K. Hudson for Phillips Petroleum Company. 

Jack D. Jones, Clyde EB. Wilbern and Robert O. Koch for Tidewater Oil 
Company. 

Bernard A. Foster, Jr. and Sherman 8S. Poland for The Atlantic Refining 
Company. 

Winston W. Brown, W. O. Crain, Saunders Gregg, David Klotz, C. Huff- 
man Lewis and Vernon W. Woods for United Gas Pipe Line Company. 

Vincent P. McDevitt, Samuel G. Miller and Henry P. Sullivan for Phila- 
delphia Electric Company. 

William L. Brunner for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 

On September 2, 1960 the Presiding Examiner issued in the above-styled pro- 
ceedings an initial decision pursuant to Section 7(b) permitting Phillips Pe- 
troleum Company (Phillips), Tidewater Oil Company (Tidewater), and The 
Atlantic Refining Company (Atlantic) to abandon service and the deliveries of 
natural gas to United Gas Pipe Line Company (United), from a 149.09 acre tract 
of land in the Lewisburg Field, Acadia Parish, Louisiana, known as the Duple- 
chain No.7 Unit. 

The question presented in these proceedings concerns primarily the matter 
of terminating service to one interstate pipeline company so that increased de- 
liveries of natural gas may be made to another interstate pipeline company. For 
Phillips, Tidewater and Atlantic upon cessation of service to United would im- 
mediately make increased sales and deliveries of natural gas to Texas Gas 
Transmission Corporation. 

There would be no discontinuance of deliveries of natural gas for sale for re- 
sale in interstate commerce. 

No question is presented in the proceedings as to the authority of the Com- 
mission to require United to continue to purchase gas from the applicants in 
the proceedings, or to obtain permission and approval of the Commission to dis- 
continue utilization of the facilities through which United has been receiving 
gas from applicants. 

United and the applicants have agreed to the termination of the sale-purchase 
contracts. No exceptions to the Examiner’s initial decision have been filed. The 


*Initial decision appears on P. 898. 
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Commission is of the opinion that the Examiner’s decision should be adopted as 
its opinion in these proceedings. 
The Commission finds: 

Except as hereinabove noted, the decision of the Presiding Examiner issued 
on September 2, 1960 should be adopted as the decision of the Commission as of 
the date of the issuance of this order. 
The Commission orders: 

The decision of the Presiding Examiner issued herein on September 2, 1960, 
except as hereinabove noted, is hereby adopted as the decision of the Commis- 
sion as of the date of the issuance of this order. 


DECISION 


UPON 





APPLICATIONS FOR ABANDONMENT OF NATURAL GAS SERVICE 


(Issued September 2, 1960) 


Bunper, Presiding Examiner: These proceedings involve three applications filed 
respectively by Phillips Petroleum Company (Phillips), Tidewater Oil Com- 
pany (Tidewater) and The Atlantic Refining Company (Atlantic) filed pursu- 
ant to Section 7(b) of the Natural Gas Act (Act) seeking authorization to 
abandon service in respect of deliveries of natural gas to United Gas Pipe Line 
Company (United) from a 149.09 acre tract of land in the Lewisburg Field, 
Acadia Parish, Louisiana, known as the Duplechain No. 7 Unit. 

These proceedings were consolidated for public hearing by the Federal 
Power Commission (Commission) by notice issued May 25, 1960, and such 
hearing was held on June 27, 28, and 29, 1960. United, the purchaser of the 
gas involved in this consolidated proceeding, was authorized to intervene as 
was Philadelphia Electric Company (Philadelphia), a distributor of gas pur- 
chased from Texas Eastern Transmission Company, a major customer of 
United. 

Briefs were filed by each applicant, by United and by Philadelphia. Staff 
counsel participated actively in the proceeding but filed no brief. United sup- 
ported the applications during the hearing and in its brief and Philadelphia 
which also participated in the proceeding concluded in its brief “that the 
public interest would not be disserved by granting the instant applications.” 

No opposition has been expressed by the Staff or any party to the granting 
of the applications involved herein. 

The material facts may be summarized briefly as follows: 

Phillips, Tidewater and Atlantic are the owners of undivided interests in 
an oil and gas lease covering the Duplechain No. 7 Unit, the tract of land in the 
Lewisburg Field involved in these proceedings. Phillips’ interest is 45.8982 
percent, Tidewater’s interest is 34.4890 percent, and Alantic’s interest is 19.6128 
percent. 

The applicants entered into a contract with United on September 26, 1949, 
for the sale of the gas involved in this proceeding for a primary term of ten 
(10) years from September 14, 1949, and to continue in effect after the ex- 
piration of the aforesaid primary term for successive periods of one year 
each; provided, however, that each of the party sellers and United was 
afforded the right to terminate the contract at the end of the primary term or 
any succeeding annual period by giving to the other party at least ninety (90) 
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days prior written notice. This contract also provided that while United 
had the option to purchase all the gas produced by applicants from the Duple- 
chain No. 7 Unit, it was not required to take all such gas but was obligated 
to purchase such gas ratably with its other purchases in the field. The sellers 
reserved the right to sell to others gas produced on this unit not taken by 
United. 

On October 18, 1950, approximately a year after the applicants had extended 
their contract with United, and prior to the issuance of the Phillips’ decision 
by the Supreme Court,’ the seller applicants entered into separate contracts 
with Texas Northern Gas Corporation (to whose interests Texas Gas Trans- 
mission Corporation has succeeded) and with Texas Gas Transmission Corpora- 
tion (Texas Gas) for the sale of gas produced from various other leases owned 
by the applicants in the Lewisburg Field, Acadia Parish, Louisiana. This 
contract also provided that gas produced from the Duplechain No. 7 Unit not 
taken by United would be delivered to Texas Gas. 

When the applicants entered into contracts with Texas Gas in 1950, the con- 
tract provided that applicants would terminate the United contract covering 
Duplechain No. 7 Unit at the earliest possible date consistent with their obliga- 
tions under the contract so that Texas Gas would receive all of the gas from 
this tract. 

The Commission issued certificates of public convenience and necessity to each 
of the applicants covering sales of gas in the Lewisburg Field, including sales 
from the Duplechain No. 7 Unit made to Texas Gas.’ In addition Phillips filed 
as Supplement No. 8 to its FPC Gas Rate Schedule No. 216 an unilateral rate 
increase covering its share of the gas from Duplechain No. 7 then being sold to 
United in the Lewisburg Field. The application was suspended until May 17, 
1960, when the rate became effective subject to refund. 

United has refused to purchase gas from Phillips on the basis of Phillips’ 
unilateral rate increase, having taken the position that as a matter of business 
policy it is unwilling to purchase gas on a day-to-day basis from any of the 
seller applicants. It would be willing, United states, to enter into a long-term 
contract with the sellers, and would be willing to take this gas at the going 
price in the area if it could negotiate long-term contracts with the sellers. The 
sellers, on the other hand, in view of their agreements with Texas Gas, are 
unwilling to enter into a long-term contract with United for the sale of the gas 
involved here. 

There is no authority in the Commission in these specific circumstances to 
require these applicants to execute a long-term or other contract with United, 
nor can the Commission compel United under the specific facts of this case 
to take delivery of the gas from Duplechain No. 7 Unit. It has also been pointed 
out that both Atlantic and Tidewater could, under the law, file applications 
for unilateral rate increases in this proceeding just as Phillips has done. It 


1 Atlantic’s sale of such gas to United is covered by its FPC Gas Rate Schedule No. 58 
and Certificate of Public Convenience and Necessity issued to Atlantic by the Commission 
in Docket No. G—3894; Phillips’ sale of such gas to United is covered by its FPC Gas 
Rate Schedule No. 216 and Certificate of Public Convenience and Necessity issued to Phil- 
lips in Docket No. G—-3496; and Tidewater’s sale of such gas to United is covered by its 
FPC Gas Rate Schedule No. 33 and Certificate of Public Convenience and Necessity issued 
to Tidewater by the Commission in Docket No. G—6269. 

2347 U.S. 672. 

* Atlantic’s sale of such gas to Texas Gas is covered by its FPC Gas Rate Schedule No. 
57 and certificate of public convenience and necessity issued to Atlantic in Docket No. 
G—3894 ; Phillips’ sale of such gas to Texas Gas is covered by its FPC Gas Rate Schedule 
No. 202 and certificate of public convenience and necessity issued in Docket No. G—3483 
and Tidewater’s sale of such gas to Texas Gas is covered by its FPC Gas Rate Schedule 
No. 37 and certificate of public convenience and necessity issued in Docket No. G—6271. 
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should further be noted that the rates of Phillips as well as those of Atlantic 
and Tidewater are the subject of rate investigations by the Commission.‘ 

As we have noted, neither the Staff nor Philadelphia opposed the granting 
of the applications under consideration. United has supported the grant of the 
applications. No party appeared in opposition. 

In all of the circumstances of this particular proceeding, it is concluded that 
the applications filed herein for abandonment pursuant to Section 7(b) of the 
Act should be granted. 


ADDITIONAL FINDINGS AND CONCLUSIONS 


Upon consideration of the entire record herein, the evidence adduced and 
the briefs filed, it is found and concluded in addition to the findings and conclu- 
sions hereinbefore set out that 

(1) Applicants Phillips Petroleum Corporation, Tidewater Oil Company, and 
The Atlantic Refining Company are each engaged in the sale of natural gas 
in interstate commerce for resale for ultimate public consumption, subject to the 
jurisdiction of the Commission, and each of the applicants is therefore a 
“natural-gas company” within the meaning of the Natural Gas Act. 

(2) The sale of natural gas proposed to be abandoned by each of the appli- 
cants as hereinbefore described and as more fully described in the applications 
herein is subject to the requirements of subsection (b) of Section 7 of the 
Natural Gas Act. 

(3) Such abandonment by each applicant is permitted by the public con- 
venience and necessity and should be permitted and approved as hereinafter 
ordered. 

ORDER 


WHEREFORE, IT IS ORDERED, Subject to review by the Commission pursuant to 
its rules of practice and procedure that permission for and approval of the 
abandonment of natural gas service by Phillips Petroleum Company, Tidewater 
Oil Company and The Atlantic Refining Company as hereinbefore described 
and as more fully described in the applications herein be and is granted. 


SAMUEL BINDER, 
Presiding Examiner. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


EAST TENNESSEB NATURAL GAS COMPANY, DOCKET NO. CP60-112 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued October 24, 1960) 


Bast Tennessee Natural Gas Company (Applicant), a Tennessee corporation, 
with its principal place of business in Knoxville, Tennessee, filed an application 
on June 7, 1960, as supplemented on July 26, 1960, pursuant to Section 7 of 
the Natural Gas Act, for a certificate of public convenience and necessity 
authorizing the construction and operation of a tap and metering facilities on 
its existing 22-inch Greenbrier-Oak Ridge pipeline near Cookeville, Tennessee, 
for the sale and delivery of natural gas to the town of Livingston, Tennessee 
(Livingston) for resale and distribution within Livingston and the community 
of Rickman and environs. Livingston proposes to build approximately 12 miles 


*See Docket No. G—1148 et al., G-9283 et al., and G—13310 et al. 
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of 4inch transmission line from Applicant’s proposed facilities through Rickman 
to Livingston and will construct and operate distribution systems within 
Livingston and Rickman and environs. 

From the evidence it appears that Livingston is a municipal corporation 
and requires no franchise to render the proposed service. Rickman is an 
unincorporated community. 

The total estimated cost of Applicant’s subject facilities herein is $14,725, 
which will be paid out of funds on hand. 

Based on a market survey made by engineers for Livingston, its total estimated 
annual and peak-day requirements are as follows: 


Volumes—Mef @ 14.74 psia 


| 
| | 
| 


Annual 


1961 1962 | 1963 


I TE I aii cia ities hci ils 74, 445 | 86, 314 99, 744 
‘Total interruptible requirements._.............. 25, 560 | 25, 560 | 25, 560 





100, 005 | 111, 874 | 25, 304 


1,448 


1,131} 1,292 





It is reasonable to conclude that the volumes above referred to could have no 
appreciable impact on Applicant’s available gas supply or its ability to render 
the service herein authorized. 

The service to Livingston would be made under Applicant’s presently effective 
rates now on file with the Commission, subject to refund in Docket No. G—20072. 

The estimated cost of construction of Livingston’s entire project is $390,000. 
It proposes to finance its project by issuing $390,000 in municipal gas system 
revenue bonds. The bonds will have a 30-year maturity and an interest rate 
of 4% percent. The evidence shows that The Home and Housing Finance 
Agency of Atlanta, Georgia, has tentatively approved the purchase of these 
bonds. 

According to the application, the total population of the areas to be served is 
estimated at approximately 3,945, with total potential customers of 1,216. 
Livingston’s engineers estimate that approximately 429, or 35 percent of the 
potential customers will be attached at the end of the first year and approxi- 
mately 647, or 53 percent by the end of the third year. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
October 17, 1960 respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest in opposition to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and the Com- 
mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, East Tennessee Natural Gas Company, a Tennessee corpora- 
tion having its principal place of business in Knoxville, Tennessee, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in Docket No. G—1065 (8 FPC 836). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation herein, as supplemented, are proposed to be used in the transportation 
and sale of natural gas in interstate commerce for resale, subject to the jurisdic- 
tion of the Commission, as integral parts of Applicant’s existing pipeline system 
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and the construction and operation thereof by Applicant are subject to the re- 
quirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraph (a), (b), (ec) (1), (ec) (3), (ec) (4) and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter issued to Applicant and to 
the exercise of the rights granted thereunder. 

(6) The time within which the facilities hereby authorized shall be placed in 
operation should be fixed at 12 months from the date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing East Tennessee Natural Gas Company to construct 
and operate the facilities hereinbefore described, all as more fully described in 
the application herein, as supplemented, for the transportation and sale of nat- 
ural gas as therein set forth, subject to the jurisdiction of the Commission upon 
the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (1), (ce) (8), (ce) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 

(C) The time within which the facilities authorized herein shall be placed in 
service is fixed at 12 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


FIRST AMENDMENT TO STATEMENT OF GENERAL POLICY NO, 61-1 
(Issued October 25, 1960) * 


In our Statement of General Policy No. 61-1, issued September 28, 1960, 24 
FPC 818, we did not announce a price level for initial sales from Southern 
Louisiana and Mississippi for the reason therein given. Subsequent to the 
issuance of our statement, we have found that the great number of proposed 
sales from this area involved in certificate proceedings renders it imperative 
that a price level be announced. The large amounts of gas vitally needed from 
this area for widespread interstate markets cannot be given consideration and 
certification consistent with the sales from other areas under our new policy 
unless all parties including our staff, producers and purchasers are aware of 
exactly what initial price level we feel is presently appropriate. 


*Published in Federal Register, November 1, 1960 (25 F.R. 10488). 





me N wero FS See 


FEDERAL POWER COMMISSION 903 


We will, therefore, by this announcement amend the appendix to our State- 
ment of General Policy, 61-1, to include a price level of 20.96 cents per Mcf 
at 14.65 psia (21.5 cents per Mcf at 15.025 psia) for initial sales from Southern 
Louisiana and Mississippi. This level represents our judgment as to a proper 
price at this time, based upon current conditions and a full and careful con- 
sideration of all of the factors set forth in our original statement. It is 
intended to operate for sales not previously considered by us in connection 
with permanent certification. Previously certificated sales from this area, at 
the same or other price levels, were the result of our judgment of the situations 
at the time those cases came before us. The present announcement, of course, 
is neither a repudiation of our previous decisions nor a prejudgment of the 
eases presently being reconsidered separately by us upon remand from the 
Supreme Court. 

Chairman Kuykendall dissenting. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


H. L. HUNT, LAMAR HUNT, LAMAR HUNT TRUST ESTATE, NELSON 
BUNKER HUNT TRUST ESTATE, WILLIAM HERBERT HUNT TRUST 
ESTATE, AND PLACID OIL COMPANY (OPERATOR), ET AL. (FOR- 
MERLY H. L. HUNT), DOCKET NOS. G-—13531, G-16642 AND G-—19754 


ORDER DENYING MOTION FOR RECONSIDERATION 


(Issued October 26, 1960) 


On June 8, 1960, Lamar Hunt, Lamar Hunt Trust Estate, Nelson Bunker 
Hunt Trust Estate, William Herbert Hunt Trust Estate, and Placid Oil Com- 
pany (Operator), et al. (Hunt Interests), filed a joint motion for reconsidera- 
tion* of a Commission order issued on May 10, 1960, in Docket Nos. G—13531, 
G—16642 and G—19754, and of a Commission order issued May 11, 1960, in 
Docket No. G—19754. Said proceedings relate to H. L. Hunt’s FPC Gas Rate 
Schedule No. 7 and the gas sold thereunder which is produced in Lucky Field, 
Bienville Parish, Louisiana, for delivery to Texas Eastern Transmission 
Corporation. 

Subsequent to the initiation of the aforementioned suspension proceedings, 
H. L. Hunt, assigned to the aforementioned Hunt Interests his interest in the 
contract on file as H. L. Hunt’s FPC Gas Rate Schedule No. 7. Lamar Hunt 
and other movants in complaining of said orders issued May 10 and 11, 1960, 
aver (1) that assignees did not make sales to Texas Eastern prior to December 
1, 1959; (2) that assignees therefore are not proper parties to these proceedings 
and are not concerned with the issues in these proceedings; and (3) that as- 
signee’s rates are initial rates without any obligation to refund. 

Under circumstances similar to those here, the Commission has held? that 
the rate filed by an assignee is not an initial rate, but rather is subject to the 
prior suspension proceeding involving the assignor’s rate schedule. 


1The instrument filed was entitled “Application for rehearing and Reconsideration.” 
By letter dated July 8, 1960, the Commission informed said parties that since an appli- 
eation for rehearing of an interlocutory order may not properly be filed under Section 
1.30(e) or Section 1.34 of the Commission’s Rules of Practice and Procedure, the instant 
tender was accepted for filing as a motion for reconsideration of the aforementioned orders 
issued May 10 and 11, 1960. 

2 Order issued September 20, 1960, Hunt Oil Company and H. L. Hunt, G—18092, 24 
FPC 480. 
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The Commission finds: 


As the rate schedule of Hunt Interests, as assignee, is subject to the prior 
suspension proceedings relating to the same rate schedule of the assignor, the 
motion filed by Hunt Interests on June 8, 1960, should be denied. 


The Commission orders: 


Hunt Interests’ motion filed on June 8, 1960 for reconsideration of the afore- 
mentioned orders issued May 10 and 11, 1960, in this proceeding, is hereby 
denied. 


Commissioner Kline dissenting. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


IDAHO POWER COMPANY, DOCKET NO. E-6960 
ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS AND COMMON STOCK 


(Issued October 27, 1960) 


Idaho Power Company (Applicant), incorporated under the laws of the State 
of Maine and qualified to do business as a foreign corporation in the States 
of Idaho, Oregon, and Nevada, with its principal business office located in 
Boise, Idaho, filed an application on September 21, 1960, as amended October 
19, 1960, for an order pursuant to Section 204 of the Federal Power Act, 
authorizing it to issue and sell (1) $15,000,000, principal amount of First 
Mortgage Bonds, Series due 1990, through competitive bidding, and (2) 100,000 
shares of Common Stock, par value $10 per share, for which an exemption is 
requested from the Commission’s competitive bidding requirement. 

Applicant proposes to issue the Bonds under its Mortgage and Deed of 
Trust, dated as of October 1, 1937, as heretofore supplemented, and as to be 
further supplemented by a proposed Thirteenth Supplemental Indenture, be- 
tween Applicant and Bankers Trust Company and J. C. Kennedy (successor 
to R. G. Page as Individual Trustee). 

Applicant proposes on or about November 7, 1960, to invite sealed, written 
bids for the purchase of the proposed Bonds by newspaper publication and 
through distribution of a Form of Proposal, together with a statement of terms 
and conditions relating thereto and a form of purchase contract. Each bid, 
whether from a single bidder or a group of bidders, must be for the purchase 
of all of the Bonds, and must be in writing on the Form of Proposal provided 
by Applicant. Each bid must specify the interest rate to be borne by the Bonds, 
which rate shall be a multiple of 4th of 1%, and the price exclusive of accrued 
interest to be paid to Applicant for the Bonds, which price shall be expressed 
as a certain percentage of the principal amount of the Bonds but not less than 
99% thereof. In addition, each bid must be accompanied by a certified or 
bank cashier’s check or checks in the aggregate amount of $750,000. Unless 
Applicant shall reject all bids for the proposed issuance of Bonds (which it 
reserves the privilege to do) or shall exclude a bid or bids for reasons speci- 
fied in the statement of terms and conditions, it will accept the bid which pro- 
vides it with the lowest annual cost of money. 

The proposed shares of Common Stock will be offered publicly on or about 
November 2, 1960, at the last reported sale price of Applicant’s Common Stock 
on the New York Stock Exchange immediately prior to the date of offering 
thereof. Applicant proposes to enter into an underwriting agreement for the 
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sale of the issue of Common Stock with the underwriting firm of Kidder, 
Peabody & Co., which agreed to underwrite the issue for a fee, subject to 
market conditions at the time of offering, of 8844 cents per share. The afore 
mentioned fee represents the lowest cost of underwriting the contemplated 
issue on the basis of three proposals submitted by underwriting firms to 
Applicant. 

By letter dated September 16, 1960, Docket No. IN-941, the Commission, 
pursuant to Section 34.2(k) (2) (ii) of its Regulations under the Federal Power 
Act, authorized Applicant to enter into negotiations for the underwriting or 
sale of the proposed issuance of Common Stock. Applicant now requests that 
the proposed issuance be exempted from the competitive bidding requirements 
of Section 34.1a (b) and (c) of those Regulations upon findings as set forth in 
Section 34.la (a) (4) thereof. 

Applicant proposes to utilize the proceeds from the issuance and sale of the 
proposed Bonds and Common Stock, estimated in the approximate amount of 
about $20,000,000, for the purpose of repaying, in part, its short-term bank loans 
presently outstanding,* which were made to furnish interim financing of its 
construction program associated primarily with its Snake River developments 
licensed by the Commission as Project No. 1971. These short-term borrowings 
aggregated $25,000,000, as of the date of this application, and Applicant antici- 
pates the continuation of short-term bank borrowings for interim periods pend- 
ing further capital security financing in 1961. Applicant’s construction program 
for the balance of 1960 and 1961 is expected to require expenditures of about 
$26,370,000, allocated as follows: generating facilities, $8,665,000, transmission 
lines and facilities, $9,060,000; substations, $3,705,000; new business extensions 
and distribution facilities, $3,840,000; and general plant additions, $1,100,000. 

Written notice of the application has been given to the Idaho Public Utilities 
Commission, the Oregon Public Utility Commissioner, and the Public Service 
Commission of Nevada, and to the Governor of each of those States. Notice 
of the application was also given by publication in the Federal Register on 
October 7, 1960 (25 F.R. 9654), stating that any person desiring to be heard or 
to make any protest with reference to the application should file a petition or 
protest with the Federal Power Commission, Washington 25, D.C., on or before 
October 20, 1960. No protest, petition, or request to be heard in opposition 
to the granting of the application has been received. 

By order entered October 3, 1960 the Idaho Public Utilities Commission 
approved the proposed issuance and sale of $15,000,000, principal amount of 
First Mortgage Bonds, and 100,000 shares of Common Stock, par value $10 
per share, in the manner and for the purposes set forth above. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the Com- 
mission as heretofore described and set forth in the Commission’s order issued 
November 7, 1957, Idaho Power Company, Docket No. E-6781 (18 FPC 603). 

(2) The proposed issuance and sale of Bonds and the proposed issuance and 
sale of Common Stock, all as described above, will constitute issuances of 
securities within the purview of Section 204 of the Act. 


*The Commission, in an order issued on December 24, 1959 (Docket No. E-6907), 22 
FPC 1146, authorized the Applicant to issue up to $40,000,000 short-term notes. The 
notes were to be issued on or before December 31, 1960, they were to mature not more 
than one year from dates of Issue, and they were to bear interest at the New York prime 
rate. The purpose of the notes was to provide temporary funds for the applicant's large 
construction program which includes the Snake River development (Project No. 1971). 
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(3) There is no affiliation, direct or indirect, through directors officers, or 
stockholders, or the ownership of securities, or otherwise, between Applicant 
and the underwriting firm of Kidder, Peabody & Co. 

(4) The fees proposed to be paid to Kidder, Peabody & Co., in connection 
with the proposed issuance of Common Stock do not appear to be unreasonable. 

(5) Under the circumstances of this case, sufficient cause has been shown 
for exempting the proposed issuance of Common Stock from the competitive 
bidding requirements of Section 34.la(b) and (c) of the Commission’s Regu- 
lations under the Federal Power Act. 

(6) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuances 
of Bonds and Common Stock are, therefore, not exempt by virtue of that Section 
from the requirements of Section 204 of the Act. 

(7) The proposed issuance and sale of Bonds, and the proposed issuance 
and sale of Common Stock, all as hereinafter authorized, will be for a lawful 
object, within the corporate purposes of Applicant and compatible with the 
public interest, which is appropriate for and consistent with the proper perform- 
ance by Applicant of service as a public utility and which will not impair its 
ability to perform that service, and is reasonably appropriate for such purposes. 
(8) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, and the proposed issuance 
and sale of Common Stock, all as described above, upon the terms and condi- 
tions, and for the purposes specified in the application, as amended, are hereby 
authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until : 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements, and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 

(ii) The Commission shall have approved the interest rate thereof and the 
price to be received by Applicant for such Bonds, by a further order. 

(C) The proposed issuance and sale of Common Stock shall not be consum- 
mated until: 

(i) Applicant shall have amended its application by filing with the Com- 
mission a verified copy of the underwriting agreement, as executed, between 
Applicant and the afore-mentioned underwriters for the purchase or underwrit- 
ing of the proposed issuance of Common Stock. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the proposed Common Stock. 

(D) This authorization shall expire unless the transactions hereby author- 
ized are consummated within 90 days from the date of issuance of this order. 

(E) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(F) Nothing in this order shall be construed to imply any guarantee or obli- 


gation on the part of the United States in respect of any securities to which 
this order relates. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-6 


FINDINGS AND ORDER ISSUING CERTIFICAT® OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 27, 1960) 


On July 13, 1960, as supplemented on August 30, 1960, Texas Gas Transmission 
Corporation (Applicant) filed in Docket No. CP61-6 an application pursuant to 
Section 7(c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing an increase in the contract demands of thirty-one existing 
customers aggregating 19,852 Mcf per day (at 15.025 psia) over the volume 
presently authorized, and a reduction of the presently authorized allocation to 
Louisville Gas & Electric Company by 8,400 Mcf per day (at 15.025 psia), all 
as more fully set forth in the application, as supplemented. 

The proposed increases are stated to be necessary to meet the estimated 
1960-61 peak requirements of the specified customers. No new customers or 
communities are to receive service, and no new facilities are required. Appli- 
cant’s gas reserves will not be appreciably affected. 

The proposed reduction in allocation to Louisville Gas is the result of a 
review and revision by Louisville Gas of its requirements from Texas Gas, 
which are stated to be 115,000 Mcf per day instead of the present authorization 
of 123,400 Mcf per day, a difference of 8,400 Mcf per day. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 24, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of 


the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order issued April 2, 1948, affirming the Presiding Exam- 
iner’s decision in Docket No. G-855 (7 FPC 223). 

(2) The proposed transportation and sales of increased volumes of natural 
gas by Applicant to existing customers, as hereinbefore set forth and as more 
fully set forth in the application herein, as supplemented, will be made in inter- 
state commerce, subject to the jurisdiction of the Commission, and such trans- 
portation and sales by Applicant are subject to the requirements of Subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(3) The proposed transportation and sales of increased volumes of natural 
gas by Applicant are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(5) The present authorized allocation of 123,400 Mcf of natural gas per day 
to be sold by Applicant to Louisville Gas and Electric Company should be 
reduced to 115,000 Mcf per day. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b) and (e) of Section 157.20 of the 

676-807 —64——_60 
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Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate hereinafter granted to Applicant and to 
the exercise of the rights granted thereunder. 

(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Texas Gas Transmission Corporation to transport and 
sell increased volumes of natural gas to existing customers as hereinbefore set 
forth and as more fully set forth in the application, as supplemented, herein. 

(B) The general terms and conditions set forth in paragraphs (a), (b) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
above and to the exercise of the rights granted thereunder. 

(C) The increased deliveries authorized herein shall commence within 45 
days from the date of issuance of this order. 

(D) The present authorized allocation of 123,400 Mcf of natural gas per 
day to be sold by Applicant to Louisville Gas and Electric Company is hereby 
reduced to 115,000 Mcf per day. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


CONTINENTAL OIL COMPANY, DOCKET NO. G-11024; THE ATLANTIC 
REFINING COMPANY, DOCKET NO. G-11034; CITIES SERVICE PRO- 
DUCTION COMPANY, DOCKET NOS. G-11046, G-15330; TIDEWATER OIL 
COMPANY, DOCKET NO. G-11049 


ORDER SPECIFYING PROCEDURE 
(Issued October 28, 1960) 


On July 1, 1960, at the conclusion of the cross-examination of the witnesses 
presented by the applicants in these consolidated proceedings, the Presiding 
Examiner directed Tennessee Gas Transmission Company (Tennessee) to serve 
its testimony and evidence, if any, on or before August 16, 1960; that the staff 
and interveners serve their testimony and evidence, if any, on or before October 
17, 1960; and he recessed the hearing until October 17, 1960. Tennessee served 
testimony and evidence upon all parties to the proceeding on August 16, 1960, 
and the staff served its testimony and evidence on October 17, 1960. However, 
on October 7, 1960, Long Island Lighting Company and Public Service Electric 
and Gas Company (Interveners) filed a motion with the Examiner requesting 
that he extend the time for them to file their testimony and evidence until 
December 15, 1960. At the hearing on October 17, 1960, the Presiding Examiner 
granted Interveners’ motion. 

An examination of the record of the hearing in this proceeding reveals that 
some confusion has arisen in the minds of some of the applicants and interveners 
in this proceeding regarding the applicability of the Statement of General Policy 
No. 61-1, issued September 28, 1960, 24 FPC 818, and amended October 25, 1960, 
24 FPC 902, and Opinion No. 338, Phillips Petroleum Company, Docket No. G—- 
1148, et al., 24 FPC 537. Counsel for Long Island Lighting Company stated 
“* * * the 61-1 statement of general policy seems to make this a much larger 
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proceeding and involves considerably more than just what the four applicants 
should get for their gas.” (Tr. RE-2618) Counsel for two of the applicants 
herein stated that he thought the foregoing opinion was “a sound one and a right 
one.” (Tr. RE-2644) However, the Presiding Examiner expressed the opinion 
that the issuance of the Statement of General Policy No. 61-1 and Opinion 338 
had no applicability to this proceeding at this juncture. We believe the Exam- 
iner is correct. The direct presentations of the applicants in this proceeding 
have been completed. Their witnesses have all been cross-examined, and that 
portion of the proceeding is closed. The proceeding has now moved to the point 
where any party, other than the applicants, may introduce testimony and evi- 
dence to rebut all or any part of the evidence of record. Nothing more would be 
relevant or material. As staff counsel stated at the hearing: “I want to reiterate 
that the evidence that Staff is putting in this morning, or will put in, is rebuttal 
only to what the applicants have adduced. It is not what the Staff thinks should 
be introduced in light of 61-1.” (Tr. RE-2642) 

If the applicants, at the close of cross-examination, if any, of the rebuttal 
testimony and evidence, believe it necessary to introduce additional evidence, 
in view of our Policy Statement and Opinion, aforesaid, they may petition us 
for permission to do so and we will consider the matter at that time. It 
may be well to remind the parties, however, that this proceeding is on remand 
“for further proceedings in conformity with the opinion of the Supreme Court 
of the United States” (Mandates from the United States Court of Appeals for 
the Third Circuit, Nos. 12401 and 12408, November 16, 1959) and said opinion 
stated “. . . examination of the record here indicates that there was insufficient 
evidence to support a finding of public convenience and necessity prerequisite 
to the issuance of the permanent certificates.” Atlantic Rfg. Co. v. Pub. Serv. 
Comm'n, 360 U.S. 378, 392. Under the mandates the burden of the applicants 
is to introduce sufficient evidence to support such a finding, and any rebuttal 
evidence must be directed thereto. 

We note that counsel for the interveners herein stated at the hearing on 
October 17, 1960, that “if it were not for the issuance of the Statement of 
General Policy, 61-1, we would be in here with rebuttal evidence to what the 
applicants put on.” (Tr. RE-2629) We said in the First Amendment to 
Statement of General Policy No. 61-1 that: “The present announcement, of 
course, is neither a repudiation of our previous decisions nor a prejudgment 
of the cases presently being reconsidered separately by us upon remand from 
the Supreme Court.” Therefore, it would not be proper for the interveners 
herein to offer evidence solely on the ground that it is called for by our Policy 
Statement. That being so, it appears that they are prepared at this time to 
introduce their rebuttal evidence. We shall modify the action of the Examiner 
extending the time for filing rebuttal evidence, and shall require all rebuttal 
evidence not yet served to be served on or before November 15, 1960. 


The Commission finds: 


(1) It is in the public interest that this proceeding be concluded as ex- 
peditiously as possible, and, therefore, any rebuttal to be introduced by any 
party to the proceeding should be limited to the scope of the evidence now of 
record. 

(2) It is in the public interest to require that all rebuttal evidence to be 


introduced by any party to the proceeding must be served on all parties on or 
before November 15, 1960. 


The Commission orders: 


(A) That the Presiding Examiner shall only hear and receive rebuttal evi- 
dence directed to the evidence now of record in this proceeding. 
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(B) That any evidence concerned with or applicable to the Statement of 
General Policy No. 61-1 may only be introduced in this proceeding upon motion 
having been granted by the Commission. 

(C) That all rebuttal evidence to be introduced by any party to this pro- 
ceeding must be served on all parties on or before November 15, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY (NOW 
NATURAL GAS PIPELINE COMPANY OF AMERICA),? DOCKET NO. 
CP60-114 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued October 28, 1960) 


On June 8, 1960, Peoples Gulf Coast Natural Gas Pipeline Company (now 
Natural Gas Pipeline Company of America) (Applicant) filed an application, 
as supplemented on September 12, 1960, in Docket No. CP60-114, pursuant to 
Section 7(c) of the Natural Gas Act, for a certificate of public convenience and 
necessity seeking authorization to construct and operate a tap and meter station 
on its existing 30-inch main line in Piatt County, Illinois, and a short 12-inch 
lateral line in order to sell and deliver natural gas to The Peoples Gas Light 
and Coke Company (Peoples Gas) for use in testing the latter’s proposed 
Mahomet underground storage area south of Chicago, Illinois. 

To help meet the future natural gas requirements of its customers in the Chi- 
cago area, Peoples Gas proposes to develop and operate an underground natural 
gas storage reservoir in Champaign, McLean and Piatt Counties, Illinois, to be 
known as the Mahomet Storage Reservoir. To effect the delivery of natural 
gas to Peoples Gas for the testing of the reservoir, Applicant proposes to con- 
struct and operate an 8-inch tap on its existing 30-inch line approximately 
3 miles northwest of Mansfield, Illinois, and approximately 600 feet of 12-inch 
lateral pipeline extending from the proposed tap to the facilities of Peoples Gas. 
The facilities proposed herein will be used to deliver gas for testing purposes, 
and also for redelivery into Applicant’s main line of quantities of gas which may 
be withdrawn from the Mahomet storage area as part of Peoples Gas’ testing of 
this reservoir. 

Peoples Gas is an existing customer of Applicant and the volumes of natural 
gas proposed to be delivered will be a part of the total volumes which Applicant 
is now authorized to deliver to that customer. The sales and deliveries through 
the proposed facilities will be made pursuant to Applicant’s filed FPC Gas 
Tariff, and its Service Agreement with Peoples Gas, dated December 16, 1959. 

Applicant estimates the total capital cost of the proposed facilities at $14,820, 
which will be financed from funds on hand. After completion of the proposed 
facilities, Applicant will be reimbursed in full by Peoples Gas, pursuant to a 
letter agreement, dated June 2, 1960. Applicant will continue to own and 
operate the facilities after the reimbursement. 

No additional revenues are attributable to the proposed service since the 
volumes of natural gas involved would be sold to this same customer in any 
event. 


1 Natural Gas Pipeline Company of America now owns and operates all of the facilities 
of Peoples Gulf Coast Natural Gas Pipeline Company pursuant to Commission order issued 
September 29, 1960 in Docket No. CP60-97, 24 FPC 530. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 20, 1960, respecting the matters involved in and the issues presented 
by the application and supplement herein. No petition to intervene or protest 
to the granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Peoples Gulf Coast Natural Gas Pipeline Company, has, by 
authority of the Commission’s order in Docket No. CP60—97, issued September 
29, 1960, acquired all the facilities and has been merged with Natural Gas Pipe- 
line Company of America. 

(2) Natural Gas Pipeline Company of America, a Delaware corporation 
having its principal place of business in Chicago, Illinois, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order issued October 13, 1942, in Docket No. G-235 (3 FPC 
830). 

(3) The facilities hereinbefore described, as more fully described in the 
application and supplement in this proceeding, are to be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and the construction and operation thereof by Applicant 
are subject to the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) The construction and operation of the proposed facilities by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (c) (1), (ec) (3), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act (18 
CFR 157.20) should attach to the certificate hereinafter issued to Applicant 
and to the exercise of the rights granted thereunder, and that the construc- 
tion of the facilities authorized by this order shall be completed and placed in 
actual operation within 6 months from the date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Natural Gas Pipeline Company of America, suc 
cessor in interest to Peoples Gulf Coast Natural Gas Pipeline Company, to 
construct and operate the proposed facilities as hereinbefore described, all as 
more fully described in the application and supplement herein, upon the terms 
and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (1), (c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regula- 
tions under the Natural Gas Act shall attach to the issuance of the certificate 
granted in paragraph (A) hereof and to the exercise of the rights granted 
thereunder. 
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(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 6 months from the date on which 
this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 













































LARRY LUCAS, PROJECT NO. 1549 
ORDER ISSUING NEW LICENSE (MINOR) 


(Issued October 31, 1960) 





Application was filed on July 22, 1960 by Larry Lucas (Applicant), of Agness, 
Oregon, for a new license under the Federal Power Act (hereinafter referred to 
as the Act) for constructed minor Project No. 1549, located on Smith Creek, a 
tributary of Rogue River, in Curry County, Oregon, and affecting revested 
Oregon and California lands of the United States. 

The original license for Project No. 1549 was issued to Applicant on May 20, 
1940, for a period of 10 years. License No. 2 was issued to Applicant on De 
cember 12, 1950 for another 10-year period effective as of May 20, 1950, and 
expired on May 19, 1960. 

The project consists of: a low concrete and timber diversion dam; a timber 
flume; a ditch; a 4-inch steel penstock ; a frame powerhouse with installed capac- 
ity of about 4 horsepower operating under 258 feet of head; about 0.267 miles 
of transmission line; and all other structures, fixtures, equipment or facilities 
used or useful in the maintenance and operation of the project and located on 
the project area, and all rights, and interests the possession of which is neces- 
sary or appropriate to the maintenance and operation of the project. 

The lands and project works are more specifically shown and described by a 
certain exhibit forming a part by reference of the application for license and 
which is designated and described, as follows: 

Echibit K: (FPC No. 1549-1) a detail map entitled “Power Project of Larry 
Lucas, Agness, Oregon,” signed by Larry Lucas on May 138, 1939. 

An Assistant Secretary of the Interior, in reporting on the application, stated 
that the project has no significant effect on fish and wildlife and that the 
interests of his Department would not be adversely affected by the license 
renewal. 

The Fish Commission of Oregon and the Oregon State Game Commission, 
in reporting on the application, stated that the issuance of a new license would 
not adversely affect the fish or game resources of the State of Oregon. 





The Commission finds: 


(1) Applicant is a citizen of the United States and has submitted satisfactory 
evidence of compliance with the requirements of all applicable State laws in- 
sofar as necessary to effect the purposes of a new license for the project. 

(2) No conflicting application is before the Commission. 

(3) The project does not affect any Government dam, nor will the issuance 
of a new license therefor, as hereinafter provided, affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 

(4) A new license subject to and containing conditions as hereinafter pro- 
vided will not interfere or be inconsistent with the purposes of any reservation 
or withdrawal of lands of the United States. 
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(5) The amount of annual charges to be paid by Applicant under the new 
license for the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act and for recompensing it for the use, occupancy, 
and enjoyment of its lands is reasonable as hereinafter fixed and specified. 

(6) The installed capacity of the project is about 4 horsepower and the 
power generated by the project is used in the hotel and other buildings of the 
Applicant. 

(7) The exhibit described and designated in the fourth paragraph of this 
order conforms to the Commission’s rules and regulations and should be re- 
approved as part of this license, as hereinafter provided. 

(8) It will be in the public interest to waive the terms and conditions con- 
tained in the following sections of Part I of the Act: 


Section 4(b), except the second sentence thereof; 4(e), insofar as it re 
lates to approval of plans by the Chief of Engineers and the Secretary 
of the Army and to public notice, 6, insofar as it relates to public notice 
and to the acceptance and expression in the license of terms and conditions 
of the Act which are hereinafter waived; 10(a); 10(c), insofar as it re 
lates to depreciation reserves; 10(d); 10(f); 11; 12; 14, except insofar 
as the power of condemnation is reserved; 15; 18, except insofar as it 
relates to fishways; 19; 20; 22; and 23(a), insofar as it relates to the 
determination of fair value. 


The Commission orders: 

(A) This new license is issued to Larry Lucas, of Agness, Oregon, under 
Sections 4(e) and 15 of the Act for a period of 10 years, effective as of May 
20, 1960, for the operation and maintenance of minor Project No. 1549 upon 
Smith Creek, a tributary of the Rogue River in Curry County, Oregon, affectiug 
revested Oregon and California lands of the United States, subject to the terms 
and conditions of the Act, which is hereby incorporated by reference as a part 
of this license (except that the terms and conditions of Part I of the Act re 
ferred to in finding (8) above are hereby waived to the extent therein specified), 
and subject to such rules and regulations as the Commission has issued or 
prescribed under the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in 
Form L-7, (17 FPC 486) December 15, 1953, entitled “Terms and Conditions 
of License for Minor Project Affecting Lands of the United States”, which terms 
and conditions are attached hereto and made a part hereof; and subject to the 
following special condition set forth herein as an additional article: 

Article 15. The Licensee shall pay to the United States the following annual 
charges : 

(i) For the purpose of reimbursing the United States for the costs of admin- 
istration of Part I of the Act $5.00; and 

(ii) For the purpose of recompensing the United States for the use, occu- 
pancy, and enjoyment of its lands, $5.00. 

(C) Exhibit K (FPC No. 1549-1) is reapproved as part of this new license. 

(D) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided by Section 313(a) 
of the Act, and failure to file such an application shall constitute acceptance 
of this new license. In acknowledgment of the acceptance of this new license, 
it shall be signed by the Licensee and returned to the Commission within 60 
days from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuydendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY. DOCKET NO. E-6960 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 
(Issued November 2, 1960) 


By order issued October 27, 1960, 24 FPC 904, in the above-mentioned matter, 
the Commission authorized Idaho Power Company (Applicant), among other 
things, to issue and sell up to 100,000 shares of Common Stock, par value $10 per 
share,* subject among others, to the provisions set forth in paragraph (C) of 
that order, as follows: 

(C) The proposed issuance and sale of Common Stock shall not be con- 
sumated until: 

(i) Applicant shall have amended its application by filing with the 
Commission a verified copy of the underwriting agreement, as executed, 
between Applicant and the afore-mentioned underwriters, for the pur- 
chase or underwriting of the proposed issuance of Common Stock. 

(ii) The Commission, by further order, shall have approved the price 
to be received by Applicant for the proposed Common Stock. 

Applicant, on November 1, 1960, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, in which it is stated that with 
respect to the Common Stock, the price to Applicant will be $49.49 per share; 
and that the initial public offering price will be $50.875 per share. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements in paragraph 
(C) of the Commission’s order issued October 27, 1960, in the above-entitled 
docket; and the price to be received by Applicant for the Common Stock is 
reasonable. 

(2) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably appro- 
priate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the Common Stock, as referred 
to above, is approved as reasonable. 

(B) The proposed issuance and sale of Common Stock referred to above, 
upon the terms and conditions, and for the purposes specified in the application, 
as supplemented by the amendment referred to above, are authorized, subject 
only to the provisions of paragraph (A), insofar as they relate to the issuance 
and sale of Common Stock, and of paragraphs (D), (E) and (F) of the Com- 
mission’s order issued October 27, 1960, in the above docket. 


*That order also authorized Applicant to issue and sell at competitive bidding 
$15,000,000, principal amount of First Mortgage Bonds. Applicant contemplates con- 
summation of such issuance and sale at a later date, pursuant to further authorization 
of this Commission. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 AND G-2505 


ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 
(Issued November 2, 1960) 


On October 3, 1960, and October 6, 1960, Northern Natural Gas Company 
(Northern) filed with the Commission several motions to discharge it from 
certain of its remaining refund obligations under three rate settlement orders 
heretofore issued by the Commission in the above-listed dockets. The orders 
were issued January 28, 1954, in Docket No. G—2217 (13 FPC 773), and July 26, 
1956 and May 31, 1957 in Docket No. G—2505 (16 FPC 803 and 17 FPC 770 respec- 
tively). The three orders in question were predicated, in part, on certain gas 
purchase costs of Northern, calculated in part on the basis of producer minimum 
prices fixed by the State Corporation Commission of Kansas and the Corporation 
Commission of Oklahoma. In approving these earlier settlements, however, our 
orders provided in effect that in the event subsequent action by this Commission 
or the courts resulted in refunds to Northern of any portion of the money paid 
by Northern to its suppliers under existing contracts, or because of orders of 
the State Corporation Commission of Kansas and the Corporation Commission 
of Oklahoma, such refunds accruing to Northern should be distributed among 
Northern’s utility customers without additional cost to Northern. 

Barly in 1959 the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question’ and Northern has 
attempted to procure from John R. Hawley, Jr. (Hawley), Northern Pump 
Company (Northern Pump) and Columbian Fuel Corporation (Columbian Fuel) 
several of its producer suppliers, payments for gas made by Northern in re 
liance on state minimum price orders. Northern states in its motion that from 
January 1, 1954 to February 1, 1958, Northern’s cost of gas purchased from 
Hawley, Northern Pump and Columbian Fuel, based on the Kansas minimum 
price orders, exceeded the cost of gas as calculated under the price set out in 
Northern’s contracts with Hawley, Northern Pump and Columbian Fuel by 
$103,118.79, $6,756.12 and $11,732.69 respectively. Of these figures, Northern 
states that the sums of $90,385.86, $5,421.10 and $10,331.77 relate to payments 
made for gas purchased from Hawley, Northern Pump and Columbian Fuel, 
during the period of time from January 1, 1954, through August 27, 1957, 
covering the intervals during which the three settlement orders referred to 
above were operative. Northern states that it has made demand on Hawley 
for the sum of $102,977.91,? but that Hawley denies that he is indebted to 
Northern in any amount. Northern further states that it has instituted liti- 
gation against Hawley for the recovery of same in the United States District 
Court, District of Minnesota, Fourth Division. In addition, Northern states 
that it has made demand on Northern Pump and Columbian Fuel for the sums 
of $6,756.12 and $11,732.69, respectively, but that Northern Pump and Columbian 
Fuel deny that they are indebted to Northern in any amount. 

Northern states that Hawley in order to dispose of such litigation and in 
compromise and settlement of such litigation, has offered to pay Northern in 


1 Cities Service Gas Company v. State Corporation Commission of Kaneas, 355 U.S. 
891; Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 
855 U.S. 425. 


2 Northern does not explain why the proceedings are for the recovery of only $102,977.91 
instead of $103,118.79. 
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settlement, the sum of $76,003.03 or 73.79 percent of the total amount demanded 
by Northern. Of the sum offered by Hawley in settlement, Northern states that 
$63,270.10 or 70 percent of the amount of Northern’s demand for the period 
January 1, 1954 to August 27, 1957, is attributable to the periods of time covered 
by the dockets in these proceedings.* 

Northern also states that Northern Pump and Columbian Fuel in order to 
dispose of Northern’s claim and in compromise and settlement of such claim, 
have offered to pay Northern in settlement, the sums of $5,129.79 and $8,633.16, 
respectively, or 75.88 percent and 73.57 percent of the total amount demanded 
from each by Northern. Of these sums offered by Northern Pump and Columbian 
Fuel in settlement, Northern states that $3,794.77 and $7,232.24 or 70 percent of 
the amount of Northern’s demand for the period January 1, 1954 to August 27, 
1957, is attributable to the periods of time covered by the dockets in these 
proceedings.® 

In its motion Northern requests that on distribution by it of the total sum of 
the three proposed settlements of $74,297.11 to its utility customers in the pro- 
portions and to the parties as heretofore provided by the Commission in its 
orders in these dockets, the company be discharged from its remaining obliga- 
tions under the settlement orders referred to hereinabove, insofar as those 
obligations are predicated on an adjustment in Northern’s gas purchase costs 
from Hawley, Northern Pump and Columbian Fuel during the period January 
1, 1954 to August 27, 1957. 

In support of its motions, Northern takes the position that the offers of 
settlement proposed by Hawley, Northern Pump and Columbian Fuel are reason- 
able and that it is in the public interest and in the interest of the parties 
involved in the certain settlements, namely, Hawley, Northern Pump and 
Columbian Fuel, Northern and Northern’s utility customers, that the contro- 
versies between Northern and Hawley, Northern Pump and Columbian Fuel 
be disposed of without the time and expense required by extensive litigation 
of the issues involved; and that such proposed settlements are satisfactory to 
all parties affected thereby. 

Although the Commission’s prior settlement orders referred to above contem- 
plated that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded 
by Northern to its utility customers, those orders did not require Northern to 
institute suit for recovery of such amounts or submit for our approval any 
settlement negotiated with respect to such claims. However, it is appropriate 
and proper that in passing on Northern’s motions to discharge it from the 
refund obligations of those orders, we consider the terms of the proposed settle- 
ments between Northern and Hawley, Northern Pump and Columbian Fuel, 
which would determine how much money is to be refunded. 

In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motions herein to be discharged from its refund obligations is reason- 
able, proper, and in the public interest. The terms of the certain settlements 
are favorable to Northern and its utility customers and the amounts involved 
are relatively small. There is substantial unanimity in favor of the settlement 
by the parties affected thereby, including Northern’s utility customers. How- 
ever, Northern’s discharge from its refund obligations should not be effective 





8 Northern states that the balances of $12,732.93 for Hawley, $1,335.02 for Northern 
Pump and $1,400.92 for Columbian Fuel are 100 percent of the differences between the 
payments actually made during August 27, 1957, to February 1, 1958, a period of time 
which is included in Docket No. G—12153, presently pending before the Commission and 
not involved in Northern’s motion herein. 
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until the certain settlements are concluded and the money distributed in accord- 
ance with our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the 
orders issued by the Commission on January 28, 1954 in Docket No. G—2217 
(13 FPC 773), and on July 26, 1956 and May 31, 1957 in Docket No. G—2505 
(16 FPC 803 and 17 FPC 770 respectively), insofar as those obligations are 
predicated on an adjustment in Northern’s gas purchase costs from Hawley, 
Northern Pump and Columbian Fuel during the period January 1, 1954 to 
August 27, 1957, such discharge to be effective upon the distribution by Northern 
of the total sum of $74,297.11 in the proportions and to the parties as heretofore 
provided in Commission orders in these dockets and satisfactory to the 
Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. B-6920 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY 
NOTES 


(Issued November 3, 1960) 


By order issued January 27, 1960, 23 FPC 218, in the above-entitled matter, 
the Commission, pursuant to Section 204 of the Federal Power Act, authorized 
Pacific Power & Light Company (Applicant) to issue unsecured Promissory 
Notes in the aggregate principal amount of $20,000,000, outstanding at any one 
time, upon the terms and conditions set forth in that order, which included, 
among others, the requirement in paragraph (B) of the order that the final 
maturity dates of all Notes issued pursuant thereto be not later than July 
31, 1961. 

Applicant issued Notes from time to time, and had $11,000,000, in notes 
outstanding as of August 31, 1960. All notes outstanding on September 29, 1960, 
were discharged from the proceeds of $20,000,000, First Mortgage Bonds, 54%, 
series 1990, issued and sold pursuant to authority granted by this Commission on 
September 8, 1960 (Docket No. E-6954). 

On October 7, 1960, Applicant filed an amendment to its application in the 
above-entitled proceeding, requesting that the date no later than which all 
Notes issued pursuant to the afore-mentioned order must reach final maturity 
be extended to September 30, 1962. 

Applicant states that it presently contemplates the sale of additional perma- 
nent securities in the second or third quarter of 1962, and that a continuance 
until September 30, 1962, of its current authorization to conclude short-term 
borrowings in the above-stated maximum principal amount will insure flexibility 
in choosing the appropriate time for undertaking the issuance of such securities. 

By its amendment, Applicant seeks no other change in the authorization issued 
in this matter. 

As indicated in the previously mentioned order of the Commission, issued 
January 27, 1960, notice of this proceeding has been given to the Idaho Public 
Utilities Commission, the Montana Board of Railroad Commissioners, the Wash- 
ington Public Service Commissioner, to the Governors of each of those States, 
and by publication in the Federal Register (23 F.R. 7185). No protest or petition 
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or request to be heard in opposition to the granting of the application has been 
received. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the 
purposes of the Federal Power Act that paragraphs (A) and (B) of the 
Commission’s order issued January 27, 1960, be modified as hereinafter provided. 


The Commission orders: 


(A) Paragraphs (A) and (B) of the Commission’s order issued January 27, 
1960, in the above docket are hereby amended to read as follows: 


(A) The issuance by Applicant of Promissory Notes in the aggregate 
principal amount of $20,000,000, outstanding at any one time, upon the terms 
and conditions and for the purposes set forth in the applications as origi- 
nally filed December 22, 1959, and as amended October 7, 1960, is hereby 
authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant hereto, being not later than September 
30, 1962. 


(B) All other terms and conditions, as set forth in paragraphs (C) and (D) 
of the aforesaid Commission order issued January 27, 1960, will remain in full 
force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-39 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 4, 1960) 


On August 11, 1960, El Paso Natural Gas Company (Applicant) filed in Docket 
No. CP61-39 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the sale and 
delivery of natural gas on both a firm and an interruptible basis to Public Serv- 
ice Company of Colorado (Public Service) for resale and general distribution 
in the community of Rifle, Colorado, and environs, and to operate existing 
regulating and metering facilities necessary for such sale and delivery all as 
more fully described in the application. 

It appears that Applicant’s predecessor, Pacific Northwest Pipeline Corpora- 
tion, has been rendering the subject service to Public Service from the Piceance 
Creek Field, Rio Blanco County, Colorado, by delivery to Western Slope Gas 
Company which redelivered to Public Service for resale in the Rifle area. West- 
ern Slope Gas Company was declared exempt from the provisions of the Natural 
Gas Act by the Commission on October 13, 1960. 

Until recently the subject service was entirely intrastate and not subject to 
the jurisdiction of this Commission. Intermittently since March 22, 1960, pro- 
duction from the Piceance Field has been suspended to withhold the relatively 
low heating value Piceance gas from Applicant’s interstate main line stream 
to insure that the total main line stream would meet the heating value require- 
ments set forth in Applicant’s tariff. During such periods of suspension, inter- 
state gas has been utilized for the Public Service sale. Since it appears that 
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such operation will continue, intermittently, Applicant has filed this application 
for certificate authorization. 

No new service or facilities are involved. 

The estimated maximum day and annual requirements of natural gas for the 
Rifle area for the year 1962 are 3,647 Mcf and 740,000 Mcf, respectively, which 
would have a negligible impact on Applicant’s reserve life index. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 27, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted herein and that the Com- 
mission render a decision pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in El Paso, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Commis- 
sion in its order of October 29, 1942, in Docket Nos. G—242 and G—257 (3 FPC 
851). 

(2) The proposed sale and delivery of natural gas and the operation of exist- 
ing facilities necessary therefor, as hereinbefore described and as more fully 
described in the application in this proceeding, are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed sale and delivery of natural gas and the operation of facili- 
ties as hereinbefore described are required by the public convenience and neces- 
sity and a certificate therefor should be issued as hereinafter ordered and 
conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the issuance of the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to sell and deliver 
natural gas and to operate existing facilities necessary therefor, as hereinbefore 
described and as more fully described in the application in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificate granted in paragraph (A) above and 
to the exercise of the rights granted thereunder. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PUGET SOUND POWER & LIGHT COMPANY, A MASSACHUSETTS COR- 
PORATION AND PUGET SOUND POWER & LIGHT COMPANY, A WASH- 
INGTON CORPORATION, DOCKET NO. E-6958 


ORDER AUTHORIZING DISPOSITION OF FACILITIES 





(Issued November 4, 1960) 


Puget Sound Power & Light Company, a Massachusetts corporation (Puget- 
Massachusetts), and Puget Sound Power & Light Company, a Washington cor- 
poration (Puget-Washington), filed a joint application on September 19, 1960, 
as amended October 17, 1960, for an order authorizing Puget-Massachusetts to 
merge into Puget-Washington, and, to the extent required by the Federal Power 
Act (Act), authorizing Puget-Washington to acquire the securities and to assume 
the liabilities of Puget-Massachusetts and to issue Common Stock and Preferred 
Stock in connection with the proposed merger, all pursuant to Sections 208 
and 204 of the Act. 

Puget-Massachusetts is qualified to do business as a foreign corporation in 
the State of Washington. Puget-Washington is also authorized to do business 
in the State of Washington. The principal place of business of Puget-Massa- 
chusetts and Puget-Washington, respectively, is at Seattle, Washington. 

According to the application, the Directors of Puget-Massachusetts have 
voted to change the State of incorporation of Puget-Massachusetts from the 
Commonwealth of Massachusetts to the State of Washington. To this end, 
Puget-Washington has been organized under the laws of the State of Washington, 
and it is proposed that Puget-Masschusetts will be merged into Puget-Washing- 
ton, the latter to be the surviving corporation, subject to obtaining all requisite 
approval of the regulatory authorities and of the shareholders of these cor- 
porations.2 On the effective date of the proposed merger,’ Puget-Massachusetts 
will cease to exist as a corporate entity, and Puget-Washington will succeed 
to all licenses, franchises, permits, corporate assets, and tangible and intangible 
property of Puget-Masschusetts and will also assume all debts, liabilities, and 
obligations of Puget-Massachusetts. In addition, each share of Common Stock 
of Puget-Massachusetts outstanding on the effective date of the proposed merger 
will be converted into a share of Common Stock of Puget-Washington and each 
share of Preferred Stock of Puget-Massachusetts outstanding on such effective 
date will be converted into a share of Preferred Stock of Puget-Washington, 
except that shareholders of Puget-Massachusetts dissenting to the proposed 
merger will be entitled to be paid for their shares in cash. No other considera- 
tion will be given in connection with the proposed merger, which will be carried 
out in accordance with the terms of a Joint Agreement of Merger, dated Sep- 
tember 14, 1960, between Puget-Massachusetts and Puget-Washington, which 
was filed as an exhibit to the application. 

The electric utility business of Puget-Massachusetts includes generating, 
transmitting, distributing and selling electric energy in the Puget Sound region 
and surrounding territory in the State of Washington. Puget-Massachusetts 
serves approximately 219,000 retail customers. Electric energy is also sold at 
wholesale for resale by Puget-Massachusetts to other electric utilities. The 
















1A special meeting of the shareholders of Puget-Massachusetts will be held on No- 
vember 10, 1960, for the purpose of approving the proposed merger. 


2The proposed merger will become effective at the close of business on November 16, 
1960. 
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facilities owned and operated by Puget-Massachusetts for the puropse of carry- 
ing on its electric business include transmission lines, distribution lines, sub- 
stations, meters, hydro-electric generating plants, and a steam-electric station, 
all located in the State of Washington.’ On the effective date of the proposed 
merger, Puget-Washington will succeed to the business of Puget-Massachusetts 
and to the ownership and operation of the latter’s facilities. 

As mentioned hereinabove, all assets and liabilities of Puget-Massachusetts 
will be acquired and assumed by Puget-Washington on the effective date of 
the proposed merger. Therefore, on the books of Puget-Washington, as of 
the effective date of the proposed merger, the same amounts for assets and 
liabilities will be recorded as are recorded on the books of Puget-Massachusetts 
as of that date, except as follows: organization costs of $216,629 incurred in 
the incorporation of Puget-Massachusetts will be written off by a charge to 
Account 271, Earned Surplus, of Puget-Massachusetts; and organization costs, 
estimated at $125,000, incurred in the corporation of Puget-Washington will 
be recorded in Account 100, Electric Plant, of Puget-Washington.‘ 

The application states that the change of corporate domicile of Puget- 
Massachusetts from the Commonwealth of Massachusetts to the State of 
Washington will: eliminate the requirement that meetings of shareholders be 
held in Massachusetts and the payment of certain taxes to the Commonwealth 
of Massachusetts; improve public relations; and permit operation under a more 
modern and flexible corporate law. 

On the effective date of the proposed merger, Puget-Washington will be a 
“public utility,” as herein found. As a “public utility”, Puget-Washington will 
be subject to the jurisdiction of the Commission under Parts II and III of the 
Act, including the Commission’s regulatory powers with respect to accounts and 
accounting. Therefore it is appropriate that Puget-Washington join with Puget- 
Massachusetts in this proceeding before the Commission in order that the ac- 
counting for the proposed merger by Puget-Washington may be prescribed by 
the Commission, as hereinafter provided. 

Written notice of the application has been given to the Commissioners of the 
Department of Public Utilities of Massachusetts and the Public Service Com- 
mission of Washington, and to the Governor of each of those States. Notice of 
the application has also been given by publication in the Federal Register on 
October 5, 1960 (25 F.R. 9577), stating that any person desiring to be heard or 
to make any protest with reference to said application should on or before 
October 21, 1960, file with the Federal Power Commission, Washington 25, D.C., 
petitions or protests. No petition or protests or request to be heard in opposition 
to the granting of the application has been received. 


?In a separate order issued concurrently herewith, Puget Sound Power ¢ Light Company 
(Massachusetts), et al., Project Nos. 943, et al., the transfer of the licenses for certain 
of these facilities from Puget-Massachusetts to Puget-Washington is approved. 

4 The actual plant and reserve accounts of Puget-Massachusetts and the pro forma plant and reserve 
accounts of Puget-Washington are stated in the application to be as follows: 


| 
As of July 31, 1960, 
Puget- adjustments | Puget- 
Massachusetts | Washington 
| 


Debit Credit 


i i = 
Electric plant $220, 656,623 | $125,000 | $216, 629 $220, 564, 994 
Reserve for depreciation 21, 513, 216 | | | 21, 513, 216 


7 , 
Electric plant less reserve | 199, 143, 407 125, 000 | 216, 629 199, 051, 778 
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There was filed as an exhibit to the application in this proceeding a copy of 
a joint application filed with the Public Service Commission of Washington by 
Puget-Massachusetts and Puget-Washington seeking an order authorizing, among 
other things, the proposed merger of Puget-Massachusetts into Puget-Wash- 
ington, “including the assumption of liabilities and issuance of securities in 
connection with the merger”. 


The Commission finds: 


(1) Puget-Massachusetts, a Massachusetts corporation, owns and operates 
facilities for the transmission and possibly the sale at wholesale for resale of 
electric energy generated outside the State of Washington and consumed in 
the State of Washington, all of which facilities are in addition to and do not 
include facilities used for the generation of electric energy or facilities used 
in local distribution or only for the transmission of electric energy in intrastate 
commerce, or facilities for the transmission of electric energy consumed wholly 
by the transmitter, and Puget-Massachusetts is, therefore, a public utility 
within the meaning of that term as used in Section 203 of the Federal Power 
Act. 

(2) Puget-Washington is a Washington corporation. On the effective date 
of the proposed merger, as described above, Puget-Washington will own and 
operate facilities for the transmission and possibly the sale at wholesale for 
resale of electric energy generated outside the State of Washington and con- 
sumed in the State of Washington, all of which facilities are in addition to 
and do not include facilities used for the generation of electric energy or 
facilities used in local distribution or only for the transmission of electric 
energy in intrastate commerce, or facilities for the transmission of electric 
energy consumed wholly by the transmitter. On the effective date of the pro- 
posed merger, Puget-Washington will be, therefore, a public utility within the 
meaning of that term as used in Section 203 of the Federal Power Act. 

(3) By the proposed transactions, as described above, Puget-Massachusetts 
will dispose of the whole of its facilities subject to the jurisdiction of the Com- 
mssion, within the meaning and subject to the requirements of Section 203 of 
the Federal Power Act. 

(4) The proposed disposition of facilities, as recited above, upon the terms 
and conditions set forth in the application and subject to the provisions of this 
order will be consistent with the public interest as expressed in Section 203 of 
the Federal Power Act for the reasons stated above. 


The Commission orders: 


(A) The proposed disposition by Puget-Massachusetts of the whole of its 
facilities subject to the jurisdiction of the Commission, as described above, is 
authorized and approved upon the terms and conditions and for the purposes 
set forth in the application, subject to the provisions of this order. 

(B) Puget-Massachusetts and Puget-Washington shall record the proposed 
transactions and the facilities and properties described above as provided in 
the Commission’s Uniform System of Accounts Prescribed for Public Utilities 
and Licensees. Puget-Massachusetts shall dispose of its organization costs of 
$216,629 by a debit to Account 271, Earned Surplus. Puget-Washington shall 
record its organization costs, estimated at $125,000, in Account 100, Electric 
Plant. 

(C) This authorization shall expire unless the transactions herein authorized 
and approved are consummated within 60 days from the date of issuance of 
this order. 
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(D) This authorization is without prejudice to the authority of this Com- 
mission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission or any other regulatory 
body, and nothing herein shall be construed as an acquiescence by this Com- 
mission in any estimate or determination of cost or any valuation of property 
claimed or asserted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PUGET SOUND POWER & LIGHT COMPANY AND PUBLIC UTILITY 
DISTRICT NO. 1 OF CHELAN COUNTY, WASHINGTON, PROJECT 
NO. 943 


ORDER APPROVING REVISED PROJECT EXHIBITS 


(Issued November 4, 1960) 


On July 5, 1960, Puget Sound Power & Light Company and Public Utility 
District No. 1 of Chelan County, Washington, licensees for major Project No. 
943, filed for Commission approval revised Exhibit L drawing and revised Ex- 
hibit M showing a change in the height of the flashboards and stop logs on the 
crest gates. 

According to the revised Exhibit L drawing, plans have been made for the 
installation of timber and steel frame flashboards 4 feet 6 inches high on the 
tops of the seven remotely controlled regulating gates, thereby increasing the 
tops of those gates to 608.5 feet. and for the installation of 4 feet high concrete 
stop logs on the tops of the remaining 29 regulating gates, thereby increasing 
the tops of the latter gates to 608.0 feet. 

The proposed installation of the higher flashboards and stop logs on the crest 
gates will permit more efficient operation without change in the normal operating 
pool as prescribed in Article 42 of the license. 

The Chief of Engineers, Department of the Army, has advised the Exhibit L 
drawing has been approved in accordance with the provision of Section 4(e) 
of the Federal Power Act. 


The Commission finds: 


The following described revised exhibits conform to the Commission’s rules 
and regulations and should be approved as part of the license for the project, 
and superseded Exhibit L (FPC No. 943-81), and Exhibit M signed on April 23, 
1953, now parts of the license, should be eliminated from the license—all as 
hereinafter provided : 

Exhibit L: (FPC No. 943-89), entitled “Dam and Flashboards”, and 

Exhibit M: Typewritten statement in one sheet entitled “General Description 
of Flashboards,” signed on June 29, 1960. 


The Commission orders: 


The revised project exhibits described in the above finding as conforming to the 
Commission’s rules and regulations are approved as part of the license for 
Project No. 943, and the project exhibits described in the same finding as being 
superseded are eliminated from the license for the project. 


676-807—64 61 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PUGET SOUND POWER & LIGHT COMPANY (MASSACHUSETTS) AND 
PUGET SOUND POWER & LIGHT COMPANY (WASHINGTON), PROJECT 
NOS. 943, 1292 AND 2150 


ORDER APPROVING TRANSFER OF INTERESTS IN LICENSES (MAJOR) AND DENYING 
REQUEST FOR APPROVAL OF TRANSFER OF LICENSE (TRANSMISSION LINE) 


(Issued November 4, 1960) 


Joint application was filed October 24, 1960, pursuant to Section 8 of the 
Federal Power Act (Act), by Puget Sound Power & Light Company, a Massa- 
chusetts corporation (Puget-Massachusetts), and Puget Sound Power & Light 
Company, a Washington corporation (Puget-Washington), both of Seattle, Wash- 
ington, for approval of the transfer of the interests of Puget-Massachusetts in 
the licenses for Project Nos. 948, 1292, and 2150 from Puget-Massachusetts to 
Puget-Washington. All the projects are located in the State of Washington. 

Puget-Massachusetts and Puget-Washington request that the transfer of the 
interests in the licenses be made effective as of the effective date of the proposed 
merger of Puget-Massachusetts into Puget-Washington. Commission authoriza- 
tion for such proposed merger has been granted by our order of even issuance 
date in Docket No. E-6958. 

Puget-Massachusetts is the sole licensee for major Project No. 2150. Puget- 
Massachusetts is a joint licensee for major Project No. 943 by reason of its 
ownership of a transmission line which is a part of the project works. 

Project No. 1292 is a minor part project consisting of a transmission line. 
Puget-Massachusetts is the sole licensee for this project. The Commission's 
records show that Commission approval of the transfer of the license for this 
project has heretofore been jointly applied for. In connection with that prior 
application, the Commission, by letter dated May 2, 1946, informed the ap- 
plicants’ representative that an examination of the function served by this 
transmission line showed that it did not appear to be a primary line within 
the definition of “project” as contained in Section 3(11) of the Act, and that 
while the license for this project could remain outstanding, it was not the 
practice of the Commission to approve the transfer of a license covering a non- 
primary line. It was further stated by the Commission that the license covering 
this line could not be retained by the original licensee after it sold the line. In 
addition, the Commission suggested that if the licensee wished to surrender 
this license, an application for surrender of license should be filed with the 
Commission and that the licensee should also apply for authority to occupy 
lands of the United States from the Government agency having jurisdiction 
over the lands occupied by this line. 

In view of the afore-mentioned Commission letter with respect to the prior 
application for Commission approval of the transfer of the license for trans- 
mission line Project No. 1292, the request now before the Commission for ap- 
proval of the transfer of this license from Puget-Massachusetts to Puget- 
Washington should be denied. 


The Commission finds: 
(1) Puget-Washington is a corporation organized under the laws of the State 
of Washington and has submitted satisfactory evidence of compliance with the 


requirements of all applicable State laws insofar as necessary for the operation 
of Project Nos. 943 and 2150. 
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(2) Approval of the transfer of the interests of Puget-Massachusetts in the 
licenses for Project Nos. 943 and 2150 from Puget-Massachusetts to Puget- 
Washington, as hereinafter provided, will not be inconsistent with the public 
interest. 

(3) It is appropriate that the request for approval of the transfer of the 
license for transmission line Project No. 1292 from Puget-Massachusetts to 
Puget-Washington be denied, as hereinafter provided. 


The Commission orders: 


(A) The transfer of the interests of Puget-Massachusetts in the licenses for 
major Project Nos. 943 and 2150 from Puget-Massachusetts to Puget-Washington 
is approved, effective as of the effective date of the proposed merger of Puget- 
Massachusetts into Puget-Washington, subject to the provisions of Section 9.3 of 
the Commission’s Regulations under the Federal Power Act, provided that 
Puget-Washington shall be subject to all the conditions of each license to the 
extent of its interest therein and to all the provisions and conditions of the 
Federal Power Act as though it were the original licensee, and provided further 
that in effecting the transfer neither the expenditures on account of the projects 
nor the net investments therein shall be increased on account of the transfer. 

(B) The request for approval of the transfer of the license for transmission 
line Project No. 1292 from Puget-Massachusetts to Puget-Washington is denied. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute ac- 
ceptance by Puget-Washington of the interests of Puget-Massachusetts in the 
licenses for Project Nos. 943 and 2150. In acknowledgment of the acceptance 
of such interests in licenses, this instrument shall be signed for Puget-Wash- 
ington, the new licensee and joint licensee, and returned to the Commission 
within 60 days from the date of issuance of this order. 






















Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 








COLUMBIA GULF TRANSMISSION COMPANY AND KENTUCKY GAS 
TRANSMISSION CORPORATION, DOCKET NO. CP61-40 









FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued November 7, 1960) 







Columbia Gulf Transmission Company (Columbia), a Delaware corporation 
with a principal office in Houston, Texas, and Kentucky Gas Transmission Cor- 
poration (Kentucky Gas), a Delaware corporation with a principal office in 
Charleston, West Virginia, filed a joint application for a certificate of public 
convenience and necessity in Docket No. CP61-40, on August 11, 1960, pursuant 
to Section 7 of the Natural Gas Act seeking authorization as follows: (1) 
Columbia to construct and operate a main line tap on its existing 30-inch pipe- 
line near Stanton, Kentucky, and (2) Kentucky Gas to construct and operate 
a measuring station at the above tap location. The foregoing are more fully 
described in the joint application on file with the Commission. 

Columbia and Kentucky Gas state the purpose of the proposed construction 
is to enable Columbia to deliver natural gas to Kentucky Gas for the account 
of United Fuel Gas Company and to establish a new delivery point for Kentucky 
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Gas to sell gas to Delta Natural Gas of Stanton, Inc. for distribution in the Town 
of Stanton, Kentucky. Kentucky Gas, at present, delivers gas to Delta from 
Columbia’s Means Station from which point Delta transports the gas to Stanton. 
Applicants have been advised that Delta’s 10 mile Means-Stanton line has 
deteriorated so badly that it has experienced a 9 percent line loss and it has had 
trouble maintaining adequate service to its existing customers. Because of the 
mountainous terrain, the cost of rebuilding this line would be approximately 
$25,000. Delta requests that Kentucky Gas deliver this gas at a new point 
of delivery on Columbia’s line approximately three miles southeast of the present 
delivery point where Delta would construct a new line. The Public Service 
Commission of Kentucky has approved Delta’s proposed abandonment and 
construction. 

Columbia presently transports gas for United Fuel’s account from United 
Fuel’s reserves in Louisiana. Kentucky Gas purchases its gas supply from 
United Fuel from various points of delivery and has served Delta with por- 
tions of gas purchased from United Fuel at Columbia Gulf’s Means Station. 
Kentucky Gas’ meter station at Means for service to Delta will be retired after 
it builds its proposed new meter station. 

Columbia estimates the cost of its proposed facilities at $2,160 while Kentucky 
Gas estimates its cost at $7,855. These costs will be paid from funds on hand. 
Delta will reimburse Columbia Gulf $2,160 and Kentucky Gas $840. The esti- 
mated cost to Kentucky Gas of retiring its Means Measuring Station is $575 
with a salvage value of $7,170 and a debit to retirement of $3,764. 

Temporary certificates were issued to Columbia and Kentucky Gas on Septem- 
ber 8, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 27, 1960, respecting the matters involved in and the issues presented 
by the applications herein. No petition to intervene or protest to the granting of 
the applications has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Columbia Gulf Transmission Company, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) Applicant, Kentucky Gas Transmission Corporation, a Delaware corpora- 
tion having its principal place of business in Charleston, West Virginia, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission. 

(3) The facilities hereinbefore described, as more fully described in the appli- 
eation in this proceeding, are proposed to be used in the transportation and sale 
of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation thereof by Columbia and Kentucky 
Gas, respectively, are subject to the requirements of Subsections (¢c) and (e) of 
Section 7 of the Natural Gas Act. 

(4) Columbia and Kentucky Gas are able and willing properly to do the acts 
and to perform the services proposed and to conform to the provisions of the 
Natural Gas Act and the requirements, rules and regulations of the Commis- 
sion thereunder. 
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(5) The proposed construction and operation of the facilities by Columbia 
and Kentucky Gas are required by the public convenience and necessity and cer- 
tificates therefor should be issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificates hereinafter issued to Columbia and Kentucky 
Gas and to the exercise of the rights granted thereunder, and that the time 
within which construction of the facilities authorized by this order shall be 
completed and placed in actual operation should be fixed at 6 months from the 
date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.380(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and the same are here- 
by issued authorizing Columbia and Kentucky Gas, respectively, to construct 
and operate the facilities hereinbefore described, as more fully described in 
the applications in this proceeding, for the transportation and sale of natural 
gas as therein set forth, subject to the jurisdiction of the Commission, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c)(4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificates granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. CP61-32 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 7, 1960) 


On August 5, 1960, El Paso Natural Gas Company (Applicant) filed in 
Docket No. CP61-32 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the sale and 
delivery of natural gas to Cascade Natural Gas Corporation (Cascade) for 
resale and distribution in the community of Richland, Washington, and environs, 
all as more fully set forth in the application. 

The gas will be delivered through Applicant’s existing Kennewick Meter 
Station located at a point on Applicant’s 20-inch Spokane lateral pipeline near 
Kennewick, Washington, from which point Cascade will construct and operate 
the necessary connection line and distribution system in Richland. The existing 
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connection with Cascade at Kennewick makes unnecessary any new facilities or 
construction by Applicant. 

Applicant’s estimated requirements under this application for the first three 
years are: 


Mef @ 14.73 psia 


Ist year 2d year 3d year 
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43: 1, 666 1, 814 


Most of the gas is to be used for residential and commercial space heating, 
with one firm industrial customer and one interruptible customer in the second 
and third years. Cascade has the necessary franchise to distribute gas in 
Richmond. 

The proposed service will not seriously affect Applicant’s gas supply or capac- 
ity to serve existing customers. 

Temporary authority was issued on September 2, 1960. By letter filed on 
September 14, 1960, Applicant advised that service to Cascade for Richland 
began on September 2, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 25, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in El Paso, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of October 29, 1942, in Docket Nos. G—242 and G-257 
(3 FPC 851). 

(2) The sale and delivery of natural gas by Applicant to Cascade for resale 
as hereinbefore described and as more fully described in the application in this 
proceeding are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The sale and delivery of natural gas by Applicant are required by the 
public convenience and necessity and a certificate therefor should be issued as 
hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms set forth 
in paragraph (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act (18 CFR 157.20) should attach to the certificate hereinafter 
issued to Applicant and to the exercise of the rights granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to the pro- 
visions of Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 
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The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company to sell and deliver 
natural gas to Cascade Natural Gas Corporation for resale and distribution, 
as hereinbefore described and as more fully described in the application in this 
proceeding. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the issuance of the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOPE NATURAL GAS COMPANY, DOCKET NO. CP61-15 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 7, 1960) 


Hope Natural Gas Company (Applicant), a West Virginia corporation with a 
principal office in Clarksburg, West Virginia, filed an application on July 22, 
1960, for a certificate of public convenience and necessity pursuant to Section 7 
of the Natural Gas Act for authorization to replace eight 1,000 horsepower 
steam driven compressors at its Jackson Compressor Station with three 440 
horsepower and one 660 horsepower engine units, and also to construct three 
miles of eight-inch transmission line from the Jackson Compressor Station to 
two existing six-inch and eight-inch segments which now transport natural gas 
to the liquid hydrocarbon extraction plant of Union Carbide Olefins Company, 
known as “Diamond Plant,” subject to the jurisdiction of the Commission, and 
as more fully described in the application on file with the Commission. 

The Jackson Compressor Station was constructed in 1925 and its eight engine 
units were installed prior to 1929, and are now obsolete and inefficient. The 
replacement of the existing engines with the four modern gas operated units 
proposed will reduce the manpower required at the Jackson Station and will 
reduce fuel and maintenance costs approximately $75,000 per year. The addition 
of three miles of eight-inch pipeline will enable Applicant to deliver an addi- 
tional volume of more than 10,000 Mcf of wet gas per day to the Diamond Plant 
for liquid hydrocarbon extraction treatment. 

It is estimated that Applicant will increase its other gas revenues by approxi- 
mately $200,000 annually as a result of the added line. 

The record shows Applicant does not propose to serve any new customers by 
the installation of the proposed facilities and also that no change in present 
rates is proposed as a result of the subject application. 

The estimated cost of the new facilities is $1,023,500. Applicant estimates 
that equipment with an original cost of $568,488 will be retired and dismantled 
with a cost of $25,000 for retiring. 

No question of gas supply is involved in this case. 

Temporary authority was granted for the project on September 16, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 27, 1960, respecting the matters involved in and the issues presented by 
the application. No objection or protest to the granting of the application has 
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been received. Staff counsel moved orally at the hearing that the intermediate 
decision procedure be omitted and the Commission render a decision herein 
pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 


The Commission finds: 


(1) Applicant, a West Virginia Corporation, is engaged in the transportation 
of natural gas in interstate commerce and the sale of natural gas in interstate 
commerce for resale for ultimate public consumption subject to the jurisdiction 
of the Commission, and is, therefore, a “natural-gas company” within the mean- 
ing of the Natural Gas Act, as heretofore found by the Commission. 

(2) The natural gas facilities as hereinbefore described and as more fully 
described in the application which are proposed to be constructed and operated 
by Applicant will be used for the transportation and sale of natural gas in 
interstate commerce as an integral part of Applicant’s existing natural gas 
pipeline system, and are subject, therefore, to the jurisdiction of the Commission 
and the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction, operation and replacement by Applicant of 
the natural gas facilities as hereinbefore described and as more fully described 
in the application, are required by the public convenience and necessity, and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
eonditions set forth in paragraphs (b), (c)(1), (c)(8), (¢)(4) and (e) of 
Section 157.20 of the Commission’s Rules of Practice and Procedure should 
attach to the certificate hereinafter issued by paragraph (A) hereof, and to the 
exercise of the rights granted thereunder, and that the time within which 
construction of facilities authorized by this order shall be completed and in 
actual operation should be fixed at twelve months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of said Rules. 


The Commission orders: 

(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Applicant to construct, operate and replace the facilities 
hereinbefore described, and as more fully described in the application, for the 
transportation and sale of natural gas in interstate commerce as therein set 
forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(c)(3), (c)(4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations shall attach to the issuance of the certificate granted in para- 
graph (A) hereof, and to the exercise of the rights thereunder. 

(C) The construction of the natural gas facilities herein authorized shall 
be completed and such facilities shall be placed in actual operation by Applicant 
within twelve months from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-34 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 7, 1960) 


On August 8, 1960, Northern Natural Gas Company (Applicant) filed in 
Docket No. CP61-34 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation during the calendar year 1961 of unspecified measur- 
ing and regulating stations, and appurtenant facilities, necessary for the estab- 
lishment of new and additional delivery points for the sale and delivery of 
natural gas to Applicant’s existing utility customers for resale in the vicinity 
of Applicant’s pipeline system passing through the states of Oklahoma, Kansas, 
Nebraska, Iowa, South Dakota and Minnesota, all as more fully set forth in the 
application. 

Upon establishment of the proposed delivery points, service will be rendered 
to the ultimate consumers either through Peoples Natural Gas Division (Peoples 
Division) or Council Bluffs Gas Division (Council Bluffs Division), both being 
distributing divisions of Applicant, or through Applicant’s utility customers. 
All firm volumes to be delivered will be provided from the existing contract 
demand of the requesting division or utility customer, and all interruptible 
sales will be subject to curtailment under Steps 5 and 6 of Applicant’s presently 
effective tariff. 

Applicant estimates that the total cost of all measuring and regulating sta- 
tions and appurtenances under this application will not exceed $200,000, and 
that the total cost of no individual project will exceed $18,000. 

The purpose of this budget-type application is to secure authorization for 
installation of delivery points without the delay in receiving authority and in 
rendering service to customers which would be necessitated by the filing and 
processing of individual applications for each separate project. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 25, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the Commission render a decision herein pursuant to Section 1.30(c) (1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of April 6, 1943, in Docket No. G—280 (3 FPC 967). 

(2) The facilities proposed to be constructed, as hereinbefore described and 
as more fully described in the application as supplemented, herein, are proposed 
to be used for the transportation and sale for resale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, as integral parts 
of Applicant’s existing pipeline system and are, therefore, subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 
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(8) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation during the calendar year 1961 by Applicant 
of the facilities described in paragraph (2) hereof are required by the public 
convenience and necessity and a certificate therefor should be issued, as herein- 
after ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the certificate issued to Applicant herein and to the exercise of the rights 
granted thereunder. 

(6) Gas deliveries made by means of the facilities hereinafter authorized 
should be restricted to deliveries to Applicant’s existing utility customers, its 
Peoples Division and its Council Bluffs Division in quantities which will not 
result in any increase in Applicant's authorized delivery obligations or Appli- 
cant’s system salable capacity, and all sales, including interruptible sales, should 
be subject to the provisions of Applicant’s presently effective tariff. 

(7) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit by February 1, 1962, a statement 
under oath showing: (a) the names and locations of customers receiving de- 
liveries by means of each new delivery point constructed, (b) a description of 
the facilities installed at each new delivery point, (c) the actual costs of the 
facilities constructed for each project, (d) the volumes of gas expected to be 
delivered at each new delivery point and (e) the rate schedule to be applied 
to each proposed new delivery. 

(8) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities so 
authorized should not exceed an aggregate cost of $200,000, with no single 
project to exceed a cost of $18,000. 

(9) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued to Northern Natural Gas Company authorizing the construction 
and operation of natural gas facilities for the purposes stated, as hereinbefore 
described and as more fully described in the application, as supplemented, in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued in paragraph (A) above and to the exercise 
of the rights granted thereunder. 

(C) The certificate issued in paragraph (A) above is hereby conditioned to 
authorize gas deliveries only to Applicant’s existing utility customers, its Peoples 
Division and its Council Bluffs Division in quantities which will not result in 
any increase in Applicant’s authorized delivery obligations or Applicant’s system 
salable capacity, and all sales, including interruptible sales, shall be subject 
to the provisions of Applicant’s presently effective tariff. 

(D).The certificate issued in paragraph (A) above is hereby further con- 
ditioned and limited to construction of measuring and regulating stations and 
appurtenances during the calendar year 1961, and the total expenditures for such 
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facilities shall not exceed an aggregate cost of $200,000, with no single project 
to exceed a cost of $18,000. 

(E) Applicant shall submit, not later than February 1, 1962, a statement 
under oath showing: (a) the names and locations of customers receiving de- 
liveries by means of each new delivery point constructed pursuant to this authori- 
zation, (b) a description of the facilities installed at each new delivery point, 
(c) the actual costs of the facilities constructed for each project, (d) the volumes 
of gas expected to be delivered at each new delivery point, and (e) the rate 
schedule to be applied to each proposed new delivery. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP60-38 


UPON APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
PURSUANT TO SECTION 7(C) OF THE NATURAL GAS ACT 


(Issued October 6, 1960) * 


Syllabus 


1. Commission issues certificate of public convenience and necessity under 
Section 7 of the Natural Gas Act to United Gas Pipe Line Co. P. 934. 


W. O. Crain, C. Huffman Lewis, and Vernon W. Woods for United Gas Pipe 
Line Company. 

Robert EH. Hodnette, Jr., and C. B. Gillmore for Clarke-Mobile Counties Gas 
District. 

William L. Brunner, for Staff of Federal Power Commission. 


DECISION 


Weston, Presiding Examiner: The Clarke-Mobile Counties Gas District (Gas 
District) is a public corporation of the State of Alabama, duly organized and 
enfranchised by the municipalities of Jackson, Grove Hill and Thomasville, 
Alabama, and authorized to secure a gas supply, to build and operate a 
distribution system, and to sell bonds to finance construction of such system. 

The proposed new Gas District line will start on the existing lateral of United 
Gas Pipe Line Company (United) which runs to Courtaulds, Inc. in North 
Mobile County, and will end in the northern part of Clarke County. It will 
serve one of the last areas in Alabama not now served by natural gas, and an 
area with a sizable and expanding domestic and industrial market for such 
gas. 

United’s project, with which we are specifically concerned, is for a stub (ap- 
proximately 0.03 miles) of 6-inch pipeline leading to a sales meter station, and 
appurtenant facilities, enabling delivery to the Gas District, and costing $22,024. 

So far as United is concerned, no question is presented as to the feasibility and 
public interest of the proposed new service. Thus, it appears that (a) maximum 
eapacity of the Courtaulds lateral is 58,040 Mcf per day, against peak-day 
requirements, after connection of the Gas District, of only 13,140 Mcf (at 14.9 
psia) ; (b) as of the December 31, 1958 and latest estimates, the proposed new 
service would have de minimis reduced United’s 1958 life index from 25.89 
years to 25.87 years; (c) United’s total annual cost of operating the new facili- 
ties (excluding purchased gas cost), including return pro forma at 6% percent, 
would be only $3,110; (d) rates for the new service will be in accordance with 


*No exceptions having been filed or review initiated by the Commission, decision be- 


came effective November 7, 1960, as the final decision and order of the Commission. 
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United’s existing FPC Jackson District tariffs; (e) the terms and conditions of 
service are satisfactorily established by letter argument entered between United 
and the Gas District under date of November 27, 1959. 

So far as the Gas District is concerned, it appears that at the outset, the Com- 
mission’s Staff was not entirely satisfied with the showing and estimates of 
future economic feasibility. However, apparently because of the further show- 
ing made at the hearings, the Staff has not submitted a brief and the applica- 
tion stands unopposed. 

The Gas District project has been prepared and fully implemented in care- 
ful detail by highly competent and experienced engineers, bonded construction 
contractors, and investment bankers. Market studies have been made, showing 
probable domestic connections of at least 2,000 customers in the area, who will 
convert mainly from butane. Careful estimates show that the new gas supply 
will be at least as cheap as butane, and probably cheaper. In addition to the 
inducements of economy and convenience of natural gas, the District will set 
aside $200,000 from the proceeds of financing to make cost-free conversions for 
the first 2,500 customers. Preliminary negotiations for the attachment of at 
least three large industrial consumers have been successful, and the record shows 
every reason to believe that load and load factor will be satisfactory, when 
supply is assured as a result of these proceedings. 

The project contemplates an issue of $3,800,000 of 544 percent revenue bonds, 
to mature within 40 years. A commitment to take the entire bond issue, backed 
by an earnest money deposit, has been entered into by a responsible firm 
specializing in municipals. The details of ultimate placement of the bonds 
through a syndicate were carefully outlined in the record, and appear entirely 
conventional and feasible. 

Estimated debt service coverage from Gas District operations is approxi- 
mately 2.28, and the financial witness, thoroughly familiar with and a financial 
backer of the project, has testified that he is entirely confident that such cov- 
erage will be over two to one. On a pro forma 30-year bond issue basis, sup- 
plied at the request of Staff, coverage would amount to a 1.59 average. How- 
ever, assuming that the matter is within our jurisdiction, Staff has advanced 
no reason for a requirement that the issue be restricted to the shorter life, 
and no such reason appears in principle. It is concluded that the project, as 
qualified in the construction and financing commitments, is feasible from the 
economic point of view. 
























FoRMAL CONCLUSIONS OF FActT 





(1) Applicant is engaged in the transportation and sale of gas in interstate 
commerce for resale for ultimate public consumption and is a “natural-gas 
company” as defined in the Natural Gas Act. 

(2) The sale and deliveries of gas by Applicant to Clarke-Mobile Counties 
Gas District, and the proposed facilities therefor, contemplated by these pro- 
ceedings, are required by the public convenience and necessity. 


ORDER 





WHEREFORE, IT Is OrpDERED, subject to review by the Commission, that: 
(A) A certificate of public convenience and necessity is hereby issued to 
United Gas Pipe Line Company for the sales and transportation of natural 
gas in interstate commerce for resale, and for the construction and operation 
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of facilities therefor, all subject to the jurisdiction of the Commission, as set 
forth in the application filed in this proceeding. 

(B) The certificate issued herein shall be accepted in writing and under oath 
within 30 days from the date of the final determination of these proceedings 
in accordance with the Commission’s Rules of Practice and Procedure. 

(C) The general terms and conditions of Section 157.20 of the Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate herein 
granted to United Gas Pipe Line Company, and the time when the facilities 
hereby authorized shall be constructed and placed into operation is hereby 
fixed at six months from the date of the issuance of this order. 

(D) The grant of the certificate made herein is without prejudice to any 
findings or orders which have been or may hereafter be made by the Commis- 
sion in any proceedings now pending or hereafter instituted by or against the 
applicant. 

Rosert M. WESTON, 
Presiding Examiner. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY ! (FORMERLY PACIFIC NORTHWEST 
PIPELINE CORPORATION), DOCKET NOS. G-—16100 AND G—1429; 
NORTHWEST NATURAL GAS COMPANY, ET AL., DOCKET NO. G—996, 
ET AL. 
































FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND AMENDING PRIOR CERTIFICATE ORDER 


(Issued November 8, 1960) 





On August 22, 1958, Pacific Northwest Pipeline Corporation (now Bl Paso 
Natural Gas Company) (Applicant) filed an application, as supplemented on 
July 13, 1959, in Docket No. G-16100, pursuant to Section 7(c) of the Natural Gas 
Act, for a certificate of public convenience and necessity authorizing it to con- 
struct and operate certain facilities in order to sell and deliver natural gas to 
Northwest Natural Gas Company (Northwest Natural) for distribution and 
resale in the community of The Dalles, Oregon, and environs. 

Applicant proposes to construct and operate approximately 11.67 miles of 
4%-inch lateral pipeline extending from a connection with its existing 26-inch 
main transmission pipeline in Klickitat County, Washington, south to the 
vicinity of The Dalles, in Wasco County, Oregon; and a measuring and regulating 
station for the proposed sale of gas to Northwest Natural at this point. In the 
Commission’s opinion, issued June 18, 1954, in Docket Nos. G—996, et al., at 
Docket No. G—1429, Applicant was authorized to provide natural gas service for 
distribution in The Dalles, and to construct and operate a measuring and regu- 
lating station on its 26-inch main line in the State of Washington for this pur- 
pose. Applicant is now requesting authorization to construct and operate the 
44-inch lateral pipeline to provide service for The Dalles and to change the 
authorization for the meter station from the location authorized in Docket No. 
G—1429 to the proposed new location near the city gate of The Dalles. 





1El Paso Natural Gas Company now owns and operates all of the facilities of Pacific 
Northwest Pipeline Corporation pursuant to Commission order issued December 23, 1959, 
in Docket Nos. G-13018 and G—-13019 (22 FPC 1091). 
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Applicant estimates the natural gas requirements of The Dalles for the third 
year of operation as follows: 


14.73 ee eet oa (1,000 Btu) 


Peak day | Peake day | Annual Annual 
Firm: 
I a. asnccsi ss eplaateh ge gua emna nage een mp eaiae ain civa siidianealiaiat 387 25, 600 
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PI IN cnc ccs Soak csi leenemastpts Sacmses taiesov eed sahara icncorsk rVnstoen Shes ada tasaruaebaeia 591 Pe ae 000 
Interruptible: 
IN gids cesieh ch datas erences inh sealers Natisiitalintsa ah aeline ecclesia ebighinaaletatimiie 857 293, 000 
=o ciischidisahstienipacn datetainilpakehealeelaeae hades isda Gated mimsniaieattiaidel 1, 448 341,000 000 





Applicant and Northwest Natural have entered into a gas sales agreement, 
dated July 25, 1958, for quantities of firm gas sufficient to meet the third year 
requirements of Northwest Natural’s residential and commercial customers. 
This agreement provides for the purchase of firm gas by Northwest Natural 
pursuant to Applicant's filed FPC Gas Rate Schedule DS-1, and for the pur- 
chase of interruptible gas pursuant to Applicant’s FPC Gas Rate Schedule I-1. 
The estimated total revenues for firm and interruptible sales in the third year 
of operation are $107,738. 

Applicant estimates the total capital cost of constructing its proposed facilities 
at $276,681, which cost will be furnished out of currently available funds. 
Northwest Natural estimates the total cost of constructing the necessary facili- 
ties required to provide natural gas service in and near The Dalles at $398,900. 

On July 25, 1958, Northwest Natural acquired the facilities of The Dalles 
Natural Gas Company, which was engaged in the distribution and sale of 
“LP” gas to residents of The Dalles, With the acquisition of these properties, 
Northwest Natural became the holder of a 20 year municipal franchise to provide 
gas service to the public within the city. 

Temporary authority was granted to Applicant by Letter, dated October 1, 
1958. On December 15, 1958, Applicant advised the Commission that service 
began on December 6, 1958. There is no question of gas supply or capacity 
because Applicant has already been authorized to provide service to The Dalles. 

On September 26, 1958, Northern Utility Company filed a petition to intervene 
in opposition; Northwest Natural Gas Company filed a petition to intervene 
in support of the application on October 8, 1958. The Commission by its order 
issued May 8, 1959, permitted both parties to intervene. The Public Utility 
Commissioner of Oregon filed, on September 15, 1958, a notice of intervention in 
support of the application. Northern Utility Company withdrew its petition to 
intervene in opposition by notice of withdrawal, filed May 26, 1960. The Public 
Utility Commissioner of Oregon filed a notice of withdrawal on September 26, 
1960. No other petitions to intervene or protests to the granting of the 
application have been received. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
October 25, 1960, respecting the matters involved in and the issues presented by 
the application herein. Staff counsel moved orally at the hearing that the in- 
termediate decision procedure be omitted and the Commission render a decision 


pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice and 
Procedure. 





a)  a-- we oie 
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The Commission finds: 


(1) Applicant, El Paso Natural Gas Company, has, by authority of the Com- 
mission’s order in Docket Nos. G—13018 and G—13019, issued December 23, 1959, 
acquired all the facilities and has merged with Pacific Northwest Pipeline 
Corporation. 

(2) El Paso Natural Gas Company, a Delaware Corporation having its prin- 
cipal place of business in El Paso, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order issued January 11, 1944, in Docket No. G—-288 (4 FPC 486). 

(3) The facilities hereinbefore described, as more fully described in the 
application and supplement in this proceeding, are to be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, as integral parts of Applicant’s existing pipeline system 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) The construction and operation of the facilities by Applicant are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (c) (4) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 


to the certificate hereinafter issued to Applicant and to the exercise of the rights 
granted thereunder. 


(7) It is in the public interest and appropriate in carrying out the provisions 
of the Natural Gas Act to amend, as hereinafter ordered, the opinion of the 
Commission issued June 18, 1954, in Docket Nos. G-996, et al., at G—1429. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record, 
and not having been denied by the Commission is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing El Paso Natural Gas Company, successor in interest 
to Pacific Northwest Pipeline Corporation, to construct and operate facilities 
and to transport and sell natural gas as hereinbefore described, all as more fully 
described in the application and supplement herein, upon the terms and condi- 
tions of this order. 

(B) The general terms and conditions set forth in paragraphs (c) (4) and 
(e) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act shall attach to the issuance of the certificate granted in paragraph (A) 
hereof and to the exercise of the rights granted thereunder. 

(C) The opinion of the Commission issued June 18, 1954, in Docket Nos. 
G—996, et al., at G—-1429, granting a certificate of public convenience and neces- 
sity to Pacific Northwest Pipeline Corporation, be and the same is hereby 
amended so as to delete therefrom authorization to serve The Dalles and to 
build the measuring and regulating station required to render such service. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ADJOURNMENTS AND CONTINUANCES DURING HEARINGS, DOCKET 
NO. R-192 


ORDER No. 229 
AMENDING RULES OF PRACTICE AND PROCEDURE 
(Issued November 9, 1960) * 


The Commission has before it for consideration amendments to §§1.11(b), 
1.13(e), and 1.27(b) of Part 1, Rules of Practice and Procedure, Subchapter A, 
Chapter I of Title 18, Code of Federal Regulations, to provide that any adjourn- 
ment or continuance of a hearing for a period in excess of 30 days shall be 
subject to the approval of the Commission. The Commission, while recognizing 
that in many cases its proceedings are unusually technical and complex, believes 
that recesses granted during the course of hearings to enable the parties or staff 
counsel to prepare cross-examination or for other purposes are often unneces- 
sarily lengthy and thereby hinder the expeditious conclusion of the proceedings. 
As stated in our Order No. 217 (22 FPC 872; 24 FR 9469), the administrative 
agencies are under considerable criticism for their alleged failure to promptly 
dispose of the matters pending before them, and it is essential that every effort, 
consistent with the public interest and the rights of the parties, be made to 
speed up our processes. 


The Commission finds: 


(1) The amendments herein adopted involve matters of practice and procedure 
which do not require notice or hearing under section 4(a) of the Administrative 
Procedure Act. 

(2) Adoption and promulgation of the proposed amendments is necessary and 
appropriate for the purposes of administration of the Federal Power and Natural 
Gas Acts. 


The Commission, acting pursuant to the authority granted by sections 308 and 
309 of the Federal Power Act (16 U.S.C. 825g, 825h) and sections 15 and 16 of 
the Natural Gas Act (15 U.S.C. 717n, 7170), orders: 

A. Section 1.11(b), 1.13(e), and 1.27(b) of Part 1 of Subchapter A, Chapter 
I of Title 18 of the Code of Federal Regulations, are amended as follows: 

1. In paragraph (b) of § 1.11 change the final period to a comma and add the 
following: 

as provided in § 1.13(e). 

2. In § 1.13, paragraph (e) is amended by revising the second sentence and 
adding a proviso at the end thereof. As so amended, paragraph (e) reads as 
follows: 

(e) Continuances. Except as otherwise provided by law the Commission 
may for good cause at any time, with or without motion, continue or ad- 
journ any hearing. A hearing before the Commission or a presiding officer 
shall begin at the time and place fixed in an order or a notice, but thereafter 
may be adjourned from time to time or from place to place by the Com- 
mission or the presiding officer: Provided, however, That any such adjourn- 
ment or continuance for a period exceeding 30 days shall be subject to the 
approval of the Commission ; 


*Published in Federal Register 25 F.R. 10868. 





FEDERAL POWER COMMISSION 939 


3. In §1.27(b), subparagraph (1) is amended by changing the final semicolon 
to a comma and adding the following: 
as provided in § 1.13(e) ; 
B. These amendments shall become effective 30 days after the issuance of 
this order. 
C. The Secretary shall cause prompt publication of this order to be made in 
the Federal Register. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TROQUOIS GAS CORPORATION, DOCKET NO. CP61-46; PENN-YORK NAT- 
URAL GAS CORPORATION, DOCKET NO. CP61-47 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY, 
AMENDING OUTSTANDING AUTHORIZATIONS AND DISMISSING APPLICATION FOR 
ABANDONMENT 

(Issued November 10, 1960) 


On August 17, 1960, Iroquois Gas Corporation (Iroquois) filed in Docket No. 
CP61—46 an application pursuant to Section 7(c) of the Natural Gas Act (Act) 
for a certificate of public convenience and necessity authorizing the acquisition 
and operation of all of the natural gas and related facilities of Penn-York Natural 
Gas Corporation, pursuant to an agreement between the two companies dated 
August 10, 1960, all as more fully set forth in the application. 

Also on August 17, 1960, Penn-York Natural Gas Corporation (Penn-York) 
filed a companion application in Docket No. CP61—47 pursuant to Section 7(b) of 
the Act for permission and approval to abandon by sale to Iroquois all of said 
natural gas and related facilities. 

Both Iroquois and Penn-York are wholly-owned subsidiaries of National Fuel 
Gas Company which holds all of their outstanding capital stock. Upon com- 
pletion of the proposed sale, Penn-York will surrender its charter and be 
dissolved. The purpose of the proposal herein is to increase the efficiency of 
the National Fuel group of companies by simplifying its corporate structure 
and by eliminating some of the intercompany transactions and bookkeeping. 

The Penn-York facilities to be acquired by Iroquois consist of approximately 
53 miles of 10-inch transmission pipeline extending from the New York-Pennsyl- 
vania border to Arcade, New York; approximately 43 miles of 8-inch transmis- 
sion pipeline from Arcade to Sheridan Station, Chautauqua County, New York; 
approximately 31 miles of 8-inch transmission pipeline from Arcade to Billo 
Station, Erie County, New York; and related facilities including leaseholds, 
easements, franchises and land rights. Penn-York’s only customer is Iroquois, 
for whom it transports gas under a cost-of-service tariff. 

The estimated purchase price to be paid by Iroquois is $843,146, subject to 
adjustment to the time of closing, which price is the original cost less reserve 
for depreciation as of June 30, 1960. Iroquois will finance the proposed 
acquisition from its current funds. 

The following outstanding certificate and abandonment authorizations in 
Penn-York’s name will require amendment to substitute the name of Iroquois 
as holder: 

Docket Nos. G—260, G-734, G-—833, G-—877, G-993, G-—1569, G—19527 and 
G-15142; and eliminating Penn-York’s name as joint holder in Docket No. 
G-9809. 


676—-807—64 62 
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Gas supply is not an issue in this proceeding and no customer will be deprived 
of service by the proposed acquisition and abandonment. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 1, 1960, respecting the matters involved in, and the issues presented 
by, the applications herein. No petition to intervene or protest to the granting 
of the applications has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Iroquois Gas Corporation, a Delaware corporation having its 
principal place of business in Buffalo, New York, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of March 23, 1943, in Docket No. G-384 (3 FPC 951). 

(2) Applicant, Penn-York Natural Gas Corporation, a Delaware corporation 
having its principal place of business in Buffalo, New York, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of March 30, 1943, in Docket No. G-260 (3 FPC 958). 

(3) The facilities proposed to be acquired and operated by Iroquois Gas 
Corporation, as hereinbefore described and as more fully described in the appli- 
cation in Docket No. CP61-46, will be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commission, 
and the acquisition and operation thereof by Iroquois are subject to the require- 
ments of Subsections (¢c) and (e) of Section 7 of the Natural Gas Act. 

(4) The acquisition and operation of the facilities as proposed by Iroquois 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Inasmuch as, effective from the date of issuance of the certificate granted 
hereinafter, Iroquois proposes to continue under the same contractual provisions 
and at the same rates the identic operations and services which Penn-York has 
heretofore been rendering, no abandonment of service is involved, and the 
application for abandonment authorization in Docket No. CP61-47 should be 
dismissed as hereinafter ordered. 

(6) Applicants, Iroquois and Penn-York, are able and willing properly to do 
the acts and to perform the services proposed and to conform to the provisions 
of the Natural Gas Act and the requirements, rules and regulations of the 
Commission thereunder. 

(7) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) (2), (d)(3) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificate hereinafter granted to Iroquois and to 
the exercise of the rights granted thereunder. 

(8) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act to amend, as hereinafter ordered, the appropriate outstanding 
certificate and abandonment authorizations by substituting the name of Iroquois 
Gas Corporation for that of Penn-York Natural Gas Corporation as holder 
thereof, and by eliminating the name of Penn-York as joint certificate holder 
in Docket No. G—9809. 

(9) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Iroquois Gas Corporation to acquire and operate the 
facilities of Penn-York Natural Gas Corporation as hereinbefore described and 
as more fully described in the application in Docket No. CP61-46, upon the 
terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(d)(2), (d)(8) and (e) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act shall attach to the issuance of the certificate granted 
in paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the acquisition of facilities authorized in para- 
graph (A) above shall be completed as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 12 months from the date on which this order issues. 

(D) The following outstanding certificate and abandonment authorizations 
be and the same are hereby amended by substituting the name of Iroquois Gas 
Corporation for that of Penn-York Natural Gas Corporation as holder thereof: 
Docket Nos. G-260, G-734, G-833, G-877, G-998, G—1569, G—19527 and G-15412; 
and by eliminating Penn-York’s name as joint holder in Docket No. G—9809. 

(E) The application of Penn-York Natural Gas Corporation for permission 
and approval to abandon facilities and service in Docket No. CP61-47 be and 
the same is hereby dismissed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 AND G-—2505 
ORDER GRANTING MOTIONS TO DISCHARGE FROM REFUND OBLIGATIONS 


(Issued November 10, 1960) 


On October 13, 1960, and October 14, 1960, Northern Natural Gas Company 
(Northern) filed with the Commission four motions to discharge it from certain 
of its remaining refund obligations under three rate settlement orders heretofore 
issued by the Commission in the above-listed dockets. The orders were issued 
January 28, 1954, in Docket No. G-2217 (13 FPC 773), and July 26, 1956, and 
May 31, 1957, in Docket No. G—2505 (16 FPC 803 and 17 FPC 770 respectively). 
The three orders in question were predicated, in part, on certain gas purchase 
costs of Northern, calculated in part on the basis of producer minimum prices 
fixed by the State Corporation Commission of Kansas and the Corporation Com- 
mission of Oklahoma. In approving these earlier settlements, however, our 
orders provided in effect that in the event subsequent action by this Commission 
or the courts resulted in refunds to Northern of any portion of the money paid 
by Northern to its suppliers under existing contracts, or because of orders of 
the State Corporation Commission of Kansas and the Corporation Commission 
of Oklahoma, such refunds accruing to Northern should be distributed among 
Northern’s utility customers. 

Early in 1959 the Supreme Court of the United States declared invalid the 
Kansas and Oklahoma minimum price orders in question’ and Northern has 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 


391; Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 
355 U.S. 425. 
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attempted to procure from United Producing Co., Inc. (United), Gulf Oil Corpo- 
ration (Gulf), Warren Petroleum Corporation (Warren Petroleum) Kansas- 
Nebraska Natural Gas Company, Inc. (Kansas-Nebraska) and Texaco Ine. 
(Texaco) several of its producer suppliers, payments for gas, made by Northern 
in reliance on the state minimum price orders. Northern states in the motions 
filed herein on October 13 and 14, 1960, that from January 1, 1954 to February 
i, 1958, Northern’s cost of gas purchased from the above-mentioned producers, 
based on the Kansas and Oklahoma minimum price orders, exceeded the cost 
of such gas as calculated under the prices set out in Northern’s contracts with 
such producers. Northern states that it has made demand on United, Gulf, 
Warren Petroleum, Kansas-Nebraska and Texaco for the overpayments, but 
that the hereinabove companies deny that they are indebted to Northern in any 
amount. 

Consequently, Northern instituted litigation against each of the hereinabove 
suppliers for recovery of excess amounts paid to such suppliers as a result of 
the invalidation of the state minimum price orders. 

Northern states that, in order to dispose of such litigation and in compromise 
and settlement thereof, United, Gulf, Warren Petroleum, Kansas-Nebraska and 
Texaco have offered proposed settlement agreements to cover overpayments made 
by Northern for gas purchases as a result of the invalidation of the Oklahoma 
and Kansas minimum price orders. Each of the hereinabove suppliers have 
agreed to refund to Northern 70% of Northern’s claims for the period January 
1, 1954, to August 27, 1957 (covered by Docket Nos. G-2217 and G—2505) and 
100% of Northern’s claims for the period August 27, 1957 to February 4, 1958 
(covered by Docket No. G—12153). Set-forth below is a schedule which shows 
for each supplier the amount of overpayments by Northern during the period 
January 1, 1954 to February 1, 1958; the amount of overpayment for the period 
of January 1, 1954, to August 27, 1957; the settlement agreement refunds for the 
periods of January 1, 1954, to August 27, 1954; August 27, 1957 to February 1, 
1958, and the percentage that the total agreed-upon refund is of the overpayment. 


OVERPAYMENTS AND SETTLEMENT AGREEMENT REFUNDS 





Overpayment | Refund agreed to in settle- Percent 
ment agreement total 

agreed- 
Supplier | | | upon 

Jan. 1, 1954, Jan. 1, 1954, | Jan. 1, 1954, | Aug. 27, 1957,| refund is 

to Feb. 1, | to Aug. 27, to Aug. 27, to Feb.1, | of over- 





1958 1957 1957 1958 payment ! 


United Producing Co., Inc $24, 811. 47 $21, 037. 46 $14, 726. 22 $3, 774. 01 
NE AP OD itn ee acne ncs 16, 906. 72 | 9 n4e on, 9 220 ¢ 9 
Warren Petroleum Corp_.._.------| 598, 560.11 |/ 546, 270. 41 382, 389. 29 69, 196. 42 
Kansas-Nebraska Natural 
ee eo on ac cain came 88, 668. 06 77, 886. 51 54, 520. 56 10, 781. 52 
271, 084. 28 227, 487. 81 159, 241. 47 40, 023. 








cits ein cs eco and tme ela 1, 000, 030. 64 872,682.19 | 3 610,877.54 | 4123, 775. 











1 These percentages are those stated in the settlement agreements. Actual percentages are slightly 
different. 

2 Warren Petroleum Corp. merged with Gulf Oil Corp. on Jan. 1, 1958. Prior to that time, Northern 
purchased no gas from Gulf. 3 

8 To be refunded to Northern’s customers in Docket Nos. G-2217 and G-2505. 

4 To be disposed of in Docket No. G-12153, a current rate proceeding. 


In its motions Northern requests that on distribution by it of the proper 
amount of refund to its utility customers in the proportions and to the parties 
as heretofore provided by the Commission in its orders in these dockets, the 
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company be discharged from its remaining obligations under the settlement 
orders referred to above, insofar as those obligations are predicated on an 
adjustment in Northern’s gas purchase costs from these suppliers during the 
period January 1, 1954, to August 27, 1957. 

In support of its motions, Northern takes the position that the offers of 
settlement are reasonable and that it is in the public interest and in the interest 
of the parties involved in the certain settlements, namely, United, Gulf, Warren 
Petroleum, Kansas-Nebraska and Texaco, Northern and Northern’s utility cus- 
tomers, that the controversies between Northern and such suppliers be disposed 
of without the time and expense required by extensive litigation of the issues 
involved; and that such proposed settlements are satisfactory to all parties 
affected thereby. 

Although the Commission’s prior settlement orders referred to above con- 
template that money collected from Northern by its suppliers because of state 
minimum price orders and refunded to Northern should in turn be refunded by 
Northern to its utility customers, those orders did not require Northern to 
institute suit for recovery of such amounts or submit for our approval any 
settlement negotiated with respect to such claims. However, it is appropriate 
and proper that in passing on Northern’s motions to discharge it from the refund 
obligations of those orders, we consider the terms of the proposed settlements 
between Northern and United, Gulf, Warren Petroleum, Kansas-Nebraska, and 
Texaco, which would determine how much money is to be refunded. 

In our judgment, in view of all the circumstances of this case, the grant of 
Northern’s motions herein to be discharged from its refund obligations is reason- 
able, proper, and in the public interest. The terms of the certain settlements are 
favorable to Northern and its utility customers. There is substantial unanimity 
in favor of the settlement by the parties affected thereby, including Northern’s 
utility customers. However, Northern’s discharge from its refund obligations 
should not be effective until the certain settlements are concluded and the money 
distributed in accordance with our orders in the above dockets. 


The Commission orders: 


Northern is hereby discharged from its remaining obligations under the orders 
issued by the Commission on January 28, 1954, in Docket No. G—2217 (13 
FPC 773), and on July 26, 1956, and May 31, 1957, in Docket No. G—2505 (16 
FPC, 803 and 17 FPC 770 respectively), insofar as those obligations are predi- 
cated on an adjustment in Northern’s gas purchase cost from United, Gulf, 
Warren Petroleum, Kansas-Nebraska and Texaco during the period January 1, 
1954, to August 27, 1957, such discharge to be effective upon the distribution by 
Northern of the proper amount of refund in the proportions and to the parties 
as heretofore provided in Commission orders in these dockets and satisfactory to 
the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SIERRA PACIFIC POWER COMPANY, DOCKET NO. E-6961 
ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 
(Issued November 10, 1960) 


Sierra Pacific Power Company (Applicant), a corporation organized under 
the laws of the State of Maine and qualified to do business as a foreign corpora- 
tion in the States of Nevada and California, having its principal place of busi- 
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ness in Reno, Nevada, filed an application on October 7, 1960 for authority, 
pursuant to Section 204 of the Federal Power Act, to issue unsecured, short-term 
Promissory Notes in a principal amount of not to exceed $6,000,000 outstanding 
at any one time. 

The proposed Notes, payable to such bank or banks from which Applicant may 
borrow funds, will be issued for periods not exceeding twelve months from the 
date of original issue or renewal thereof, and will have maturity dates not later 
than June 30, 1962. Said Notes will bear interest at a rate per annum not in 
excess of 44 of 1% over the prime rate in effect in New York City at the time 
of the borrowing or the renewal of any of the proposed Notes. The applica- 
tion indicates that none of the Notes proposed to be issued will be resold to the 
general public, and that no finder’s fee or other negotiation fee, commission, or 
remuneration will be paid in connection therewith to any third person. 

Applicant expects to borrow $6,000,000 during the remainder of 1960 and 1961, 
of which $1,300,000 has been borrowed pursuant to the exemption provided in 
Section 204(e) of the Federal Power Act prior to and after the filing of this 
application. Applicant’s request to issue said Notes in the maximum principal 
amount of $6,000,000 will include any Notes issued in renewal of presently out- 
standing Notes issued under Section 204(e). 

The proceeds from the Notes will be used to reimburse Applicant for construe- 
tion expenditures heretofore made and, together with other cash from opera- 
tions, to carry out the construction program in progress and contemplated for 
the remainder of 1960 and for 1961, which will require approximately $12,138,000. 
Applicant estimates that its 1960 and 1961 construction programs will cost 
$7,621,000 and $8,617,000, respectively, classified as follows: electric department, 
$5,759,000 in 1960 and $6,722,000 in 1961; water department, $1,273,100 in 1960 
and $1,285,000 in 1961; and gas department, $518,900 in 1960 and $610,000 in 
1961; non-operating property purchases, $70,000 in 1960, none in 1961. The 
principal items of expenditure included in the amounts for Applicant’s electric 
department are for generating equipment and for extensions, meters, services 
and transformers needed to serve new customers. 

Written notice of the application has been given to the Public Service Commis- 
sion of Nevada and the Public Utilities Commission of California, and to the 
Governor of each of those States. Notice has also been given by publication in 
the Federal Register on October 21, 1960 (25 F.R. 10068), stating that any 
person desiring to be heard or to make any protest with reference to the appli- 
cation should file a petition or protest on or before November 7, 1960, with the 
Federal Power Commission, Washington 25, D.C. No protest, petition, or request 
to be heard in opposition to the granting of the application has been received. 
The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued May 14, 1959, 
In the Matter of Sierra Pacific Power Company, Docket No. E-6873. 

(2) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $6,000,000, all as described above, will constitute an issuance of 
securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $6,000,000, all as described above, will be in excess of 5% of the par 
value of the other securities of Applicant, and, therefore, will not be exempt by 
virtue of Section 204(e) from the requirements of Section 204(a) of the Act. 

(4) Applicant is not organized and operating in a State, under the laws of 
which the security issue here involved is regulated by a State Commission within 
the meaning of Section 204(f) of the Act, and the proposed issuance is, therefore, 















FEDERAL POWER COMMISSION 945 


not exempt by virtue of that Section from the requirements of Section 204 of 
the Act. 

(5) The proposed issuance of Promissory Notes will be exempt from the 
competitive bidding requirements of Section 34.1a of the Commission’s Regula- 
tions under the Federal Power Act by reason of Paragraph 34.1a(a) (2) thereof. 

(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest, which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not 
impair its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $6,000,000 outstanding at any one time, whether an original issue 
or a renewal Note, upon the terms and conditions and for the purposes set forth 
in the application, all as described above, is hereby authorized, subject to the 
provisions of this order. 

(B) This authorization is e~pressly conditioned upon the final maturity of all 
Notes to be issued pursuant thereto, being not later than June 30, 1962. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED FUEL GAS COMPANY, DOCKET NOS. G—12195, G—16316, G—16815, 
AND G—18420 














ORDER DENYING APPLICATIONS FOR REHEARING AND REJECTING COMPLAINT 


(Issued November 10, 1960) * 


Applications for rehearing or reconsideration of our order approving settle- 
ment, prescribing refunds and terminating proceedings, issued September 15, 
1960, in the above dockets, were filed on October 14, 1960, by Lynchburg Gas 
Company (Lynchburg) and jointly by the Kentucky Cities,’ the Cities of Cin- 
cinnati and Columbus, Ohio, the City of Pittsburgh, Pennsylvania, and the 
Pennsylvania Public Utility Commission (Kentucky Cities, et a/.). Together 
with the latter application the Kentucky Cities, et a/. filed a document styled as 
a complaint seeking to make Columbia Gulf Transmission Company a party to 
the proceedings in these dockets. 

Lynchburg’s application for rehearing “repeats and incorporates” (p. 5 of 
the application) the objections it previously advanced to the offer of settlement. 
Those objections were dealt with fully in our order issued September 15, 1960. 
We do not find them to be any more persuasive by their repetition. 

Lynchburg also contends that by our approval of the settlement we have 
permitted the establishment of rates “on nothing more than limited agreement 


*Petition for review dismissed, 295 F. 2d 109 (CA4~-1961) 
1This group of interveners is comprised of the Kentucky cities of Lexington, George- 
town, Winchester, Cynthiana, Paris, Irvine, Covington, Newport, Fort Thomas, Dayton, 
Bellevue, Catlettsburg, Ravenna, Mount Sterling, Fort Mitchell and Ashland. 
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among the parties as to dollar amounts to be refunded” and that we have ap- 
proved rates “without the slightest evidence of record’. It then states that 
one of its principal objections to the approval of the settlement is the Commis- 
sion’s failure to test the rate of return for United Fuel Gas Company in these 
proceedings. These arguments overlook the fact that the settlement agreement 
is supported by the staff’s investigation of the books and records of the com- 
pany and by cost of service schedules included in that agreement. Those 
schedules also show that Lynchburg’s aforementioned principal objection is 
contrary to the facts. We heretofore found and determined in a prior proceeding 
that a 6%4 percent rate of return for United Fuel is fair and proper. We have 
at no time been advised by Lynchburg that it disagrees with such a rate of 
return for United Fuel. In these proceedings the level of rates approved by 
cur order issued September 15, 1960 in Docket Nos. G—-12195 and G-—16316 is 
based on a cost of service including a 614 percent rate of return (Appendix A 
and B to the settlement agreement). The settlement agreement (Appendix C) 
also shows that the rates in Docket Nos. G—16815 and G—18420 allowed to re- 
main in effect without obligation to refund would not recover United Fuel’s 
cost of service, for the period involved, whether computed to include a 6% 
percent or a 614 percent rate of return. 

Clearly, the chance of accomplishing a further rate reduction in these dockets 
for the benefit of consumers is almost non-existent. Lynchburg’s application for 
rehearing fails to demonstrate that the public interest would be served by any 
further hearings in this matter. We find that application for rehearing to be 
without merit. 

The application for rehearing filed by the Kentucky Cities, et al. reargues 
the same issue heretofore raised by them and disposed of by our order issued 
September 15, 1960. In essence these interveners contend that they have a 
“right” in these dockets to contest the reasonableness of the rates charged 
United Fuel by its affiliate Columbia Gulf Transmission Company for the trans- 
portation of natural gas under the latter’s tariff on file with the Commission 
even though Columbia Gulf is not a party to these proceedings. 

In the alternative, these interveners have attached a complaint requesting the 
Commission (1) to receive and docket the complaint; (2) notify Columbia Gulf 
that it has been made a party to these dockets and require it to promptly answer 
the complaint; and (3) to deal with the complaint and answer on the merits at 
some time hereafter as proceedings in these dockets are resumed. 

We are not persuaded that these interveners have the aforementioned “right” 
for which they contend. Nor do we deem it appropriate at this stage of these 
proceedings to order the inclusion of additional parties or broaden these pro- 
ceedings to include issues which can best be resolved in a separate proceeding 
instituted at some future date. In the order issued September 15, 1960, we 
stated : 

It is also our view that under the settlement as supplemented the rights 
and interests of all parties, including these interveners, United Fuel and 
Columbia Gulf, will be fully protected when the customers of United Fuel 
have opportunity to obtain appropriate refunds from Columbia Gulf in a 
proceeding relating to Columbia Gulf, if the Courts decide that the Com- 
mission’s position on liberalized depreciation is erroneous. 

Under the circumstances, we believe that the complaint filed by these inter- 
veners is premature, and that it is not in the best interests of all the parties 
concerned to broaden these proceedings to include issues we believe to be fully 


protected by our previous order herein. We find that the complaint should 
be rejected at this time. 
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The Commission finds: 


The applications for rehearing or reconsideration filed October 14, 1960 by 
Lynchburg and by Kentucky Cities, et al. set forth no new facts or legal con- 
siderations which were not fully considered by the Commission prior to the 
issuance herein of our order on September 15, 1960, or which having now been 
considered warrant any change in, modification of, or rehearing with respect 
to such order. Nor is there any justification for accepting, at this time, the 
complaint filed by the Kentucky Cities, et al. 


The Commission orders: 


The applications for rehearing filed by Lynchburg and the Kentucky Cities, 
et al. hereby are denied, and the complaint filed by the Kentucky Cities, et al. 
hereby is rejected. 

Commissioner Kline, concurring in part and dissenting in part, filed a sepa- 
rate statement. 

KLIngE, Commissioner, concurring in part and dissenting in part: 

I concur in the denial of rehearing to Lynchburg for the reasons stated in 
the majority opinion. I would grant rehearing as requested by the other in- 
tervenors and would approve the settlement only if the following paragraph 
requested by the intervenors is inserted: 


If it should ultimately be determined that the Commission’s treatment 
with respect to §167 was erroneous, there is also reserved the right of 
any party to contest or support in these dockets the inclusion in the cost 
of service of certain amounts relating to charges made by Columbia Gulf 
Transmission Corporation for deferred federal income taxes under § 167. 


This will fully protect the rights of these intervenors on the issue of liberal- 
ized depreciation in the event the Commission is reversed by the Courts. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


AMERADA PETROLEUM CORPORATION, ET AL., DOCKET NO. G-15561, 
ET AL., THE PURE OIL COMPANY, DOCKET NO. G-17541; WILLARD E. 
WALKER, DOCKET NO. G—17662 


ORDER PERMITTING INTERVENTIONS AND VACATING IN PART ORDER PERMITTING AND 
DENYING INTERVENTIONS AND DENYING CONSOLIDATIONS * 


(Issued November 14, 1960) 


On April 29, 1959, The United Gas Improvement Company (UGI) and on June 
2, 1959, and June 19, 1959, Philadelphia Electric Company (Philadelphia) filed 
petitions for leave to intervene in the proceeding in Pure Oil Company, Docket 
No. G—17541 and in Willard E. Walker, Docket No. G—17662. UGI and Phila- 
delphia purchase natural gas from Transcontinental Gas Pipe Line Corporation, 
which is the purchaser of natural gas from Pure Oil Company and Willard E. 
Walker under the rate schedules involved in these rate proceedings. The rate 
proceedings in Docket Nos. G—17541 and G—17662 involve the proper interpreta- 
tion to be given the tax reimbursement provisions of the subject rate schedules 
insofar as such provisions relate to the Louisiana Severance Tax. 

By order issued December 3, 1959, in Amerada Petroleum Corporation, et al., 
Docket Nos. G—15561, et al., the Commission denied the petitions for leave to 


1 This order does not provide for the consolidation for hearing for disposition of the 
several matters covered herein, nor should it be so construed. 
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intervene of UGI and Philadelphia in Docket Nos. G-17541 and G-17662. By 
separate orders issued on January 29, 1960, the Commission denied petitions for 
rehearing of the Commission’s order issued December 3, 1959, filed by UGI and 
Philadelphia. 

Thereafter, UGI and Philadelphia filed a joint and several petition for review 
of the Commission’s order of December 3, 1959 in the United States Court of 
Appeals for the District of Columbia insofar as such order denied petitioners 
leave to intervene, inter alia, in the proceedings in Docket Nos. G—17541 and 
G-17662. On October 28, 1960, the Court in Philadelphia Electric Company v. 
F.P.C., CADC No. 15635, dismissed the above-mentioned petition for review 
pursuant to the joint motion previously filed. 

* * * on the condition that promptly upon receipt of a certified copy by 
the Federal Power Commission of the court’s order dismissing the petition 
for review, the Commission will modify its order of December 3, 1959, 
issued in Amerada Petroleum Corporation, et al., Docket Nos. G—15561, 
et al., by vacating it insofar as it denied petitioners’ motions to intervene 
in Pure Oil Company, Docket No. G—17541, and in Willard E. Walker, 
Docket No. G—17662, and grant the motions of both petitioners to intervene 
in those cases in the usual manner * * * 


The Commission finds: 


(1) The Commission’s order issued on December 3, 1959 in Amerada Petro- 
leum Corporation, et al., Docket Nos. G—15561, et al.. insofar as it denies the 
petitions for leave to intervene of UGI and Philadelphia in the proceedings in 
Pure Oil Company, Docket No. G—-17541 and in Willard E. Walker, Docket No. 
G—17662, should be vacated. 

(2) The participation of UGI and Philadelphia in the proceedings in Docket 
Nos. G—17541 and G—17662 may be in the public interest. 


The Commission orders: 


(A) The Commission’s order issued on December 3, 1959, in Amerada Petro- 
leum Corporation, et al., Docket Nos. G—15561, et al., insofar as it denies the 
petitions for leave to intervene of UGI and Philadelphia in the proceedings in 
Pure Oil Company, Docket No. G—17541 and in Willard E. Walker, Docket No. 
G-17662, is hereby vacated. 

(B) UGI and Philadelphia are hereby permitted to become intervenors in 
the proceedings in Docket Nos. G-17541 and G—17662, subject to the Rules and 
Regulations of the Commission: Provided, however, that the participation of 
UGI and Philadelphia shall be limited to the matters affecting asserted rights 
and interests specifically set forth in their petitions for leave to intervene: 
And Provided further, that the admission of UGI and Philadelphia shall not 
be construed as recognition by the Commission that such Petitioners might be 
aggrieved because of any order or orders of the Commission entered in these 
proceedings. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP61-37; 
MICHIGAN GAS STORAGE COMPANY, DOCKET NO. CP61-44 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 14, 1960) 


Panhandle Eastern Pipe Line Company (Panhandle), a Delaware corpora- 
tion with its principal office in Kansas City, Missouri, and Michigan Gas 
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Storage Company (Michigan Gas), a Michigan corporation with its principal 
office in Jackson, Michigan, filed on August 10, and August 15, 1960, respec- 
tively applications for certificates of public convenience and necessity in the 
designated docket numbers pursuant to Section 7 of the Natural Gas Act au- 
thorizing (1) Panhandle to construct and operate a tap on its 12-inch trans- 
mission line in Napoleon Township, Jackson County, Michigan, as an additional 
point of delivery to Michigan Gas and (2) Michigan Gas to construct and 
operate a meter station at the Panhandle tap to deliver and sell natural gas 
to Consumers Power Company (Consumers), at such point, subject to the 
jurisdiction of the Commission, all as more fully described in the applications 
on file with the Commission. 

Michigan Gas proposes to resell the natural gas purchased from Panhandle 
at the new delivery point to its sole customer, Consumers Power Company. 
Consumers in turn, proposes to serve the peak day and annual natural gas 
requirements of two new communities located near the Panhandle main line 
in Jackson County, the village of Brooklyn and the community of Napoleon, 
neither of which is presently served with natural gas. 

Michigan Gas estimates that the peak day and annual requirements for 
the two new communities will be 632 Mcf and 92,900 Mcf, respectively, in the 
first year and 724 Mcf and 106,436 Mcf, respectively, in the third year of 
service. No increases in contract demand are involved. 

The cost of constructing the proposed facilities is estimated at $1,500 for 
the tap to be constructed by Panhandle (reimbursed by Michigan Gas), and 
$17,000 for the necessary measuring and regulating facilities and appurtenant 
equipment of Michigan Gas to serve the two communities, which will be 
defrayed by Michigan Gas Storage from funds on hand. 

Temporary authorizations were issued to both Applicants on September 15, 
1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 2, 1960, respecting the matters involved in and the issues presented by 
the applications herein. No petition to intervene or protest to the granting of 
the applications has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Panhandle, a Delaware corporation having its principal place 
of business in Kansas City, Missouri, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(2) Applicant, Michigan Gas, a Michigan corporation having its principal 
place of business in Jackson, Michigan, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission. 

(3) The facilities hereinbefore described, as more fully described in the 
applications in this proceeding, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Panhandle, is subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(4) Panhandle and Michigan Gas are able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regulations of the Com- 
mission thereunder. 
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(5) The proposed construction and operation of the facilities by Panhandle 
and Michigan Gas and the service proposed by both Applicants are required by 
the public convenience and necessity and certificates therefor should be issued 
as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c) (3), (¢c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificates hereinafter issued to Panhandle and Michigan 
Gas and to the exercise of the rights granted thereunder, and that the time 
within which construction of the facilities authorized by this order shall be 
completed and placed in actual operation by Panhandle should be fixed at 10 
months from the date on which this order issues. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commisson, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and the same are 
hereby issued authorizing Panhandle and Michigan Gas to construct and operate 
the facilities hereinbefore described and to render the service proposed as more 
fully described in the applications in this proceeding, for the transportation and 
sale of natural gas as therein set forth, subject to the jurisdiction of the Com- 
mission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (b), (ce) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificates granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation by Panhandle as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at 10 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ACCO OIL & GAS CO. (OPERATOR), ET AL., DOCKET NO. G-13587, ET AL.* 
ORDER TERMINATING PROCEEDINGS 
(Issued November 15, 1960) 


The above-named Respondents have heretofore tendered for filing proposed 
increased rates which were subsequently suspended but not placed in effect sub- 
ject to refund. Said Respondents proposed increased rates are equal to or less 
than their respective area-price levels as set forth in the Statement of General 
Policy No. 61-1, as amended, and are contained in their respective rate schedules, 
as supplemented, hereinafter set forth: 


*Other applicants listed in body of order, have been omitted in printing. 
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| 
Rate | Supple- 
Docket No. In the matter of schedule | ment No. 
No, 


G-13587 Acco Oil & Gas Co. (Operator), et al 3 | 
G-14617 _...| Argo Oil Corp. | 19A | 
G-13986__- .----| Barnhart, Paul F 

GP andicactusttinavdeceua Sarvets,, Ceseeeee GORGPR. .cnnosccseassaccussicd 


G-14493 | Biedenharn, Betty Osborn 


G-11515_..- | Bracken Oil Co 
G-14418___- | Clark Dale Drilling Co. (Operator), et al 
G-14626 | Cone, J. R., et al 


Cone, 8. E_. 
G-14193_- | Danglade, F. T 
G-11516_. La Gloria Oil & Gas Co___. 
FB inc cncccccenncnceccssscy Sens Ee 
G-13737 Marr, M.H 
G-16429 McCasland, T. H. (Operator), et al 
G-11362 Meredith & Co, (Operator), et al 
G-14488 | Osborn, Jewel 


Orem ON ohe 


G-14491 Osborn, W. B., Jr 
G-14487 The Estate of W. B. Osborn, Sr 


G-16903 Parrish, Grace Marjorie Moran, et al 
G-14760 ‘ Samedan Oil Corp 


G-15070 Samedan Oil Corp. 

G-11347 

G-11491- | Trans-Tex Drilling Co. (Operator), et al.!_.....- 
G-11248 Vaughn, G. H | 
G-11363 .| Webster, C. 

G-11361 | West, Wesley 2 


AW @eOoau- Pwd NwWwWMOhmNrns 








1 Now Rimrock Tidelands, Ine. 
2 Now Forced Gas Co. 


In conformity with our Statement of General Policy No. 61-1 and for the 
reasons therein stated, Respondents above-designated supplements should be 
made effective as of the date of issuance of this order. 


The Commission finds: 


For the reasons heretofore stated, it is necessary and proper in the public in- 
terest and to aid in the enforcement of the provisions of the Natural Gas Act 
that the above-designated supplements be made effective as of the date of is- 
suance of this order, and that the above-designated proceedings be terminated. 


The Commission orders: 


(A) The rates and charges contained in the above-designated supplements 
are hereby made effective as of the date of issuance of this order. 
(B) The above-designated proceedings are hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ADA OIL CO., ET AL., DOCKET NO. G-13417, ET AL.* 
ORDER TERMINATING PROCEEDINGS 


(Issued November 15, 1960) 


The above-named Respondents have heretofore tendered for filing proposed 
increased rates which were subsequently suspended and placed into effect sub- 
ject to refund. Said Respondents proposed increased rates are equal to or 


*Other applicants listed in body of order, have been omitted in printing. 
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less than their respective area-price levels as set forth in the Statement of Gen- 
eral Policy No. 61-1, as amended, and are contained in their respective rate 
schedules, as supplemented, hereinafter set forth : 


. Rate Supple- 
Docket No, In the matter of — ment No. 
No. 


| 
| 


Ada Oil Co 

Ada Oil Co. (Operator), et al_. 
Ada Oil Co. (Operator), et al. 
Aztec Oil & Gas Co 

Bakke, W. E. (Operator), et al 


Bakke, W. E. (Operator), et al 


The British-American Oil Producing Co 

Cabot Carbon Co. (Cabot Corp.)..--..-..--..---- 
Chapman, J. A., et al 

Charm Oil Co 

Christie Mitchell & Mitchell Co., et al. 

Cobb, Russell, Jr. (Operator), et al 

Davis & Wharton Drilling Co. (Operator), et al. 
General American Oil Co. of Texas. 


General American Oil Co. of Texas 
General Crude Oil Co 
General Crude Oil Co 
Hack Drilling Co., Jack H. Bryant, Trustee... 
SR ene 
Jal Oil Co., Inc 
Jal Oil Co., Ine 
R. C. Jones and Co., Inc. (Operator), et al 
Jordan, Eugene (Operator), et al 
Kelly, John M. (Operator), et al 
Kerr-McGee Oil Industries, Ine 
Kerr-McGee Oil Industries, Inc 
London, D. E., et al 
NS Bt Bi OE ie encdinncndh amaesanen 
Maguire, Russell (Operator), et al 
McGill, J. R., et al | 
Midwest Oil Corp. (Operator), e¢ al_...........-- 
G-10435. Mound Co. (Operator), et al 
G-12684 Mound Co. (Operator), et al. 
G-15178 Mound Co. (Operator), et al. 
as O’ Neill, Joseph I., Jr. (Operator), et al__ 


to 


2 pe 
One DN ON = © =1bo Or om DOO GO Go 


— 
eS eer ID et ee ne ID et et et Dt De et Dt et et et 8 GO GO oe CD 


St et et he BD BD OO OD OD te 


Phillips Petroleum Co. (Operator), et al BU tke 
Phillips Petroleum Co ‘ 
| Phillips Petroleum Co. (Operator), et al 


fe ee re 


G-10276 Puckett, L. H., 
G-10439 a Pure Oil Co., The 
G-15776 Redfern Oil Co 
y Soot, Paul P. Trst, oO... ec nncnnse - 
Singer, S. J., et al., D/B/A Josalin Prod. Co 
id etimnsinnmitenuenleuie Southwestern Expl. Consultants, Inc. (Oper- 
ator), et al. 
PR chnciditgiakernniniadionanivinn Southwestern Expl. Consultants, Inc. (Oper- 
ator), et al. 
G-17067 
G-13538 Pan ae Petroleum Corp. (Operator), 
etal. 
Superior Oil Co., The 
Superior Oi] Co.. The.................. 
Sunray Mid-Continent Oil Cc 
Sunray Mid-Continent Oil Co 
Sunray Mid-Continent Oil Co 
Texas Gulf Producing Co 
Union Oil Co. of California ----_--- 
Van Norman Oil Co 
| Van Norman Oil Co---..- 











In conformity with our Statement of General Policy No. 61-1 and for the 
reasons therein stated, Respondents above-designated supplements should be 
continued in effect and these proceedings terminated. 

The Commission finds: 


For the reasons heretofore stated, it is necessary and proper in the public 
interest and to aid in the enforcement of the provisions of the Natural Gas Act 
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that the above-designated supplements be continued in effect without being 
subject to refund, that the above-named Respondents be discharged from 
obligation under their respective bonds, agreements and undertakings, or trust 
agreements, as the case may be, and that the above designated proceedings be 
terminated. 


The Commission orders: 


(A) The rates and charges contained in the above-designated supplements 
are hereby continued in effect, and said Respondents are hereby discharged from 
obligations under their respective bonds, agreements and undertakings, or trust 
agreements, as the case may be. 

(B) The above-designated proceedings are hereby terminated. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ORANGE GROVE OIL & GAS CORPORATION AND H. J. MOSSER, DOCKET 
NOS. G-—8518, G—-12661; ASSOCIATED OIL & GAS COMPANY, DOCKET 
NOS. G-—8519, G—12662, G-14954 


ORDER MODIFYING ORDER TERMINATING PROCEEDINGS 
(Issued November 15, 1960) 


The second paragraph of Order Terminating Proceedings in the above dockets, 
issued August 31, 1959, 22 FPC 462, is as follows: 

On January 26, 1955, Associated Oil & Gas Company (Associated) filed 
a renegotiated contract dated December 14, 1954 for the sale of gas to 
Trunkline [Trunkline Gas Company] which provided for increased rates 
over those previously in effect. This filing was designated Associated’s FPC 
Gas Rate Schedule No. 5 superseding its Rate Schedule No. 2 and the pro- 
posed increased rate was suspended in Docket No. G-8519. This rate in- 
crease was permitted to become effective subject to refund on April 26, 
1955, contingent on the filing of a bond to assure refund of excess charges. 
However, Associated did not file the required bond and the increased rate 
in Docket No. G-8519 did not become effective. On April 29, 1957 Asso- 
ciated filed the same renegotiated contract, dated December 14, 1954, for the 
same sales to Trunkline. This filing was designated Rate Schedule No. 6, 
was suspended in Docket No. G-12662 and became effective subject to refund 
November 1, 1957. 

In order issued October 23, 1959 22 FPC 739, the Commission granted the 
motion for severance of Docket No. G-8519. Associated brought a petition for 
review of the above order issued August 31, 1959, before the United States 
Court of Appeals for the Fifth Circuit following which the Court by opinion 
dated July 12, 1960, 280 F. 2d 31, directed the Commission to modify its order 
to permit Associated to collect from Trunkline the amount representing the 
increment of increase for the period between April 26, 1955 and November 
1, 1957. 

The Commission finds: 


The effective date of the increased rate provided in Associated’s FPC Gas 
Rate Schedule No. 5 in Docket No. G-8519 is April 26, 1955, and Associated 
should be permitted to collect the amount representing the increment of increase 
for the period between April 26, 1955 and November 1, 1957, as directed by the 
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decision of the United States Court of Appeals for the Fifth Circuit. (280 F. 
2d 31). 


The Commission orders: 


The Order Terminating Proceedings issued August 31, 1959, is modified so that 
the increased rate provided in Associated’s FPC Gas Rate Schedule No. 5 in 
Docket No. G-8519 became effective April 26, 1955, and the Associated Oil & 
Gas Company should be permitted to collect the amount representing the increase 
for the period between April 26, 1955 and November 1, 1957, as directed by the 
decision of the United States Court of Appeals for the Fifth Circuit. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, DOCKET NO. E-6960 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 


(Issued November 16, 1960) 


By order issued October 27, 1960, 24 FPC 904, in the above-entitled matter, the 
Commission authorized Idaho Power Company (Applicant), among other things, 
to issue and sell at competitive bidding $15,000,000, principal amount of First 
Mortgage Bonds, Series due 1990,* subject, among others, to the provisions as 
set forth in Paragraph (B) of that order as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k)(3) of the Commission’s Regulations under the 
Federal Power Act relating to compliance with competitive bidding require- 
ments, and Section 34.2(k) (4) of those Regulations relating to affiliation, 
and shall have either filed such amendments or shall have mailed them and 
advised the Commission by telephone and telegraph as contemplated in 
Section 34.9 of the Regulations. 

(ii) The Commission shall have approved the interest rate thereof and 
the price to be received by Applicant for such Bonds, by a further order. 

Applicant, on November 15, 1960, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, setting forth, among other 
things, that it proposes to accept, as providing the lowest annual cost of money 
to it, the joint bid of Kidder, Peabody & Co. and White, Weld & Co. to purchase 
the proposed issuance of $15,000,000, principal amount of Bonds, for the price 
of 100.67% of principal amount, with an interest rate of 4%%% per annum. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued October 27, 1960, in the above- 
entitled matter; and under the bid it proposes to accept for the Bonds, the 
price to be received by Applicant therefor and the interest rate thereof are 
reasonable. 


*That order also authorized Applicant to issue and sell up to 100,000 shares of Com- 
mon Stock, par value $10 per share, to be exempt from the Commission’s competitive 
bidding requirements. By supplemental order issued November 2, 1960, the Commission 
approved the price to be received by Applicant for that issuance of Common Stock. 
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(2) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance of service by Applicant as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 
(B) The proposed issuance and sale of Bonds referred to above, upon the 
terms and conditions, and for the purposes specified in the application, as sup- 
plemented by the amendment referred to above, are authorized, subject only 


to the provisions of Paragraph (A), insofar as they relate to the issuance and 
sale of Bonds, and of Paragraph (D), (E), and (F) of the Commission’s order 
issued October 27, 1960, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LYNCHBURG GAS COMPANY, DOCKET NO. G—18322 


ORDER DIRECTING PHYSICAL CONNECTION OF FACILITIES AND SALE AND DELIVERY OF 
NATURAL GAS AND REVERSING DECISION OF PRESIDING EXAMINER 


(Issued November 16, 1960) 


This matter is before us upon exceptions filed by Lynchburg Gas Company 
(Lynchburg), Atlantic Seaboard Corporation (Seaboard) and the Commission 
staff to the decision of the Presiding Examiner issued on September 6, 1960, in 
the reopened proceedings herein. 

The application herein was filed by Lynchburg under Section 7(a) of the 
Natural Gas Act on April 16, 1959, requesting an order of the Commission direct- 
ing Transcontinental Gas Pipe Line Corporation (Transco) to sell a supplemental 
supply of natural gas to Lynchburg and to establish physical connection of its 
transportation facilities with facilities proposed to be constructed by Lynchburg 
Pipe Line Company (Pipeline), a subsidiary of Lynchburg, fer transportation by 
Pipeline of said natural gas to Lynchburg’s distribution system. Seaboard, the 
present sole supplier of gas to Lynchburg and also a customer of Transco, is an 
intervener herein in opposition to Lynchburg’s application. This matter was 
heard originally on July 21, 27 and 28 and August 13, 14 and 31, 1959. Wash- 
ington Gas Light Company and the State Corporation Commission of the Com- 
monwealth of Virginia are also interveners. 

Natural gas is now being supplied to Lynchburg under Seaboard’s effective 
Rate Schedule CDS—1. Seaboard’s CDS—PR-1 (Contract Demand Service-Partial 
Requirements) Rate Schedule became effective October 2, 1958. The CDS-PR-1 
Rate Schedule would require Lynchburg to pay Seaboard for minimum monthly 
and minimum annual volumes of gas based on Lynchburg’s contract demand 
with Seaboard. Lynchburg has been opposed to this partial requirements rate 
schedule. Seaboard contends that Lynchburg would be subject to Seaboard’s 
partial requirements rate schedule (CDS-PR-1) rather than the CDS-1 Rate 
Schedule, under which it is now being supplied, if Lynchburg began to purchase 
gas from Transco as requested by Lynchburg’s application herein. Seaboard 
claims fur‘her that it and its eustomers may be adversely affected by the diver- 
sion of its L.ynehburg market, if the application is granted. 
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Both Washington Gas Light Company and the Virginia State Corporation 
Commission have supported the application. 

The Presiding Examiner issued his initial decision on October 23, 1959, fol- 
lowing the first hearing. He found that the record did not show that Transco 
had available sufficient unused pipeline capacity or unallocated gas supply to 
render the proposed service without imposing an undue burden upon Transco 
which would impair its ability to render adequate service to its present cus- 
tomers, and that, therefore, the application should be denied. Exceptions to 
this decision were filed by both Lynchburg and Seaboard. 

On February 5, 1960, the Commission issued an order reopening these pro- 
ceedings for the limited purpose of taking additional evidence on the issue of 
Transco’s ability to supply the volumes requested by Lynchburg. In this order 
the Commission said in part: 

On October 23, 1959, the presiding examiner issued his initial decision 
dismissing the application for Lynchburg’s failure to establish that Transco 
could render the requested service without impairing its deliveries to its 
other customers. The decision did not discuss any of the other issues raised 
in these proceedings. The only “evidence” offered at the hearing of any 
relevance to Transco’s present ability to render this service consisted of 
certain remarks by counsel for Transco to the effect that Transco, as a 
matter of policy, would oppose anything more than Lynchburg’s third-year 
request of 2,000 Mcf per day and that Transco would provide this service 
only in the event that the “1959” facilities applied for by Transco in Docket 
No. G-16603 were ultimately certificated. At that time, the issues in 
Docket No. G-—16603 were undecided, and the examiner’s conclusion herein 
that Lynchburg’s case was incomplete appears to have been fully warranted. 

On November 17, 1959, however, Transco’s “1959” construction in Docket 
No. G—16603 was certificated. This provided Transco with an estimated 
155,107 Mcf per day of new capacity, of which 9,118 Mcf per day remained 
unallocated in those proceedings. Since then, Transco has filed applications, 
in Docket Nos. G-18777, G—19096, G—20031 and G-—20120, which would 
allocate all but 618 Mcf per day of this capacity to customers other than 
Lynchburg. In addition, Transco has stated, in a letter filed December 16, 
1959, in Docket Nos. G—20081 and G—20120, that it is now willing and 
able to supply Lynchburg’s third-year requirements. Whatever the merits 
of Transco’s present position, this letter is not a matter of record in the 
instant proceedings. 

Although a single hearing is normally all that a particular application is 
entitled to, we have concluded that in the present circumstances the public 
interest in the orderly administration of the Natural Gas Act will be best 
served by reopening these proceedings for the limited purpose of allowing 
Transco and Lynchburg to clarify their positions as to Transco’s ability to 
serve and Lynchburg’s willingness to accept the third-year volumes requested. 
This course of action will have the additional advantage of giving us the 
benefit of the views of staff and the presiding examiner on the other issues 
raised by Lynchburg’s application. 


On May 10, 1960, a further hearing was held pursuant to said Commission 
order. Following the filing of brief, the Presiding Examiner again denied the 
application by his decision of September 6, 1960. 

Lynchburg is a gas distributing company supplying natural gas service in the 
City of Lynchburg and the adjoining areas of Amherst, Bedford and Campbell 
Counties, Virginia. Its customers number approximately 9,300. Pipeline trans- 
ports and sells gas to an industrial customer at Glasgow in Rockbridge County. 
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Lynchburg receives its supply of gas from Seaboard through a 6-inch lateral 
extending from Seaboard’s 20-inch main line near Lexington to Lynchburg. 
Seaboard operates this lateral under an FPC tariff providing for a facility 
charge. Lynchburg’s present contract demand, under the service agreement 
between it and Seaboard, is 7,000 Mcf per day, which is within 350 Mcf of the 
total capacity of Seaboard’s lateral. The evidence shows that Lynchburg has 
been advised by Seaboard that in order to provide an increased contract demand, 
it would be necessary to construct additional facilities, which would result in 
an additional facility charge. 

Lynchburg showed its estimated annual and peak day requirements as follows: 





Estirmated requirements (Mcf) 


1961 | 1992 | 1963 




















| 
1959 «| 1960 = | 
et ae es ad le nil =_— = 
MD eof 22 a , 580,000 | 1,715,000 | 1,915,000 | 2,150,000! 2,373,000 
1959-60 1960-61 | 1961-62 | 1962-63 1963-64 

ee NE oe eel 8, 100 | 9, 000 | 9, 900 | 10, 800 11, 500 
Gas supply contract: | | | 

SIN sats ssteintives dochts.+ cashenlihegiclittdapsial 7,000 | 7,000 | 7,000 | 7,000 7, 000 
Deficiency ..-..---- nceeeaidadaisiaiedaeaat on 1, 100 2, 000 | 2, 900 3, 800 4, 500 


Although Lynchburg can deliver, for one day only, 500 Mcf from storage to its 
system and has peak-shaving equipment consisting of a propane gas plant with a 
first day capacity of 500 Mcf, this capacity would decrease until on the third day 
it would be only 300 Mcf per day, and is insufficient to meet the deficiencies in 
Lynchburg’s requirements. 

In the original application Lynchburg proposed to purchase from Transco the 
following volumes of natural gas: 





First Second | Third Fourth | Fifth 
year | year year year year 
s oe ae | 
ibe Mian BE a thd 1, 500 | 1, 500 2,000 2,000 | 3, 000 


Annual requirements—Mcf_......---..---- 340, 000 | 419, 000 444, 000 600, 000 | 700, 000 


At the hearing on May 10, 1960, Lynchburg through its Senior Vice President 
said it is now willing to accept a third-year volume of 2,000 Mcf per day. 

The first decision of the Presiding Examiner rendered October 23, 1959, turned 
upon the failure of the record to show that Transco had the pipeline capacity 
and the unallocated natural gas available to render the service requested. The 
Presiding Examiner said in that decision, “No Transco witness was called by 
Lynchburg, or by Transco, to testify concerning its pipeline capacity or if it 
had unallocated supplies of natural gas so that it could render the service re- 
quested by Lynchburg.” The Presiding Examiner in his decision rendered on 
September 6, 1960, in the reopened proceedings again found that the granting 
of the application would impair Transco’s ability to render adequate service 
to its presently connected customers and would not be in the public interest and 
again denied the application, saying, “Lynchburg is not without natural gas serv- 
ice and this record clearly shows that additional supplies may be obtained from 
its present supplier, Seaboard, albeit at higher cost than from Transco”. 

The Commission does not agree with this analysis of the evidence presented 
at the reopened hearing. 

Mr. Raymond H. Crowe, Chief Engineer of Transco, who was presented as a 
witness for Lynchburg, testified that the facilities which had been authorized 
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up to the date of the hearing will produce a capacity of 1,263,636 Mcf per day 
on a peak day. Of this volume, 1,260,518 Mcf per day had been allocated, he 
said, leaving an unallocated capacity of 3,118 Mcf per day. Of this evidence 
the Presiding Examiner said: 

Transco, by Exhibit 31, shows it has requirements for an additional 32,823 
Mcf/d from its presently connected wholly dependent customers for the 
1960-1961 heating season. This record therefore shows Transco’s presently 
connected wholly dependent customers have immediate need for ten times 
the unallocated pipeline capacity of Transco for the forthcoming winter 
heating season. 

Exhibit 31 shows a list of 24 customers entirely dependent upon Transco as 
having the requirements for additional volumes in the amount of 32,823 Mcf 
per day, and it also shows a list of 31 customers having requirements for addi- 
tional service in the amount of 107,823 Mcf per day proposed to be provided 
by Transco in Docket No. G-20107, now pending before the Commission. The 
volume of gas here sought by Lynchburg is so small that if it were allocated 
among Transco’s present customers, the effect would be so slight that it can 
hardly be said that the granting of Lynchburg’s application would impair 
Transco’s ability to render adequate service to its customers. 

The Presiding Examiner had said that Lynchburg can obtain additional 
supplies of gas from its present supplier, Seaboard, although the cost will be 
higher. The evidence shows that the savings in costs will be substantial if 
Lynchburg is permitted to purchase part of its gas from Transco. Under 
Lynchburg’s rules and regulations such savings will be passed on to its cus- 
tomers in the form of a reduction in the general service rate. 

The evidence shows that on May 25, 1959, the State Corporation Commis- 
sion of Virginia issued a certificate of public convenience and necessity to 
Lynchburg Pipe Line Company authorizing it to construct and operate approxi- 
mately 12 miles of 4-inch gas transmission line and facilities in Campbell 
County, extending from the facilities of Transco to the existing facilities of 
Lynchburg. The estimated construction cost of this line is $260,000, which 
Pipeline proposes to finance by the issuance of 20 years, 55% percent first 
mortgage bonds in the principal amount of $160,000, and the issuance of 
$115,000 of $10 par value common stock to be purchased by Lynchburg. The 
evidence shows that Pipeline will be able to sell said bonds as well as Lynch- 
burg’s ability to purchase the stock. 

Seaboard’s partial requirements rate schedule CDS-PR-1 became effective 
on October 2, 1958. Under this schedule, in addition to the monthly demand 
charge contained in CDS-1, now in CDS-PR-1, a minimum monthly commodity 
charge and a minimum annual charge have been added. This tariff was de- 
signed to permit Seaboard to protect itself against the diversion of its base 
load market. If the volumes of natural gas purchased by Lynchburg from 
Seaboard are equal to the minimum annual volume or more, then the charges 
to Lynchburg will remain the same. The partial requirements rate schedule 
will be applicable to Lynchburg upon the granting of this application. 

Seaboard asserts that the Commission lacks the authority to order the inter- 
connection and sale sought because the compulsory connection would not be 
made with facilities of the local distribution company. Seaboard refers to 
Lynchburg Pipe Line Company as an affiliate of Lynchburg Gas Company. 
Actually, Pipeline is a wholly-owned subsidiary of Lynchburg. The Com- 
mission finds Seaboard’s contention in this regard without merit. 

It appearing to the Commission that Lynchburg has met all the requirements 
of Section 7(a) of the Natural Gas Act finds that the decision of the Presiding 
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Examiner issued on September 6, 1960, in the reopened proceedings herein should 
be reversed. 


The Commission further finds: 


(1) Transcontinental Gas Pipe Line Corporation, a Delaware corporation 
having its principal place of business in Houston, Texas, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of April 28, 1950, in Docket No. G-1277 (9 FPC 32). 

(2) Atlantic Seaboard Corporation, a Delaware corporation and a subsidiary 
of The Columbia Gas System, Inc., having its principal place of business in 
Charleston, West Virginia, is a “natural-gas company” within the meaning of 
the Natural Gas Act, as heretofore found by the Commission in its order of 
March 16, 1948, in Docket No. G—284 (3 FPC 941). 

(3) Lynchburg Gas Company (Applicant), a Virginia corporation, having its 
principal place of business in Lynchburg, Virginia, is engaged in the purchase, 
sale, and distribution of natural gas in the City of Lynchburg and the adjoining 
portions of Amherst, Bedford and Campbell Counties, Virginia. 

(4) Lynchburg Pipe Line Company, a Virginia corporation and a wholly 
owned subsidiary of Applicant, having its principal place of business in Lynch- 
burg, Virginia, is presently engaged in the intrastate transportation and direct 
industrial sale of natural gas in Rockbridge County, Virginia. It has been 
issued a certificate of public convenience and necessity by the Virginia State 
Corporation Commission authorizing it to construct and operate a gas trans- 
mission line and facilities in Campbell County extending from the facilities of 
Transcontinental Gas Pipe Line Corporation to the existing facilities of Lynch- 
burg Gas Company. 

(5) It is necessary and desirable in the public interest that the Commission, 
by order, direct Transcontinental Gas Pipe Line Corporation to sell and deliver 
to Lynchburg Gas Company a supply of natural gas in volumes up to 2,000 Mcf 
per day, supplemental to Lynchburg’s existing contract demand of 7,000 Mcf 
per day presently being supplied to Lynchburg Gas Company by Atlantic Sea- 
board Corporation, to be transported to Lynchburg’s distribution system through 
the transportation facilities of Lynchburg’s subsidiary, Lynchburg Pipe Line 
Company, upon the condition as hereinafter set forth in paragraph (B). 

(6) The ability of Transcontinental Gas Pipe Line Corporation to render 
adequate service to its customers will not be impaired and no undue burden will 
be placed upon it by reason of the requirement that it sell the above-designated 
volumes of natural gas to said Lynchburg Gas Company, nor will it be compelled 
to enlarge its transportation facilities. 


The Commission orders: 


(A) The decision of the presiding examiner issued herein on September 6, 
1960, be and the same is hereby reversed. 


(B) Transcontinental Gas Pipe Line Corporation be and it is hereby directed 
to sell and deliver to Lynchburg Gas Company a supply of natural gas in 
volumes up to 2,000 Mcf per day, supplemental to Lynchburg’s existing contract 
demand of 7,000 Mcf per day presently being supplied to Lynchburg Gas Com- 
pany by Atlantic Seaboard Corporation, and to establish physical connection of 
its transportation facilities with the transportation facilities of Lynchburg’s 
wholly-owned subsidiary, Lynchburg Pipe Line Company upon condition that 
Lynchburg continue to purchase from Seaboard during the remainder of the term 
of its presently effective service agreement with Seaboard or any superseding 
service agreements or other billing arrangements as provided in Seaboard’s 
effective tariff for service to Lynchburg and under the rate schedule or schedules 
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in such tariff applicable to Seaboard’s service to Lynchburg, annual volumes of 
gas in each calendar year equal to the product of ninety percent (90%) of the 
presently effective contract demand (7,000 Mcf) times 365 times the arithmetical 
average of the annual load factor of Lynchburg’s purchase of gas from Seaboard 
during each of the three calendar years ending with December 31, 1959. The 
annual load factors to be so averaged shall be the quotient obtained by dividing 
the annual volumes of gas Lynchburg purchased in each of the above years 
from Seaboard by the product of 365 times the greatest single day’s delivery of 
gas in such year (excluding any deliveries in excess of the applicable contract 
demand in determining the divisor). 

(C) Transcontinental Gas Pipe Line Corporation shall report to the Commis- 
sion, in writing and under oath, the date of commencement of service to Lynch- 
burg Gas Company within thirty days after such commencement. 

(D) Lynchburg Gas Company shall be prepared to receive service from Trans- 
continental Gas Pipe Line Corporation as directed herein within one year from 
the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CONTINENTAL OIL COMPANY, DOCKET NO. G-11024; THE ATLANTIC 
REFINING COMPANY, DOCKET NO. G-11034; CITIES SERVICE PRO- 
DUCTION COMPANY, DOCKET NOS. G-11046, G—-15330; TIDEWATER OIL 
COMPANY, DOCKET NO. G-11049 


ORDER ADVANCING DATE OF HEARING 
(Issued November 17, 1960) * 


On July 1, 1960, at the conclusion of the cross-examination of the witnesses 
presented by the applicants in these consolidated proceedings, the Presiding 
Examiner directed Tennessee Gas Transmission Company (Tennessee) to serve 
its testimony and evidence, if any, on or before August 16, 1960 and that the 
Commission staff and interveners serve their testimony and evidence, if any, 
on or before October 17, 1960. The hearing was recessed until October 17, 1960. 
Tennessee served its prepared testimony and evidence upon all parties to the 
proceedings on August 16, 1960, and the staff served its testimony and evidence 
on October 17, 1960. However, on October 7, 1960, Long Island Lighting Com- 
pany and Public Service Electric and Gas Company (Interveners) filed a motion 
with the Examiner requesting that he extend the time for them to file their 
testimony and evidence until December 15, 1960. At the hearing on October 17, 
1960, the Presiding Examiner granted Interveners’ motion. He thereupon re- 
cessed the hearing to February 6, 1961. By order issued October 28, 1960, 24 
FPC 908, we modified the action of the Examiner extending the time for filing 
rebuttal evidence, and required all rebuttal evidence not then served to be 
served on or before November 15, 1960. 

On October 28, 1960, the staff of the Commission filed a motion requesting the 
Examiner to advance the date for reconvening of the hearing from February 6, 


*Reconsideration denied by orders issued November 23, and 28, 1960. 
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1961, to November 15, 1960, for the purpose of cross-examination, if any, of the 
testimony and evidence introduced in this proceeding by Tennessee and the 
staff of the Commission. On November 8, 1960, the Examiner issued his ruling, 
denying staff’s motion. Staff based its motion on the fact that the Examiner had 
set February 6, 1961, as the date for the reconvening of the hearing because one 
of the applicants and its counsel were to be engaged in hearing on November 15, 
1960. However, staff pointed out that two days subsequent to the fixing of the 
date for reconvening, we issued an order postponing the conflicting hearing until 
January 15, 1961. Therefore, the staff contended that the basis for the pro- 
tracted recess in this hearing no longer existed. 

In denying staff’s motion the Examiner noted that Tennessee opposed the 
motion for the reason, among others, that its counsel is also counsel in a Ten- 
nessee rate case, Docket No. G—19983, scheduled to reconvene for commence- 
ment of cross-examination of staff’s and intervener’s witnesses on December 6, 
1960. Also Tennessee’s witness herein will be unable to testify for an extended 
period of time because of recent surgery. 

The Examiner stated Continental Oil Company (Continental) the operator 
herein, advised him that it had no objection to the motion. However, Tide- 
water Oil Company (Tidewater) did object to the motion, substantially on the 
grounds of insufficient time within which to prepare for the cross-examination 
of Tennessee’s and staff’s witnesses. 

The principal objection cited by the Examiner to staff’s motion appears to be 
that filed jointly by Atlantic Refining Company (Atlantic) and Cities Service 
Production Company (Cities Service) who are represented by the same principal 
attorney herein. The Examiner sets forth in detail the commitments imposed 
upon counsel by duties connected with each of those companies, and concludes 
that: “On all of the foregoing it is impossible to rule here that counsel for 
Atlantic and Cities should be required to go forward with cross-examination in 
this proceeding earlier than the date now set therefor, to wit, February 6, 1961.” 
We cannot agree with the Examiner’s conclusion. We note that the testimony 
and evidence introduced by Tennessee was introduced on August 16, 1960, and 
consists only of the testimony and evidence of one witness. Additionally, we note 
that the rebuttal evidence of the staff, introduced by three witnesses, consists 
only of rebuttal to testimony and evidence adduced by one of the applicants 
herein, namely Continental, which did not object to staff’s motion. We realize 
that in granting recesses to permit counsel to prepare for cross-examination 
every effort consistent with the public interest should be made to accommodate 
counsel, but for the reasons set forth in our recent Order No. 229, Docket No. 
R-192, we must modify the denial of staff’s motion filed herein on October 28, 
1960. 


The Commission finds: 


It is in the public interest to require that this consolidated proceeding be re- 
convened on November 28, 1960, for the purpose of cross-examination, if any, 
of all of the rebuttal evidence served by any party herein to this date. 


The Commission orders: 


The hearing in this consolidated proceeding shall be reconvened on November 
28, 1960, at 10:00 A.M., in a hearing room of the Federal Power Commission, 
441 G Street, N.W., Washington, D.C., for the purpose of cross-examination of 
the rebuttal evidence served by any party to this proceeding prior to the date 
of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, PROJECT NO. 1971 

















ORDER OMITTING INTERMEDIATE 





DECISION PROCEDURE AND MODIFYING 
FEBRUARY 12, 1958, PRESCRIBING FISH FACILITIES 


ORDER OF 








































(Issued November 17, 1960) 






By order issued February 12, 1958, 19 FPC 237, the Commission prescribed 
certain fish facilities for Project No. 1971; and paragraph A(ii) of said order, 
among other things, directed the construction of upstream migrant facilities 
at the Oxbow powerhouse. 

Thereafter, Idaho Power Company (Applicant), on October 19, 1959, filed 
with the Commission an application for supplemental order prescribing fish 
facilities, which requested (1) elimination of the requirement of paragraph 
A(ii) of the Commission’s order of February 12, 1958, requiring the construc- 
tion of permanent fish-collecting facilities at the Oxbow powerhouse, (2) for 
permission to construct permanent trapping facilities at Hells Canyon Dam, 
and temporary facilities for use during construction, with provision for trans- 
portation of upstream migrant fish below Hells Canyon for release in the 
Brownlee pool, and (3) for provisions for capturing and transporting fish from 
Pine and Indian Creeks. 

The States of Oregon, Washington and Idaho, acting through their respective 
uuthorized fishery agencies, and the Idaho Public Utilities Commission, inter- 
vened in said proceedings, and by order issued October 28, 1959, the Commission 
set said proceedings for hearings. Pursuant to said order, hearings were held 
in Washington, D.C., beginning on December 8, 1959 and continuing, with 
recesses, until their conclusion on January 21, 1960. 

On January 29, 1960, the Commission transmitted to the Secretary of the 
Interior a copy of the proposal which Applicant had placed in the record 
during said hearing, which, among other things, proposed a delay in the con- 
struction of permanent fish-collection facilities at the Oxbow powerhouse 
and in lieu thereof, proposed a temporary method of collecting upstream migrant 
fish at the existing facilities at the Oxbow spillway of Oxbow dam. The Secre- 
tary of the Interior replied to said proposals under date of September 3, 1960, 
with letters to the Commission and the Applicant. 

Upon motion of Applicant filed September 19, 1960, the hearing was reopened 
on November 8, 1960 for the introduction of further evidence of the parties. 
Included in said motion Applicant requested that the pending proceedings be 
disposed of by adopting certain proposed findings and a proposed order. The 
Idaho Public Service Commission and staff counsel concurred in the motion. 
Counsel for the Idaho Department of Fish and Game, the Fish Commission of 
Oregon, the Game Commission of Oregon, the State of Washington Department 
of Game and the State of Washington Department of Fisheries, interveners, also 
concurred in Applicant’s motion, but requested certain modifications in the 
proposed findings and proposed order. 

As shown by the letters from the Secretary of the Interior, dated Septem- 
ber 3, 1960, which are a part of the record of these proceedings (Exhibits Nos. 54 
and 55), there are developing new and perhaps different ideas as to the proper 
method of preserving the anadromous fish run of the Middle Snake River; and 
that the studies and experiments which will be required as a precedent to proper 
evaluation of any new or different methods of handling anadromous fish will, 
of necessity, take a period of several years. 































FEDERAL POWER COMMISSION 963 


From the entire record herein, it appears justifiable to suspend construction 
of permanent fish-collection facilities at the Oxbow powerhouse until the studies 
suggested by the Secretary of the Interior and State fishery agencies have been 
undertaken. 

As indicated by the Secretary of the Interior in his letter of September 3, 
1960, to the Applicant, it will be possible to capture upstream migrant fish reach- 
ing the Oxbow area at the existing trapping facilities located at the Oregon 
spillway of the Oxbow dam for a period of several years, and that the Applicant 
is willing so to do. 

This procedure will protect the rights of all parties in interest during the 
interim period until determination is made as to the best plan for conserving 
the anadromous fish run in the Middle Snake River; and will advance the solu- 
tion of the problems incident thereto. 

In accordance with the provisions of Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure (18 CFR 1.30(c)), counsel for Applicant, during the 
hearing on November 8, 1960, requested that the intermediate decision procedure 
be omitted and that the Commission render a final decision herein. Staff 
counsel concurred in this request. 

The Oxbow powerhouse is in its final stage of completion, and immediate deter- 
mination must be made as to the extent of fish-collection facilities to be incor- 
porated therein at this time or the completion of the powerhouse will be greatly 
delayed. Temporary fish handling facilities and operations are provided for 
herein pending further studies with respect to permanent facilities and opera- 
tions of fish protection to be used as a basis for further order or orders. 


The Commission finds: 


(1) Due and timely execution of the functions of the Commission imperatively 
and unavoidably requires that intermediate decision procedure be omitted in 
this proceeding. 

(2) It is consistent with the public interest to modify our order of Febru- 
ary 12, 1958 to prescribe additional fish facilities and to require additional studies 
in connection with the Oxbow and Brownlee developments of Project No. 1971, 
pursuant to Article 35 of the license, as hereinafter provided. 

The Commission orders: 

(A) The intermediate decision procedure in this proceeding be and the same 
hereby is omitted. 

(B) Sub-paragraph (ii) of paragraph (A) of our February 12, 1958 order, 
insofar as it required the construction, operation and maintenance of the up- 
stream migrant facilities at the Oxbow powerhouse, is stayed pending further 
order of the Commission. 

(C) Pending further order of the Commission and after the present temporary 
upstream migrant fish trap near the Oxbow powerhouse becomes inoperative, 
by reason of the closure of the diversion tunnel, the Licensee shall: 

(i) Release a continuous minimum flow of 1,000 cubic feet per second (cfs) 
of water through the Oxbow spillway and spillway fish trap. 

(ii) Reduce the flow through the Oxbow powerhouse and increase the flow 
through the Oxbow spillway and spillway fish trap to provide sufficient attrac- 
tion water to guide all upstream migrants in the Oxbow tailrace to the Oxbow 
spillway fish trap. The requirements of this sub-paragraph shall be under the 
supervision of the Licensee’s fishery biologist acting with the advice of repre- 
sentatives of the U.S. Fish and Wildlife Service and fishery agencies of the 
States of Idaho, Oregon and Washington. 
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(iii) Trap upstream migrants at the Oxbow spillway fish trap and transport 
by suitable means a portion of the migrants to facilities to be provided under 
paragraph (E) hereinafter, and the remainder for release above the Brownlee 
dam. 

(D) The Licensee shall consult and cooperate with the Department of the 
Interior and the fishery agencies of the States of Washington, Oregon and 
Idaho, in determining upon a mutually satisfactory program for the purpose of 
testing and evaluating the fish facilities at the Brownlee and Oxbow projects, 
the costs of which program shall be borne by the Licensee. Should the Licensee 
and the fishery agencies be unable to agree upon the terms of the program, the 
Commission reserves the right to determine the same after notice and oppor- 
tunity for hearing. 

(E) The Licensee, in consultation with the Department of the Interior and 
the fishery agencies of the States of Washington, Oregon and Idaho, shall carry 
out a program under which Licensee shall install appropriate and adequate 
facilities, including holding facilities, for about 2000 adult salmon near Oxbow 
dam; troughs or trays to care for the eggs until eyed; and incubation channels 
in the Clearwater River basin and below Oxbow dam in the vicinity of Pine 
Creek or Snake River, for the artificial propagation of fall chinook from the 
Oxbow dam on a trial basis. Should the Licensee and the fishery agencies be 
unable to agree upon the terms of the program, the Commission reserves the 
right to determine the same after notice and opportunity for hearing. 

(F) Nothing herein shall be construed as full compliance with the provisions 
of Article 35 of the license for Project No. 1971. 

(G) All motions and requests inconsistent with this order are hereby denied. 

(H) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the Fed- 


eral Power Act, and failure to file such an application shall constitute acceptance 
of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 







BREUER & CURRAN OIL CO., AGENT (OPERATOR), ET AL., DOCKET 
NO. G—19886 





ORDER PERMITTING SUBSTITUTION 





OF PARTY AND ACCEPTING OFFER OF SETTLEMENT 






(Issued November 18, 1960) 


On October 1, 1959, Robison Oil Company (Operator), et al.’ (Robison), 
tendered for filing Supplement No. 3 to its FPC Gas Rate Schedule No. 1 pro- 
posing an increased rate and charge from 12.12268¢ per Mcf to 17.2416¢ per Mcf 
for its sales of natural gas to Tennessee Gas Transmission Company (Tennessee) 
from Zim Field, Starr County, Texas. By order issued October 23, 1959, the 
Commission suspended and deferred the use of said Supplement No. 3 until 
April 1, 1960, and until such further time as it is made effective in the manner 
prescribed by the Natural Gas Act. The proposed increased rate has not been 
placed in effect subject to refund. 




















1The 25 signatory non-operating interests to the subject contract with Tennessee are 
Grant W. Breuer, J. H. Robison, Walter R. Severson, Boyd N. Everett, W. N. Carter, 
Merl McHenry, Eugene C. Bauer, Arthur C. Lynch, R. Leslie Cizek, J. Roy W. Barrette, 
Harold E. Abbott, Craig Richardson, Emily Tschappat, Walter R. Baron, Mark Olson, 
Eimer F. Huebsch, W. B. Greene, Robert P. Marcus, Norris Darrell, Norman Levene, Gill- 
more M. Perry, William H. Alger, J. Milburn Smith, O. B Kibler, and Louis Putze. 
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Robison’s FPC Gas Rate Schedule No. 1 has since been redesignated as Breuer 
& Curran Oil Co., Agent (Operator), et al. (Breuer) FPC Gas Rate Schedule 
No. 1, reflecting Breuer’s succession to Robison’s interest in the gas producing 
properties involved herein. 

On September 19, 1960, Breuer tendered an offer of settlement pursuant to 
Section 1.18(e) of the Commission’s Rules of Practice and Procedure, and on 
October 3, 1960, Breuer filed an amendment to its offer of settlement. 

In its offer of settlement, Breuer stated that, in consideration for allowing 
an increased rate of 14.6¢ per Mcf to become effective without suspension and 
terminating the proceeding in Docket No. G—19886, Breuer would agree to 
eliminate from the subject rate schedule the favored-nation and price redeter- 
mination provisions and substitute 1.0¢ per Mcf periodic increases in November 
1964 and November 1969, for the present periodic escalations contained in its 
subject rate schedule. 

In support of its offer of settlement, Breuer states, inter alia, that the 
favored-nation and price redetermination provisions were important elements 
of consideration required by Breuer for the long-term commitment of these gas 
reserves to the performance of the contract; that these two elements of con- 
sideration provided seller with a means of protecting itself against inflation 
and increased valuation of gas during the long-term of its contract; and that 
these provisions were included in the contract after arm’s-length negotiations. 
Breuer states that it is now willing to give up the advantage of these provisions 
in the subject contract in the interest of settling this matter. 

Tennessee has concurred in the offer of settlement and has agreed, in the 
event the offer is accepted by the Commission, to make the contract changes 
or amendments provided for in the offer of settlement, as amended. 

In the judgment of the Commission, settlement of this matter in accordance 
with the offer of settlement is desirable. Breuer is proposing to eliminate the 
favored-nation and price redetermination provisions in its contract with Ten- 
nessee involved herein, to waive all of its future rights and benefits there- 
under, and to convert the periodic escalations now provided in the contract to 
a fixed 1.0¢ per Mcf escalation in November 1964 and November 1969. 

Our considerable experience with the effects of favored-nation and price 
redetermination provisions upon independent producer prices has shown us that 
acceptance of the proposed offer of settlement is desirable in the public 
interest, appropriate to carry out the provisions of the Natural Gas Act, and 
beneficial to the ultimate consumer, the pipeline purchaser and the independent 
producer. The resulting stability in purchased gas prices would be welcome to 
all segments of the natural gas industry. 

However, it should be made clear that acceptance of this offer of settlement 
should not be construed as approval of any future increase rates proposed by 
Breuer under the fixed escalation provisions in this contract or otherwise. 


The Commission further finds: 


(1) Good cause has been shown for permitting the substitution of Breuer for 
Robison as respondent in the proceeding in Docket No. G—19886. 

(2) The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the offer of settlement filed by Breuer with 
the Commission on September 19, 1960, as amended on October 3, 1960, and in 
the Appendix* to this order, is in the public interest and appropriate to carry 
out the provisions of the Natural Gas Act and should be accepted by the Com- 
mission and made effective as hereinafter ordered. 


*Omitted in printing. 
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The Commission orders: 


(A) Breuer is hereby substituted for Robison in the proceeding in Docket 
No. G-19886 and said proceeding is hereby redesignated as Breuer & Curran 
Oil Co., Agent (Operator), et al. 

(B) The offer of settlement filed with the Commission by Breuer on Sep- 
tember 19, 1960, as amended on October 3, 1960, is hereby accepted in accordance 
with the provisions of this order. 

(C) Breuer and the signatory non-operating interests to the subject contract 
shall execute with Tennessee amendments to these parties’ Gas Purchase Con- 
tract dated June 8, 1955, as amended, and filed with the Commission as Breuer’s 
FPC Gas Rate Schedule No. 1, in accordance with the Appendix attached hereto. 

(D) Breuer shall, within 30 days from the date of issuance of this order, 
tender for filing a proposed change in rate and charge under Part 154 of the 
“ommission’s Regulations under the Natural Gas Act, from 12.12268¢ per Mcf 
to 14.6¢ per Mcf as provided in the offer of settlement, as a supplement to its 
FPC Gas Rate Schedule No. 1, superseding Supplement No. 3. 

(E) The proposed increased rate and charge to be tendered by Breuer in 
vecordance with paragraph (D) above, is hereby permitted to become effective 
as of the date of issuance of this order and the proceeding in Docket No. 
G-19886 is hereby terminated: Provided, however, that Breuer makes a satis- 
factory filing in accordance with paragraphs (C) and (D) above. 

(F) The acceptance of this offer is without prejudice to any findings or de- 
terminations that may be made in any proceedings, which are presently being 
heard, or in any other proceeding now pending or hereafter instituted by or 
against Breuer. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney 


J: 



















































PHILLIPS PETROLEUM COMPANY, DOCKET NOS. G-1148, G-3175, G—4333, 
G-6621, G-7773, G-8623, G-8695, G-8883, G-10359, G-10798, G-10883, G-11125, 
AND G-11217 





ORDEK DENYING MOTION FOR LEAVE TO FILE 





RESPONSE 





TO APPLICATIONS FOR REHEAR- 

























ING AND REJECTING RESPONSE 





(Issued November 18, 1960) 


On November 4, 1960, Phillips Petroleum Company filed a motion’ for leave 
to respond to applications for rehearing filed in these proceedings and attached 
a copy of its response. On November 10, 1960, the Eastern Seaboard Interveners * 
filed a response to Phillips’ motion. 

There is no provision in our rules for filing the document proposed by Phillips 
and our practice in the past has been not to receive such documents. The 
applications for rehearing are designed to point out alleged deficiencies in our 
opinion, with which Phillips has not chosen to take official issue. There is no 
need at this stage in the proceedings for a response by Phillips, particularly in 
view of the limited statutory time between the filing of the applications for 
rehearing and the time when petitions for review may be brought in court. 
Phillips has had opportunity to express its position in a brief, reply brief, and 


1 Phillips designates the document as an application. 


2Long Island Lighting Company, Philadelphia Electric Company and The United Gas 
Improvement Company. 
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exceptions and, if aggrieved, in an application for rehearing, but it did not file 
such an application. We therefore feel impelled to reject Phillips’ response. 











The Commission further finds: 


It is appropriate in the administration of the Natural Gas Act that Phillips’ 
motion for leave to respond to applications for rehearing be denied and Phillips’ 
response be rejected. 


The Commission orders: 





Phillips’ motion for leave to respond to applications for rehearing is hereby 
denied and its response is hereby rejected. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 



















TEXACO INC., DOCKET NOS. G—8969, G-—9161, G—9594, G-—9595, G—10854, 
G-11321, G—11324, G—11333, G—12207, G—12506, G—13155, G—13162, G—13433, 
G—13434, G—13579, G-—13735, G—14096, G—14248, G-—14576, G-—16413, G-—16536 
AND G-16596; TEXACO INC. (QPERATOR), ET AL.. DOCKET NOS. 
G-9576, G-9593, G-9596, G—9609, G-11322, G—-11323, G—11391, G-11710, G—12635, 
G—13065, G-13190, G—13346, G-—13435, G-—13466, G-—14251, G-14062, G—14620, 

G-14935, G-15071, G—15999, G-16597 AND G-16598 
















ORDER DENYING PETITION FOR DECLARATORY ORDER AND MOTION TO DISMISS 


(Issued November 18, 1960) 






On September 9, 1960, Texaco Inc. (Texaco) filed a petition for “declaratory 
order and concomitant relief” in the above-entitled proceedings under Section 
4(e) of the Natural Gas Act. In its petition Texaco requests that the Com- 
mission issue a declaratory order instructing the Presiding Examiner to disregard 
certain exhibits and evidence presented by the staff in these proceedings. In 
addition it requests that the Commission terminate these consolidated proceed- 
ings and approve each consolidated rate-increase application as just and 
reasonable. As purported grounds, in support of its requests Texaco contends 
that the “allocation of costs in a rate proceeding on the basis of gross revenues 
[as presented by the staff] has been condemned by the Supreme Court and by 
the Commission,” and further, that Texaco’s cost studies presented in these 
proceedings justify the affirmative relief requested. 

El Paso Natural Gas Company (El Paso) filed, on September 19, 1960, an 
answer and objection to Texaco’s petition, together with a motion to dismiss, 
both pleadings related to Docket Nos. G—13155, G—13162, G-13190, G-—14062, 
G-16413, and G—16536 which are part of these consolidated proceedings. El Paso 
contends that rate increases proposed by Texaco in these dockets are not 
supported by the provisions of the several relevant contracts entered into 
between El Paso and Texaco. 

The Commission staff filed an answer on October 6, 1960, which opposed 
Texaco’s petition for declaratory and other relief. 

The record in these proceedings is closed and the matter is before the Presiding 
Examiner for his initial decision. Forty days of hearings have been held and 
nearly 150 exhibits have been admitted into evidence in these proceedings. 
Texaco has filed its initial brief, and initial and reply briefs have been filed 
by other parties. Only Texaco’s reply brief remains to be filed. Accordingly, 
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it is inappropriate at this time to grant the relief requested by either Texaco or 
El Paso since all of the issues in these proceedings will be ruled upon by the 
Presiding Examiner in his initial decision. 


The Commission finds: 


For the reasons set forth above, the petition filed by Texaco and the motion 
to dismiss filed by El Paso as hereinabove described should be denied. 


The Commission orders: 


The Petition for Declaratory and other Relief filed herein by Texaco Inc. on 
September 9, 1960, and the Motion to Dismiss filed herein by El Paso Natural 
Gas Company on September 19, 1960, be and they are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE WESTERN COLORADO POWER COMPANY, PROJECT NO. 733 
ORDER ISSUING LICENSE (MAJOR) 
(Issued November 18, 1960) 


Application was filed March 11, 1960 by The Western Colorado Power Com- 
pany (Applicant), of Montrose, Colorado, for a ten-year license under the 
Federal Power Act (hereinafter referred to as the Act) for constructed major 
Project No. 733 located in Ouray County, Colorado on the Uncompahgre River 
and affecting lands of the United States within the Grand Mesa-Uncompahgre 
National Forest. 

A minor part license was issued for a period of twenty-five years, effective as 
of April 13, 1931, for the project works located on lands of the United States 
within the national forest affected, followed by the issuance of annual minor 
part licenses, the last one of which expired on April 12, 1960. However, inas- 
much as the installed capacity of the project is more than 100 horsepower, 
Applicant was advised by letter dated October 20, 1955 that if Applicant desirec 
to operate the project after the April 12, 1956 date, it was necessary for Appli- 
cant to apply for a license for a major project. 

In reporting on the application, the Chief, Forest Service, acting for the 
Secretary of Agriculture, who has supervision over the Grand Mesa-Uncom- 
pahgre National Forest, has stated that the terms and conditions of the annual 
licenses previously issued for the project are considered adequate for the 
protection of national forest interests. 

An Assistant Secretary of the Interior, in reporting on the application, has 
stated that continued operation of the project will not significantly affect fish 
and wildlife resources and that no special license provision is required. 

The Department of Fish and Game, State of Colorado, in reporting on the 
application, has stated that there does not appear to be a need to recommend 
any measures for the protection of fish and wildlife resources. 

The Commission finds: 

(1) The constructed project affects lands of the United States. 

(2) The project consists of : 

(a) All lands constituting the project area and enclosed by the project 
boundary or the limits of which are otherwise defined, and/or interests in such 
lands necessary or appropriate for the purposes of the project, whether such 
lands or interests therein are owned or held by the applicant or by the United 
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States; such project area and project boundary being more specifically shown 
and described by certain exhibits forming part by reference of the application 
for license and which are designated and described as follows: 

Supplemental Erhibit J: (FPC No. 733-6) General System Map. 

Amended Exhibit K: (FPC No. 733-5) Showing the location of the pipe conduit 
and signal circuit line. 

(b) The constructed project is known as Ouray power plant and consists of a 
rubble masonry diversion dam 73 feet high, 14 feet wide, 71 feet 6 inches long; 
flow and pressure line of wood stave pipe 40 inches and 36 inches diameter, and 
steel pipe 24 and 22 inches diameter, total length 6,131 feet; a powerhouse of 
frame and corrugated iron, 43 feet 9 inches long, 37 feet wide, 8 feet to 14 feet 6 
inches high with concrete foundation; a 540 kva generator driven by one double 
runner waterwheel and a 180 kva unit used as a synchronous condenser, and 
other appurtenant facilities; the location, nature and character of which are 
more specifically shown and described by the exhibits hereinbefore cited and by 
certain other exhibits which also formed part by reference of the application 
for license and which are designated and described as follows: 

Amended Exhibit K & L: (FPC No. 733-2) entitled “Detail Map of Ouray 
Project of The Western Colorado Power Company Showing Location of Dam, 
Powerhouse, Lands, Center Line of Pipe and Power Lines, and General Design 
Drawings, “but superseded to the extent the details thereof are shown on 
Amended Exhibit K: (FPC No. 733-5) ; and 

Amended Exhibit M: entitled “General Description and General Specifications 
of the Mechanical, Electrical and Transmission Equipment,” signed The Western 
Colorado Power Company by G. M. Gadsby, President, on September 20, 1937, 
except the last paragraph of Transformer data thereof. 

(c) All other structures, fixtures, equipment or facilities used or useful in the 
maintenance and operation of the project and located on the project area, in- 
cluding such portable property as may be used or useful in connection with the 
project or any part thereof, whether located on or off the project area, if and to 
the extent that the inclusion of such property as a part of the project is approved 
or acquiesced in by the Commission; also, all riparian or other rights, the use 
or possession of which is necessary or appropriate in the maintenance and 
operation of the project. 

(3) Applicant is a corporation organized under the laws of the State of 
Colorado and has submitted satisfactory evidence of compliance with the re 
quirements of all applicable State laws insofar as necessary to effect the purposes 
of a license for the project. 

(4) Public notice of the application has been given. No protests have been 
received and no conflicting application is before the Commission. 

(5) The project does not affect any Government dam, nor will the issuance 
of a major license for the project, as hereinafter provided, affect the develop- 
ment of any water resources for public purposes which should be undertaken 
by the United States. 

(6) The project is best adapted to a comprehensive plan for improving or 
developing a waterway or waterways for the use or benefit of interstate or 
foreign commerce, for the improvement and utilization of water-power develop- 
ment, and for other beneficial public uses, including recreational purposes. 

(7) The installed horsepower capacity of the project hereinafter authorized 
for the purpose of computing the capacity component of the administrative annual 
charge is 576 horsepower, and the energy generated thereby is used for public 
utility purposes. 

(8) The amount of annual charges to be paid under the license for the purpose 
of reimbursing the United States for the costs of administration of Part I of 
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the Act and for recompensing it for the use, occupancy, and enjoyment of its 
lands is reasonable as hereinafter fixed and specified. 

(9) Although included in the application for license as a part of the project, 
a study of the transmission lines T-10, T-10-B 11 kv lines, the 2.3 kv Ouray 
City line, and the 1200 kva 11/44 kv transformer bank near the powerhouse 
shows those facilities are distribution facilities and are not subject to the 
licensing authority of the Commission. However, the study shows that the 
750 kva 2.3/11 kv transformer bank located in the Ouray powerhouse serves 
as part of the project under present operation conditions and that the 11 kv 
bus at the powerhouse are considered the point at which facilities of the project 
connect with a primary interconnected transmission system and these facilities 
should be included in the license for the project as hereinbefore provided. 

(10) The exhibits designated and described in finding (2) above conform to 
the Commission’s rules and regulations and should be approved as part of the 
license for the project. 


The Commission orders: 





(A) This license is issued to The Western Colorado Power Company, of 
Montrose, Colorado (hereinafter referred to as the Licensee) for a period of 
ten years, effective as of April 13, 1960, for the operation and maintenance of 
constructed Project No. 733, located in Ouray County, Colorado, on the Uncom- 
pahgre River and affecting lands of the United States within the Grand Mesa- 
Uncompahgre National Forest, subject to the terms and conditions of the Federal] 
Power Act which is incorporated by reference as a part of this license, and sub- 
ject to such rules and regulations as the Commission has issued or prescribed 
under the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-1, December 15, 19538, entitled “Terms and Conditions of License for Con- 
structed Major Project Affecting Lands of the United States;” (16 FPC 1303- 
1305), which terms and conditions, designated as Articles 1 through 23, are 
attached hereto and made a part hereof; and subject to the following special 
conditions set forth herein as additional articles: 

Article 24. The Licensee shall immediately notify the supervisor of the Grand 
Mesa-Uncompahgre National Forest at Delta, Colorado, in case of any failure in 
the project works which would cause erosion on national forest lands or dam- 
age national forest resources and improvements. 

Article 25. The Licensee shall pay the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the cost of adminis- 
tration of Part I of the Act, one (1) cent per horsepower on the authorized 
installed capacity of 576 horsepower, plus two and one-half (214) cents per 
1,000 kilowatt-hours of gross energy generated during the calendar year for 
which the charge is made. 

(ii) For the purpose of recompensing the United States for the use, occu- 
pancy and enjoyment of its lands $8.75. 

(C) The exhibits designated and described in finding (2) above are approved 
as part of this license, except for the last paragraph of amended Exhibit M 
relating to transformer data. 

(D) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute 
acceptance of this license. In acknowledgement of the acceptance of this license, 
it shall be signed for the licensee and returned to the Commission within 60 days 
from the date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOCONY MOBIL OIL COMPANY, INC., DOCKET NO. RI61-39 
ORDER DENYING MOTION 


(Issued November 21, 1960) 





On August 22, 1960, Socony Mobil Oil Company, Inc. (Socony) filed in the 
above-entitled proceeding a motion requesting that its proposed redetermined 
rate decreases contained in Supplements Nos. 25 and 27 to Socony’s FPC Gas Rate 
Schedules Nos. 147 and 148, respectively, be permitted to become effective upon 
the termination of the suspension periods provided in the Commission order 
issued August 12, 1960. Socony also requests that the Commission eliminate 
from ordering Paragraph (E) of its aforementioned order of August 12, 1960, 
the requirement that Socony file an agreement and undertaking to refund in 
order that its decreased rates may become effective as of August 30, 1960. 

On July 29, 1960, Socony tendered for filing two redetermined rate decreases 
of 0.4461¢ per Mcf, from 11.7518¢* to 11.3057¢ per Mcf, as determined by the 
Texas Railroad Commission on May 16, 1960, for sweet gas, which Socony sells 
to Warren Petroleum Corporation from leases in the Panhandle Field, Wheeler 
County, Texas (R.R. District No. 10). The proposed decreases were suspended 
by the Commission’s aforementioned order issued on August 12, 1960, for one 
day from August 29, 1960, the date of expiration of the thirty days statutory 
notice, and permitted by Paragraph (E) of said order to become effective on 
August 30, 1960, upon the filing by Socony of its agreement and undertaking to 
assure refund of possible excess charges. 

In support of its motion, Socony states that the refund requirement is un- 
necessary to protect the buyer and that the Commission’s order insofar as it 
requires an undertaking is illegal. That Section 4(e) of the Natural Gas Act 
empowers the Commission to require an undertaking only when a rate increase 
has been filed and as a condition to the seller collecting the higher rate. 

Even though Socony’s proposed redetermined rates reflect a decrease in amount 
from the 11.7518¢ per Mcf rate now in effect subject to refund in Docket No. 
G-—20606, they still exceed Socony’s effective rate of 10.7458¢ per Mcf not subject 
to refund and are therefore considered increased rates subject to the provisions 
of Section 4(e) of the Natural Gas Act. 


The Commission finds: 





Good cause has not been shown for granting Socony’s aforementioned motion 
inasmuch as such motion sets forth no new facts or principles of law which were 
not fully considered or which now having been considered warrants any change 
or modification of the Commission’s order issued August 12, 1960. 


The Commission orders: 





Socony’s motion to allow its decreased rates to become effective upon the 
termination of the suspension periods provided in the commission's order issued 
August 12, 1960, in the above-entitled proceeding, and for deletion of Paragraph 
(E) from said order requiring Socony to file an agreement and undertaking, is 
hereby denied. 





‘Rate suspended by the Commission’s order issued January 8, 1960, and is now in 
effect subject to refund in Docket No. G—20606 





676-807 


64 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED FUEL GAS COMPANY, DOCKET NO. CP60-130 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 21, 1960) 


On June 27, 1960, United Fuel Gas Company (Applicant) filed an application 
in Docket No. CP60-130, pursuant to Section 7(c) of the Natural Gas Act, for a 
certificate of public convenience and necessity seeking authorization to construct 
and operate a tap and measuring and regulating equipment on its existing 10- 
inch pipeline in Boyd County, Kentucky. The facilities will enable Applicant to 
provide an additional point of delivery to Columbia Gas of Kentucky, Inc. 
(Columbia of Kentucky), a customer of Applicant, to whom Applicant sells 
natural gas at several points in eastern Kentucky. 

Columbia of Kentucky proposes to resell the natural gas purchased from 
Applicant to a new plant of Pittsburgh Chemical Company (Pittsburgh) to be 
located in Boyd County approximately five miles south of Catlettsburg, Ken- 
tucky. Pittsburgh intends to use the gas primarily for processing and secondarily 
for space heating. 

Applicant states that it has sufficient capacity to transport the additional 
quantities needed by Columbia of Kentucky to serve Pittsburgh without affecting 
its ability to continue existing service to Columbia of Kentucky or to any other 
customer served from the 10-inch pipeline. 

Pittsburgh’s estimated average annual requirements are 149,000 Mcf of gas in 
the first year and 180,000 Mcf of gas for each of the next four years. The esti- 
mated maximum daily requirements of Pittsburgh are 900 Mcf. 

The proposed sale of natural gas by Applicant to Columbia of Kentucky will 
be made under Applicant’s FPC Gas Tariff CDS-1. Applicant estimates gross 
revenues of $54,350 in the first year of the proposed service and fixed charges 
and operating and maintenance expenses of $1,161 per year for the proposed 
facilities. 

The cost of constructing the necessary measuring and regulating facilities is 
estimated to be $5,450 which cost is to be defrayed out of funds on hand. 

Temporary authority to construct and operate the proposed facilities and to 
deliver and sell natural gas was granted by letter dated October 12, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 10, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Fuel Gas Company, a West Virginia corporation hav- 
ing its principal place of business in Charleston, West Virginia, is a ‘“natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order issued March 1, 1944, in Docket No. G-341 (4 
FPC 534). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are to be used in the transportation and sale of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
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sion, as integral parts of Applicant’s existing pipeline system and the construc- 
tion and operation thereof by Applicant are subject to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the the service proposed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities by Applicant as herein- 
before described are required by the public convenience and necessity and a 
certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter issued to Applicant and to the exer- 
cise of the rights granted thereunder, and that the construction of the facilities 
authorized by this order shall be completed and placed in actual operation with- 
in 6 months from the date on which this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of rec- 
ord and not having been denied by the Commission is granted pursuant to Sec- 
tion 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant, United Fuel Gas Company, to construct and 
operate the facilities and to transport and sell natural gas as hereinbefore 
described, all as more fully described in the application herein, upon the terms 
and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) hereof and to the exercise of the rights granted thereunder. 

(C) The facilities hereby authorized shall be constructed and placed in actual 
operation as provided by paragraph (b) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act within 6 months from the date on 
which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-33 


“eh? 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued November 22, 1960) 


On August 8, 1960, Northern Natural Gas Company (Applicant) filed in 
Docket No. CP61-33 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the con- 
struction and operation of field facilities to enable Applicant to take into its 
certificated main transmission pipeline system natural gas which will be pur- 
chased from time to time during the calendar year 1961, at a total estimated 
cost not in excess of $2,000,000, with the total cost of any single project limited 
to $500,000, all as more fully set forth in the application. 
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The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant will finance the cost of the facilities proposed hereunder from funds 
on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 10, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation hav- 
ing its principal place of business in Omaha, Nebraska, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of April 6, 1943, in Docket No. G-280 (3 FPC 967). 

(2) The facilities hereinbefore described, as more fully described in the 
application in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961 as proposed by Applicant are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects constructed pursuant to the authorization granted hereinafter, (d) the 
location of said project or projects, (e) the costs of the facilities so constructed, 
and (f) the names of the independent producers involved, together with the 
respective dates of the gas sales contracts and the docket numbers of the 
related producer certificate applications. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
to the certificate hereinafter issued to Applicant and to the exercise of the 
right granted thereunder. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities authorized 
to be constructed hereunder should be limited to $2,000,000, with no single 
project to exceed a cost of $500,000. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 





(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Northern Natural Gas Company to construct and operate 
the proposed facilities to take natural gas from producers thereof during the 
calendar year 1961, all as more fully described in the application in this pro- 
ceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted in paragraph (A) above, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved, together with the respective 
dates of the gas sales contracts and the docket numbers of the related producer 
certificate applications. 

(C) The general terms and conditions set forth in paragraphs (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the certificate granted in paragraph (A) above and to the exercise 
of the rights granted thereunder. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $2,000,000, with no 
single project to exceed a cost of $500,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 













PANHANDLE EASTERN PIPE LINE COMPANY, DOCKET NO. CP61-35 

































FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued November 22, 1960) 


On August 5, 1960, Panhandle Eastern Pipe Line Company (Applicant) filed 
in Docket No. CP61-35 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing the 
construction and operation of field facilities to enable Applicant to take into its 
certificated main pipeline system natural gas which will be purchased from 
producers thereof in the general area of Applicant’s existing transmission system 
from time to time during the 12-month period following the date of issuance of 
the authorization sought herein, at a total cost not to exceed $2,500,000 with no 
single project to exceed a cost of $500,000, all as more fully set forth in the 
application. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with its system. 


Applicant will finance the cost of the proposed facilities from funds on hand. 
No new or additional sale of gas is proposed. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 8, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
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render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Panhandle Eastern Pipe Line Company, a Delaware Corpora- 
tion having its principal place of business in Kansas City, Missouri, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order of October 17, 1945, in Docket No. G—254 
(4 FPC 1081). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
from producers thereof during the 12-month period following the date of issuance 
of the authorization hereinafter granted, as proposed by Applicant, are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit within 60 days after the end 
of the 12-month period following the date of this authorization, a statement 
under oath, showing by names of fields connected: (a) estimates of gas supplies 
attached, (b) a description of the project or projects that have been constructed 
pursuant to the authorization granted hereunder, (c) the location of said project 
or projects, (d) the costs of the facilities so constructed, and (e) the names of 
the independent producers involved together with the respective dates of the 
gas sales contracts and the docket numbers of the related producer certificate 
applications. 

(6) The authorization granted herein should be limited to construction during 
the 12-month period following the date of issuance of this authorization, and 
the total expenditures for facilities to be constructed hereunder should be limited 
to $2,500,000, with no single project to exceed a cost of $500,000. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Panhandle Eastern Pipe Line Company to construct 
and operate the proposed facilities to take natural gas from producers thereof 
during the 12-month period following the date of issuance of this authorization 
all as more fully described in the application in this proceeding, upon the terms 
and conditions of this order. 

(B) The authorization granted in paragraph (A) above is hereby limited to 
construction during the 12-month period following the date of issuance of this 
authorization, and the total expenditures for facilities to be constructed here- 
under are hereby limited to $2,500,000, with no single project to exceed a cost of 
$500,000. 








— —_ wy 
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(C) Applicant shall submit within 60 days after the end of the 12-month 
period following the date of this authorization, a statement, under oath, show- 
ing by names of fields connected: (a) estimates of gas supplies attached, (b) a 
description of the project or projects that have been constructed pursuant to 
the authorization granted hereunder, (c) the location of said project or projects, 
(d) the costs of the facilities so constructed, and (e) the names of the inde- 
pendent producers involved together with the respective dates of the gas sales 
contracts and the docket numbers of the related producer certificate applications. 

(D) The general terms and conditions set forth in paragraph (a) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the certificate granted in paragraph (A) above and to the exercise of 
the rights granted thereunder. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOCONY MOBIL OIL COMPANY, INC. (FORMERLY MAGNOLIA PETRO- 
LEUM COMPANY), DOCKET NO. G-16717 



































ORDER DENYING PETITION FOR DETERMINATION OF EFFECTIVE RATE 





(Issued November 22, 1960) * 





On October 20, 1958, Magnolia Petroleum Company, now merged into Socony 
Mobil Oil Company, Inc., and hereinafter referred to as Socony Mobil, filed a 
petition with the Commission requesting that we enter on a hearing to determine 
what was its effective rate on June 7, 1954, for the sale of gas to Cities Service 
Gas Company (Cities Service) from the Hugoton Field, Kansas, and issue a 
declaratory order stating the same. Alternatively, Socony Mobil requests that 
the Commission on its own motion institute a hearing under Section 5(a) of the 
Natural Gas Act (Act) to determine the just and reasonable rate for the sale 
to Cities Service. The sale in question is made under Socony Mobil’s FPC Gas 
Rate Schedule No. 3.* 

The facts disclose that on February 19, 1957, Socony Mobil tendered for filing 
with the Commission its gas sales contract dated June 17, 1946, covering the 
aforesaid sale of gas to Cities Service. This contract, which was for a 20-year 
term, called for a price of 6 cents per Mcf initially (16.4 pounds psia). Concur- 
rently, Socony Mobil tendered for filing with the Commission certain supplements 
to the contract, including a copy of an order issued on December 2, 1953, by the 
State Corporation Commission of Kansas, providing for a minimum price for 
gas at the wellhead in the Hugoton Field of 11 cents per Mcf (14.65 pounds psia). 
By order issued May 17, 1957, we accepted for filing this contract and the 
supplements thereto. Cities Service sought judicial review of the Commission’s 
action accepting this Kansas minimum price order as part of Socony Mobil’s Rate 
Schedule, and the court, finding that the Kansas order had been held invalid by 
the Supreme Court in Cities Service Gas Company v. State Corporation Com- 
mission of Kansas, 355 U.S. 391, reversed the Commission and remanded the 
cause with directions to the Commission to strike the aforesaid Supplement No. 
26 from its files. Cities Service Gas Company v. F.P.C., 255 F. 2d 860, cert. den., 
58 U.S. 837. 






*Rehearing denied by order issued January 24, 1961. 
1Formerly designated Magnolia Petroleum Company FPC Gas Rate Schedule No. 3. 
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In accordance with the court’s directions, by letter to Socony Mobil dated 
October 12, 1960, the Commission advised Socony Mobil that Supplement No. 26 
bad been stricken from the files of the Commission and returned the supple- 
ment to the company. Socony Mobil has returned to the Commission our letter 
and the stricken supplement, stating that in view of the pendency of the instant 
proceeding, our striking of the supplement was “premature.” 

As grounds for its request that we determine the rate for the sale to Cities 
Service, Socony Mobil contends that the Commission’s action striking Supple- 
ment No. 26 from its file will not remove the uncertainty as to the rate in effect 
on June 7, 1954, for this sale. The company contends that the Commission has 
recognized in Docket No. R-1682 that many questions must be determined in 
view of the Supreme Court’s decision in Cities Service Gas Company vy. State 
Corporation Commission of Kansas, 355 U.S. 391, declaring invalid the Kansas 
minimum price order. The company argues that a pending declaratory action in 
the United States District Court for the District of Kansas makes it imperative 
that the Commission determine the issue of its effective rate schedule. It fur- 
ther contends that under Phillips Petroleum Co. v. FPC, 258 F. 2d 906, it is 
entitled to a hearing to determine its effective rate on June 7, 1954, since this 
matter was never determined by the Commission or the courts. And it asserts 
that in view of Cities Service’s voluntary payment of the 11-cent price and other 
circumstances, that company is estopped from contending that the amounts due 
under Rate Schedule No. 3 on and after June 7, 1954, are at the rate of 6 cents 
as originally provided in the contract. 

Cities Service on November 28, 1958, filed a motion to dismiss or reject Socony 
Mobil’s petition, contending that the action pending in the District Court in 
Kansas involves substantially the same subject matter involved herein and the 
court has exclusive jurisdiction to determine such matters; that the Commis- 
sion is without jurisdiction to determine the lega! questions which are involved 
in this proceeding; and that there is no uncertainty or ambiguity as to the file: 
rate here concerned. 

We conciude that Socony Mobil’s petition should be denied. Furthermore, the 
decision of the court in the Cities Service case in 255 F. 2d 860, supra, is explicit 
that we must strike the Kansas order, Supplement No. 26 from our files, and 
this action we have already taken. In addition, as indicated above, litigation 
is pending in the United States District Court in Kansas respecting the con- 
troversy between Socony Mobil and Cities Service arising from the invalidation 
of the Kansas minimum price order. In view of these circumstances, it is neither 
necessary nor appropriate for us, at least at this time, to undertake to determine 
the rate for this sale. 

Socony Mobil’s Supplement No. 26 returned to the Commission by Socviuy 
Mobil shall be returned to the company. 


The Commission orders: 


Socony Mobil’s petition for determination of its effective rate to Cities Service, 
filed in this proceeding on October 20, 1958, is hereby denied. 


2 Docket No. R-168 involves a rule-making proceeding we instituted by notice issued 
April 28, 1958, for determining whether to amend our Regulations under the Natural 


Gas Act or take some other action in the light of the Supreme Court’s reversal of the 
State minimum price orders. 
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TEXACO INC., DOCKET NO. G—18078; HARRY L. MARTIN, OPERATOR, 
ET AL., G—18548; C. C. WINN, OPERATOR, G-—18601, ET AL.; HORIZON 
OIL & GAS COMPANY, G—18607; BRIGHT & SCHIFF, G—18608, ET AL.; 
PRODUCING PROPERTIES, INC., G—18612; AMERICAN PETROFINA 
COMPANY OF TEXAS, G—18628; SKELLY OIL COMPANY, G—18638; GLEN 
A. MARTIN, ET AL., G-18639; ROY H. BETTIS AND G. FREDERICK 
SHEPHERD, G—18645, ET AL.; W. R. RANSOME, TRUSTEE, G-18684; 
W. L. MOODY III, ET AL. D/B/A MOODY PROPERTIES, OPERATOR, 
ET AL., G—18758; APPELL PETROLEUM CORPORATION, ET AL., G- 
18761; TENNESSEE GAS TRANSMISSION COMPANY, G-18765, ET AL.; 
HARRELL DRILLING COMPANY, ET AL., G-18790; W. L. PICKENS, ET 
AL., G-18821; RICHARD KING, INC., ET AL., G—18828; ENGEO OIL & 
GAS COMPANY, G—18865; TEX-STAR OIL & GAS CORPORATION, OP- 
ERATOR, ET AL., G-18904; SOUTH TEXAS NATURAL GAS GATHERING 
COMPANY, G—18907; TRANSCONTINENTAL GAS PIPE LINE CORPORA- 
TION, G—18920; GEORGE H. COATES, OPERATOR, ET AL., G-—18938; 
JOHN W. PACE, OPERATOR, ET AL., G—18982; COASTAL STATES GAS 
PRODUCING COMPANY, OPERATOR, AND SOUTHERN COAST CORPO- 
RATION, G—19016; SEAS OIL CORPORATION, ET AL., G—19019; L. B. 
HORN, OPERATOR, ET AL., G—19034, ET AL.; CARRL OIL AND HAWN 
BROS., G-19146; H. L. BROWN, G—19175; G. L. ROWSEY, ET AL., G—19185; 
BROOKS GATHERING COMPANY, G—19290; SANTEX OIL COMPANY, 
OPERATOR, ET AL., G—19295; C. F. FALLEY, OPERATOR, ET AL., G- 
15401; GEODE PETROLEUM INC., OPERATOR, ET AL., G-19298; H. J. 
PORTER, G-—19415; GULF COAST MINERALS MANAGEMENT CORP., 
OPERATOR, G—19617; KIRKWOOD & MORGAN, INC., OPERATOR, ET 
AL., G-20143; FRED WHITAKER, OPERATOR, G-—20384; MESA DE- 
VELOPMENT COMPANY, G—20469; NORTHERN PUMP COMPANY, G- 
20507; VALLEY INDUSTRIAL GAS COMPANY, CI60-63; COASTAL 
STATES GAS PRODUCING COMPANY, CI60-64; H. M. HARREL, JR., 
ET AL., CI60-67, ET AL.; CONTINENTAL OIL COMPANY, CI60-71; 
CARTER AND CARTER, CI60—-124 


ORVER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND MODIFYING 
PRESIDING EXAMINER’S DECISION 


(Issued November 22, 1960)* 


Syllabus 


. Referring to other certificated, non-jurisdictional, and intrastate sales, Com- 
mission finds that initial producer rates are not “out of line” and should 
not be conditioned, considering also that there will be no automatic 
triggering, or any effective triggering. P. 982 ; 983 ; 985. 

2. Statement of General Policy No. 61-1 discussed. P. 982; 983; 985. 

3. Under the circumstances, for purposes of examining validity of its rates, 
South Texas Gathering Co. should be treated as a pipeline under cost rate 
base method. P. 985. 

. Certificates issued to South Texas and to Coastal States and Southern Coast 


in the Joint Venture conditioned to require that two years after start of 
deliveries these companies submit cost of service studies and revised rate 
schedules reflecting such cost of service studies. P. 986. 


*Initial decision appears on p. 988. 
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5. There is no need to interfere with discretion of management in TGT’s de- 
cision to sell gas to South Texas rather than to take the gas into its own 
system. P. 986. 

. Application for certificate by Horizon Oil dismissed for failure to appear and 
present evidence. P. 987. 

7. Commission issues certificates of public convenience and necessity under 

Section 7 of the Natural Gas Act to Applicants. P. 987. 


Charles J. Steele, Alfred C. DeCrane, Jr., Paul F. Schlicher and Frank H. 
Strickler for Texaco Inc. 

Sherman 8S. Poland for Harry L. Martin, Operator, et al., C. C. Winn, Operator, 
Bright & Schiff, Producing Properties, Inc., Skelly Oil Company, Glen A. Martin, 
et al., Roy H. Bettis and G. Frederick Shepherd, W. R. Ransome, Trustee, W. L. 
Moody III, et al., d/b/a Moody Properties, Operator, et al., Appell Petroleum 
Corporation, et al., Engeo Oil & Gas Company, Tex-Star Oil & Gas Corporation, 
Operator, et al., George H. Coates, Operator, et al., Seas Oil Corporation, et al., 
L. B. Horn, Operator, et al., Carrl Oil & Hawn Bros., H. L. Brown, Santex Oil 
Company, Operator, et al., C. F. Falley, Operator, et al., Geode Petroleum Inc., 
Operator, et al., H. J. Porter, Gulf Coast Minerals Management Corp., Operator, 
Kirkwood & Morgan, Inc., Operator, et al., Fred Whitaker, Operator, Mesa 
Development Company and Carter and Carter. 

John L. Loeb and Sidney S. McClendon for John L. Loeb, et al. 

William C. Braden, Jr., L. R. Pankonien, Harry 8S. Littman and Jack Werner 
for Tennessee Gas Transmission Company. 

John R. Robinson for Harrell Drilling Company, et al. 

W. L. Pickens, for W. L. Pickens, et al. 

John M. Robinson for Richard King, Inc., et al. 

W. F. Whitfield for John W. Pace, Operator, et al. 

Bradford Ross and David I. Granger for South Texas Natural Gas Gathering 
Company, Coastal States Gas Producing Company, Operator, and Southern 
Coast Corporation, Brooks Gathering Company and Valley Industrial Gas 
Company. 

Bradford Ross for Coastal States Gas Producing Company. 

Dale E. Doty for G. L. Rowsey, et al. 

John Paul Sullivan and William J. Grove for Northern Pump Company. 

John M. Robinson for H. M. Harrell, Jr., et al. 

Tom Burton for Continental Oil Company. 

Kent H. Brown and Barbara M. Suchow for Public Service Commission of 
the State of New York. 

David K. Kadane and Edward M. Barrett for Long Island Lighting Company. 

William R. Duff, J. Harry Mulhern and Edward S. Kirby for Public Service 
Electric and Gas Company. 

Vincent P. McDevitt, Samuel G. Miller and Henry P. Sullivan for Phila- 
delphia Electric Company. 

J. David Mann, Jr. and John EH. Holtzinger, Jr. for The United Gas Improve- 
ment Company. 

James O'Malley, Jr. and John A. Lodge for Consolidated Edison Company of 
New York, Inc. 

John J. Keating, Jr., for the Staff of the Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


These proceedings involve applications for certificates of public convenience 
and necessity under Sections 7(c) and 7(e) of the Natural Gas Act. Transcon- 
tinental Gas Pipe Line Corporation (Transco) proposes to buy natural gas from 
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South Texas Natural Gas Gathering Company (South Texas) which, in turn, 
proposes to purchase gas from a large number of producers in southern Texas, 
including Tennessee Gas Transmission Company (TGT). The proceedings are 
now before us upon exceptions to the presiding examiner’s decision denying a 
certificate for TGT’s proposed sale and granting certificates to the other appli- 
cants without price conditions. The facts and procedural steps are well set 
forth by the examiner and may be briefly reviewed. 

Transco owns and operates a natural gas pipeline system extending from its 
sources of supply in Texas, Louisiana and Mississippi across the country to its 
terminus in New York City. By its application Transco seeks a certificate 
authorizing the construction of a pipeline connecting its facilities with those of 
South Texas together with a metering station and an additional compressor 
unit. This line is to consist of 28.9 miles of 20-inch pipeline extending from a 
connection with South Texas at a point in La Salle County, Texas, which is 
located in Texas Railroad Commission District No. 1, to a point on Transco’s 
24-inch line at the Tilden gas treating plant in McMullen County, Texas. The 
cost of the facilities, estimated to be $2,230,000, is to be financed by short-term 
bank loans, which will be repaid from the sale of additional debt and equity 
securities. 

By the terms of a contract dated February 17, 1959, Transco, beginning De- 
cember 1, 1959, was to purchase from South Texas at least 50,000 Mcf of gas 
per day at 14.65 psia and was to have the right to take up to 70,000 Mcf of 
gas per day. On the first and second anniversaries of first delivery the daily 
contract minimum and maximum quantities were to be increased by an addi- 
tional 50,000 Mcf per day and 70,000 Mcf per day respectively, if a joint study 
to be conducted by the parties shows that the reserves are sufficient. This 
contract provides for an initial price of 20 cents per Mcf, to be increased one 
cent each 5 years during the primary term of 20 years from the date of first 
delivery. Transco has agreed to reimburse South Texas for % of any new or 
additional production or severance taxes levied during the term of the agreement. 

Transco’s connection with South Texas has been constructed under a temporary 
certificate, and Transco has been purchasing gas since December 12, 1959. There 
is no issue raised with respect to the engineering, financial or economic feasibility 
of Transco’s project or the need of its markets for gas. 

Before the present application South Texas, which is a wholly-owned sub- 
sidiary of Coastal States Gas Producing Company, owned and operated a natural 
gas system consisting of approximately 108 miles of pipeline extending from 
points near the Rio Grande River in Hidalgo County, Texas, northward and 
crossing Starr and Brooks Counties to a point of connection with the Peoples 
Gulf Coast Natural Gas Pipeline Company at its La Gloria station in Jim Wells 
County, Texas. On July 2, 1959, pursuant to the Commission’s regulations 
applicable to “independent producers,’ South Texas filed the present applica- 
tion for the purpose of making the above sale to Transco. The facilities were to 
consist of 195 miles of pipeline varying from 2 to 10 inches in diameter extend- 
ing from South Texas’ existing line in Brooks County across Jim Hogg and 
Webb Counties to the point of interconnection with Transco in La Salle County, 
lateral lines in Zapata, Webb, and Duval Counties, gathering lines in various 
fields, and a compressor station. South Texas will also use its existing facilities 
for this sale and will operate the gas lines in Duval County, Texas, owned by 
Coastal States and Southern Coast Corporation (Joint Venture), and in Hidalgo 
County, Texas, the lines owned by Valley Industrial Gas Company.’ South 


‘Coastal States and Valley Gas are affiliated with South Texas, but Southern Coast 
is not. 
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Texas has constructed the facilities and is delivering gas to Transco under a 
temporary certificate. As in the case of Transco’s project no question has been 
raised as to the engineering, financial or economic feasibility of the project. 
As stated by the examiner, although South Texas has not shown the dedicated 
reserves of 400,000 Mcf called for by the contract, Transco has agreed to com- 
mence purchasing 50,000 Mcf per day and up to a maximum of 70,000 Mcf per 
day, as set forth in the contract. We shall therefore limit deliveries to these 
initial contract quantities. 

The applications of the numerous producers propose the sale of gas to South 
Texas at varying prices. As set forth by the examiner these prices range from 
9 to 17 cents per Mcf. The 17-cent price at 14.65 psia applies to the sale proposed 
by TGT in Docket No. G—-18765 from the North Monte Cristo Field in Hidalgo 
County. In its Docket No. G—19084, TGT proposes to sell gas from the Chiltipin 
Field, Duval County, at 12.122 cents per Mcf; plus 0.11637 cents tax reimburse- 
ment at 14.65 psia. Tennessee has commenced delivering gas from the Chiltipin 
Field under a temporary certificate. We issued a temporary certificate to TGT 
for its proposed sale from the North Monte Cristo Field but it was not accepted, 
and no deliveries of gas under it have been made by TGT. 

Upon the basis of the applications a hearing was held commencing March 7, 
1960, and extending with a postponement until April 5, 1960. After the ex- 
change of briefs the examiner’s decision was issued September 8, 1960. The 
examiner would grant certificates without price conditions to the various ap- 
plicants except to TGT for its sale from the North Monte Cristo Field. Ex- 
ceptions were filed by South Texas, Transco, certain Eastern Interveners 
jointly,” the Public Service Commission of New York and the staff of this Com- 
mission. For the reasons set forth below we are adopting the decision of the 
examiner except that we shall grant a certificate to TGT for its North Monte 
Cristo sale. We shall impose certain conditions providing for the filing of cost 
data by South Texas and by the applicants in Joint Venture with respect to 
the gathering and transportation of gas. 


The Proposed Producer Prices 


As stated by the examiner the principal question in these proceedings is the 
level of the rates to be charged by the producers selling gas to South Texas. 
As noted, these prices range from 9 to 17 cents per Mcf. Staff counsel con- 
tends for a ceiling of 141% cents per Mcf, and the Eastern Interveners and the 
New York Commission contend for a ceiling of 14.6 cents per Mcf. 

Staff counsel contends that if Transco’s escalation clauses in its contracts 
were activated, a 17-cent price would result in increased costs of gas to Transco 
of $12 million a year, but staff counsel did not conclude that the escalation 
clauses would be activated. The Eastern Interveners contend that prices of 
15, 16 and 17 cents are “out of line” with existing prices in Texas Railroad 
District No. 4 within the meaning of the CATCO case.* They presented a 
study to show that based on the year 1958, a large percentage of all deliveries 
from District No. 4 were being made below the 14-cent level. The examiner 
found against these contentions on the basis of our certificating a price of 18 
vents in District Nos. 2 and 3 in Peoples Gulf Coast Natural Gas Pipeline Com- 
pany, et al., 24 FPC 106, Docket No. G—19086, et al.,.July 29, 1960. As indi- 
cated above, we are of the opinion that the examiner reached the right conclusion, 


2 Long Island Lighting Company, Philadelphia Electric Company, Public Service Elec- 
trie and Gas Co., and the United Gas Improvement Company. 
8 Atlantic Refining Co. v. P.S.C., 360 U.S. 378. 
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but we do not base our opinion on this case, which is subject to review 
proceedings, but on other cases and evidence appearing in the record. We 
also note that the proposed ra‘*es are all below the price of 18 cents per Mcf 
announced by us for initial service in District No. 4, (Statement of General 
Policy No. 61-1, issued September 28, 1960). However, our decision does not 
depend on our announced area price level. 

In Trunkline Gas Company, et al., 21 FPC 704, we did not condition certain 
sales in Galveston and Brazoria Counties in District No. 3 proposed at an initial 
price of 20 cents per Mcf. We noted that the circumstances were peculiar 
since the contract provided a firm price for 20 years, but were of the opinion 
that the evidence otherwise called for a price at the 19.5 cents per Mef level. 
In reaching this conclusion we referred to prices of 17.5 and 18 cents for sales 
to Coastal Transmission Corporation in District No. 3 certificated by us. We 
also referred to non-jurisdictional sales in District Nos. 2, 3, and 4 to Florida 
Power and Light Company at 19.5 cents per Mcf and found that the current 
competitive level of prices in Brazoria and Galveston Counties in District No. 3 
was 19.5 cents per Mcf. 

The New York Commission objected to reliance on the Trunkline case as well 
as the Peoples Gulf case because we had denied it the right to intervene, but 
the Trunkline case has become final with the dismissal of the New York Com- 
mission’s petition for review as untimely (PSC of New York v. P.P.C., CADC 
Nos. 15365, et al., April 28, 1960). Therefore, our order, which has become final, 
“must be taken as correct” (United Gas Improvement Company v. F.P.C., 283 
F. 2d 817 (CA 9). 

There are other proceedings in which our orders have become final supporting 
the producer prices in the present proceedings. The following certificated sales 
are persuasive of the need to pay up to 17 or 18 cents in the south Texas area: 















Docket No. Seller Buyer | District | Date of | Price per 
| No. order Mef 
is US eT Ear. vi ate | : i et i Be Le 
| Cents 
| See | Superior OD COB so icincndece Coastal Transmission . - .- 3 | 12-28-56 18 
CPR accuse Texlamex Corp_.__.-.--.-| Coastal Transmission ___-- 4 | 12-28-56 17 
G-11048_.....-.-- | ee | Coastal Transmission - _--- 4 | 12-28-56 17 
G-16838__... ...| Coastal States Producing | United Gas Pipeline Co--.- 2 | 10-12-5 17 
| Co. | 
G-14836_......-- | Tennessee Gas Transmis- | United Gas Pipeline Co-- 2 4-13-59 17 
| _ sion Co. : 
G-18648.......-- i. ae ee | Coastal Transmission 3| 7-14-6f 17.5 
| Corp. 


Supplementing these certificated sales, evidence presented in these proceedings 
shows the selling price of gas contained in contracts filed with this Commission 
during the year 1959. These prices ranged up to 20 cents per Mcf with a 
number at the level of 16, 16.5, 17, 17.5 and 18 cents per Mcf. There was 
also introduced evidence with respect to intrastate and non-jurisdictional gas 
purchase and sales agreements in South Texas. The initial prices ranged from 
15.25 cents per Mcf up to 21.5 cents per Mcf. While prices for non-certificated 
sales and for non-jurisdictional sales are not strongly persuasive, in our opinion 
they should be taken into account in appraising market conditions in the region 
in which the proposed sales are to be made, but we would reach the same result 
even without consideration of these non-certificated and non-jurisdictional sales. 
Furthermore, Transco’s Vice President in charge of gas supply testified that 
Transco could not have purchased a supply of gas in southern Texas comparable 
to that purchased from South Texas for less than 16 cents and would have 
to offer top prices of 17 and 18 cents for the larger, better packages of gas. 
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He added that assuming Transco were willing to pay these prices, such gas i 
would cost its customers more than the supply to be purchased from South Texas i 
because of the availability of lower-priced gas to South Texas’ system and the I 
extensive gathering costs and additional main line looping which would have : 
been required for Transco to purchase the gas in the fields. k 
Looking at the evidence in this record and our previous actions in the general 4 
area of south Texas, which were based on market conditions then prevailing, it t 
is our judgment that the producer prices are in line and should not be condi- i; 
tioned. In fact, the prices offered were necessary to obtain the scattered pack- i 
ages of gas involved and bring the project into being. t 
The Eastern Interveners argue that the proponents of the producer prices 
have not shown that initial prices should exceed 14.5 or 14.6 cents, for 14.6 tl 
cents is in excess of the prices paid in 1958 for the bulk of the gas delivered to t] 
interstate pipelines in the area involved and the Commission had approved m 
settlement of producer rate cases at this level. In our opinion the evidence dis- ce 


cussed above indicates that it is necessary to pay 17 or 18 cents for gas in the 
south Texas area, so that we think it entirely appropriate to approve producer 
prices that range up to 17 cents, but many of which are below this level. 


In its exceptions the staff argues that a price condition should be employed pe 
by the Commission because of the danger that the escalation clauses in Transco’s M 
contracts with its producers will be “triggered” resulting in an increased cost Ci 
of gas to Transco. It points to language in the CATCO case that the Commis- ar 
sion “might” attach conditions if the proposed price is “out of line” or might gi 
result in “triggering.” We do not think that, assuming the price is “in line,” ex 


the Court by this language intended to require that we condition a certificate th 
under the situation appearing here. = 

The escalation provision in question, as set forth by the examiner, provides In 
that if the buyer, that is Transco, purchases from any other seller gas “pro- = 
duced from lands located” in District No. 4 at a more favorable price, the buyer ch: 
must notify the seller and “will elect and advise the seller at the time whether ; ] 
it is willing to apply all the terms and provisions relating to the price of gas” Its 
in the contract with the other seller. If the buyer doesn’t elect, the seller has of 
the right to terminate the contract. of ; 

It seems plain that under this type of clause, triggering is not automatic. In sta 
the first place, the escalation clause would have to be interpreted so that a price she 
paid by Transco in District No. 1 to South Texas, a gatherer but not a producer, the 
would affect Transco’s purchases directly from producers in District Nos. 2 tior 
and 4. Furthermore, Transco would have the choice whether to tender the as | 
higher price to the producers, and, if Transco didn’t, the producers would have 8 
the choice of whether to continue service under the old rate or terminate the but 
contract. The record shows that counsel for Transco were of the opinion that obt: 
Transco’s purchase from South Texas would not trigger any of Transco’s sity 
existing contracts. Counsel for Continental was of the opinion that its contract mit 
with South Texas involving a rate of 16 cents per Mcf would not trigger any syst 
existing contract with Transco. The Eastern Interveners agree with Transco amo 
that the favored nation clauses in its existing producer contracts in District inco 
Nos. 2 and 4 will not be triggered by the purchase of gas from South Texas in date 
District No. 1. Join 

The New York Commission would have us find that the transaction here in- prox 
volved would not lead to triggering and would have us include a condition Coas 
requiring Transco to agree to absorb any such increases that do occur. Transco Sout 
has stated unequivocally in its reply brief reflecting the record that it would Coas 


oppose any interpretation of the District No. 4 contracts which leads to the con- 
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clusion that they are “activated” or “triggered” by the producer sales proposed 
in this proceeding. As Transco states, “not agreeing to the validity of an inter- 
pretation which would recognize any triggering, it necessarily follows that 
Transco will not voluntarily tender the higher price’ to the sellers. If the 
buyer fails to elect to pay the higher price, the seller may terminate, but as 
Transco points out, the seller may not terminate without making application 
to this Commission for abandonment under Section 7(b). Therefore, no finding 
is necessary as to the legal effect of the escalation clause, and there is no purpose 
in requiring that Transco absorb the alleged increased gas prices resulting from 
triggering. 

In view of the lack of automatic triggering, or any effective triggering, and 
the fact that the proposed prices appear to be “in line” entirely apart from 
the fact that they are below the area price levels set forth in our Policy State- 


ment, we do not believe that it is in the public interest to condition these 
certificates as to price. 


The Cost of Gathering 


South Texas proposes to purchase gas at an average price of 14.83 cents 
per Mcf and sell it to Transco at 20.0 cents per Mcf, a spread of 5.17 cents per 
Mcf; the Duval County Joint Venture, which is composed of Southern Coast 
Corporation and Coastal States Gas Producing Company will purchase gas at 
an average cost of 12 cents and Sell it to South Texas at 15 cents, leaving a mar- 
gin of 3 cents for the Joint Venture. While question was raised before the 
examiner as to the propriety of these gathering charges, he did not consider 
that a certificate proceeding was the appropriate place to settle these questions 
nor did he believe it necessary to attach conditions with respect to these charges. 
In their exceptions the New York Commission and the Eastern Interveners 
contend that some provision should be made for examining the 
charges. 

In approaching this matter the problem of the method to be used presents 
itself. South Texas does not produce gas; it gathers gas and transports some 
of it from points near the Mexican border in a northerly direction to the points 
of interconnection with Transco and Peoples Gulf. We think under the circum- 
stances that for the purposes of examining the validity of its rates South Texas 
should be treated as a pipeline under the cost rate base method. We think that 
the Joint Venture, an “independent producer” within the meaning of the defini- 
tion in our Regulations (Section 154.91(a)) should be treated in the same way 
as it is an integral part of South Texas’ operation. 

Some cost evidence was submitted both for South Texas and the Joint Venture 
but it was deficient, so that we are unabie to determine whether the price spreads 
obtained by these projects are consistent with the public convenience and neces- 
sity if permitted to be effective on an indefinite basis. The cost of service sub- 
mitted for South Texas is based on sales of 50,000 Mecf per day, although the 
system has already transported 59,000 Mcf per day and will transport larger 
amounts in the future. Furthermore, it includes an allowance for Federal 
income tax although no Federal income tax is paid on the basis of the consoli- 
dated return filed by South Texas’ parent, Coastal States. With respect to the 
Joint Venture, the evidence likewise does not support the price spread of ap- 
proximately 3 cents. Among other things, the record shows the investment of 
Coastal States in the Joint Venture, but does not show the investment made by 
Southern Coast, which is to share profits and expenses on an equal basis with 
Coastal States. 


gathering 
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In spite of these deficiencies we do not think it in the public interest to deny 
or delay permanent certificates for these projects, which are intrinsically in the 
public interest in that they gather relatively small amounts of gas and make 
it available to the pipelines. We do think however, a condition is necessary to 
protect the consumer. Therefore we shall require that the certificates issued 
to South Texas and to Coastal States and Southern Coast in the Joint Venture, 
be conditioned so as to require that two years after the start of deliveries on 
December 12, 1959, these companies submit® cost of service studies which shall 
be acceptable to the Commission, and revised rate schedules, if necessary, re- 
flecting such cost of service studies. In this way we shall insure that the rates 
of these companies reflect the cost of normal operations. If revised rate 
schedules are necessary, they shall operate prospectively. 


The Proposed Sales by TGT 


In his decision, the examiner denied a certificate to TGT in Docket No. 
G-—18765 to sell gas at 17 cents per Mcf from the North Monte Cristo Field in 
Hidalgo County, Texas, to South Texas for resale to Transco. The examiner, 
noting that the North Monte Cristo Field is crossed by one of TGT’s pipelines, 
found there was no showing that it would further the public interest to allow 
TGT to sell this gas to South Texas rather than take it into its own system. 
On the other hand, we see no need to interfere with the discretion of management 
in this matter. The question was not raised before the examiner. The gas 
will be sold in the same general New York-New Jersey area in any case. The 
price to the distributing companies will actually be lower if the gas is sold by 
Transco than if it were sold by TGT.° We shall therefore certificate this sale 
and will overrule the examiner on this point. 


Conclusion 


On the basis of the above considerations we shal! issue certificates of public 
convenience and necessity to all of the applicants, except Horizon Oil & Gas 
Company, which did not appear and present evidence, without conditions as to 
the producer prices but with a condition applicable to South Texas and the 
Joint Venture so that we may adjust their rates as necessary upon the basis of 
their costs of operation after the end of a two-year period. Since we are granting 
a certificate to TGT there is no need to grant the request of South Texas for oral 
argument. 


The Commission further finds: 


(1) Transco is a “natural-gas company” within the meaning of the Natural 


Gas Act, and its facilities for which a certificate is requested will constitute an 
integral part of Transco’s transmission system and will be used to transport 
natural gas moving in interstate commerce for resale to ultimate consumers. 
The construction and operation of such facilities, together with the sale of gas 
by Transco, are subject to the requirements of subsections (¢) and (e) of 
Section 7 of the Natural Gas Act. 


5 Since both South Texas and the Joint Venture may be “independent producers” within 
the meaning of our Regulations, we shall not require that they file tariffs. 

®TGT’s New York Zone rate for contract demand customers consists of a monthly de- 
mand charge of $5.20 per Mef and a commodity charge of 32.6 cents per Mcf, or an aver- 
age of 49.7 cents per Mcf at 100 percent load factor. Transco’s corresponding rate con- 
sists of a monthly demand charge of $3.36 and a commodity charge of 26.5 cents per 
Mef, or an average of 37.7 cents per Mcf at 100 percent load factor. Increased rates of 
Transco filed October 17, 1960, have been suspended in Docket No. RP61-13. 
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(2) Transco is a qualified applicant and is able and willing properly to do 
the acts and to perform the service proposed and to conform to the provisions 
of the Natural Gas Act and the requirements, rules and regulations of the 
Commission thereunder. 

(3) The facilities above-referred to and the operation of such facilities, are 
required by the public convenience and necessity, and a certificate authorizing 
the same should issue upon the terms and conditions of this order, which terms 
and conditions are required by the public convenience and necessity. 

(4) The application of Horizon Oil & Gas Company, in Docket No. G—18607, 
should be dismissed for failure to appear and offer evidence in support thereof. 

(5) The other above-named applicants, including Tennessee Gas Transmission 
Company in Docket Nos. G-—18765 and G-—19084, South Texas in Docket No. 
G-18907, and Coastal States and Southern Coast in Docket No. G—19016, are 
now, or will become upon the commencement of the sale of natural gas pro- 
posed in these proceedings, natural-gas companies within the meaning of the 
Natural Gas Act, engaged in the sale of natural gas in interstate commerce 
for resale for ultimate public consumption, and such sales, together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(6) The applicants referred to in the above paragraph (5) are qualified ap- 
plicants and are able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(7) The sale of natural gas as proposed by the applicants referred to in the 
above paragraph (5) together with the construction and operation of any 
facilities subject to the jurisdiction of the Commission necessary therefor are 
required by the public convenience and necessity and a certificate authorizing 
the same should issue to each of them upon the terms and conditions of this 
order, which terms are required by the public convenience and necessity. 

(8) The attachment of conditions with respect to the producer prices and 
with respect to an alleged increase in Transco’s purchased gas costs is not re 
quired by the public convenience and necessity and should be denied. 


The Commission orders: 


(A) A certificate of public convenience and necessity is bereby issued to 
Transco in Docket No. G—18920, authorizing the construction and operation of 
the facilities referred to above, all as more fully described in the application in 
these proceedings, for the transportation and sale of natural gas in interstate 
commerce as set forth therein, upon the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued to each 
of the applicants referred to in finding (5) for the sale of natural gas in inter- 
state commerce for resale as proposed in their applications, together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, upon the terms and conditions of this order. 

(C) As a condition to the certificate issued hereby to South Texas, the yolume 
of gas to be sold to Transco is hereby limited to the proposed maximum yolume 
of 70,000 Mcf per day. 

(D) The general terms and conditions set forth in paragraph (c) (4) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate issued to Transco in paragraph (A) hereof. 

(E) As a condition attached to the certificates issued to South Texas in 
Docket No. G—18907, to Coastal States and Southern Coast in Docket No. 


676—807—_64—65 
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G-19016 such applicants within 60 days after the first two years of operation 
which began December 12, 1959, shall file detailed data setting forth the cost of 
service upon the basis of actual experience, and revised rate schedules, if neces- 
sary, reflecting the cost of service data. 

(F) TGT shall notify the Commission of its acceptance of the certificates 
issued in writing and under oath within 30 days from the date of the issuance 
of this order. 

(G) The certificates issued herein are not transferable and shall be effective 
only so long as each of said applicants continues the acts and operations herein 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations, and orders of the Commission. 

(H) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act or Part 154 of the 
Commission’s Regulations under the Natural Gas Act requiring the filing of 
rate scuedules for the service herein authorized, and is without prejudice to 
any findings or orders which have been or hereafter may be made by the Com- 
mission in any proceeding now pending or hereinafter instituted by or against 
the applicants. Further, the action taken in these proceedings shall not fore- 
close nor prejudice any further proceeding or objection relating to the opera- 
tion of any price or related provisions in the gas purchase contracts here 
involved. 

(1) The rate schedules of the applicants referred to in the above paragraph 
(5) which set forth provisions for changing the initial rate to be demanded, 
charged and collected will, when invoked, constitute a change in such rates 
and charges within the meaning of Section 4(d) of the Natural Gas Act and 
Section 154.94 of the Commission’s Regulations thereunder. 

(J) The requests referred to in the above finding (8) for attachment of con- 
ditions to the certificates hereby issued are hereby denied. 

(K) The application for a certificate of public convenience and necessity by 
Horizon Oil & Gas Company in Docket No. G—18607 is hereby dismissed. 

(L) Exceptions not granted herein are hereby denied. 

(M) The presiding examiner’s decision is adopted as the decision of this 
Commission to the extent not inconsistent with this order. 

(N) The request for oral argument by South Texas is hereby denied. 


DECISION 


UPON APPLICATIONS FOR CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 


(Issued September 8, 1960) 





Kurtz, Presiding Examiner: These proceedings involve applications filed pur- 
suant to Section 7(c) of the Natural Gas Act for certificates of public con- 
venience and necessity. Transcontinental Gas Pipe Line Corporation (Transco) 
will buy initially an average of 50,000 Mcf of natural gas per day, with the right 
to take a maximum of 70,000 Mcf per day, from South Texas Natural Gas 
Gathering Company (South Texas), which company in turn will purchase gas 
from the other named applicants (producers) for the purpose of making the 
sale. The natural gas which is to be sold by South Texas will be purchased in 
various gas fields in Hidalgo, Starr, Duval, Brooks, Webb, and Zapata Counties, 
Texas. These counties are within the Texas Railroad Commission District 
No. 4. In addition to the above-named parties and Staff Counsel, the following 
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intervenors participated in the hearing: Public Service Commission of the 
State of New York, Long Island Lighting Company, Public Service Electric and 
Gas Company, The United Gas Improvement Company, Consolidated Edison 
Company of New York, and Philadelphia Electric Company. 

The only contested issues involved in these proceedings relate to the rate to 
be charged by certain producers for gas delivered to South Texas and in turn 
the charges for gas to Transco. 

Transco, a Delaware corporation, owns and operates a natural gas system, 
extending from its sources of natural gas supply in the States of Texas, Louisi- 
ana, and Mississippi through the States of Alabama, Georgia, South Carolina, 
North Carolina, Virginia, Maryland, Pennsylvania, and New Jersey, to its ter- 
minus in New York City. By this application Transco seeks certificate authori- 
zation for the construction and operation of 28.9 miles of 20-inch pipeline 
extending from a connection with the South Texas system at a point in Texas 
Railroad Commission District No. 1 near Rodriquez Field, LaSalle County, 
Texas, to a point on its 24-inch south Texas pipeline at the Tilden gas treating 
plant in McMullen County, Texas, together with a metering station located near 
the LaSalle and McMullen County line and an additional 2500-HP compressor 
unit in Compressor Station No. 3, Wharton County, Texas. The capacity of this 
line under optimum conditions is between 200 million and 225 million cubic 
feet of gas per day. However, to move such volumes beyond Tilden, additional 
facilities on Transco’s mainline will be required. The extension here involved 
has been constructed under a temporary certificate issued to Transco on Octo- 
ber 15, 1959, and it has been purchasing gas from South Texas since December 12, 
1959. The cost of the facilities is $2,230,000, based upon actual expenditures as 
of December 31, 1959, plus the estimated expenditures to complete. This cost 
is being financed by short-term bank loans and will be repaid from the sale of 
additional debt and equity securities to be issued as a part of Transco’s 1960 
long-term financing program. 

The sale of gas by South Texas to Transco is made under a contract dated 
February 17, 1959, and as to the volumes of gas provides as follows: 

Subject to Gatherer’s furnishing to Buyer adequate proof of its commit- 
ment to this agreement 400,000,000 Mcf of recoverable gas prior to first 
delivery hereunder and subject to the terms and provisions of this agree- 
ment, Gatherer agrees to gather, sell and deliver and Buyer agrees to take 
or pay for a minimum of fifty thousand (50,000) Mcf of gas per day during 
the first twelve months of delivery following December 1, 1959 and Buyer 
shall have the right to buy and Gatherer shall have available for delivery 
to Buyer a maximum of seventy thousand (70,000) Mcf of gas per day. 
If Gatherer’s initial recoverable gas reserves do not equal 400,000,000 Mcf 
then the original daily contract minimum shall be ninety percent (90%) 
of such recoverable gas reserves as are available for delivery hereunder 
divided by 7300 and the original daily contract maximum shall be one hun- 
dred forty percent (140%) of such daily contract minimum. Effective 
December 1, 1960 and December 1, 1961, or the first and second anniversaries 
of first delivery hereunder, whichever are later, the daily contract minimum 
and maximum quantities set out above shall be increased by an additional 
fifty thousand (50,000) Mcf and seventy thousand (70,000) Mcf of gas per 
day respectively, or some lesser quantities as may be agreed upon following 
a joint study of the then dedicated reserves in the manner set out in Article 
XVI hereof. 

Although South Texas has not shown dedicated reserves of recoverable gas 
totalling 400,000 Mcf, Transco agreed to commence purchasing 50,000 Mcf of gas 
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per day and up to a maximum of 70,000 Mcf per day, as set forth in the contract. 
South Texas also has an option for the purpose of supplying Transco additional 
volumes of gas. Transco considers south Texas as a prolific gas producing area 
where the discovery of new gas is continuing and the full potential has not been 
realized. This contract provides for an initial price of 20-cents per Mcf, to be 
increased 1-cent each 5-years during its primary term of 20-years from the date 
of first delivery. Also, Transco has agreed to reimburse South Texas for %4 of 
any new or additional taxes levied subsequent to the date of the contract on the 
delivery of the gas. In addition to purchasing this gas for the purpose of meet- 
ing its present increasing system requirements, Transco claims that an addi- 
tional supply from the south Texas area is desirable because of the increasing 
prices charged for gas in south Louisiana, the advisability of greater diversity 
in sources of supply, and the foreseeable deficiency in its existing supply in 
1970 and 1971. 

South Texas,’ a Texas corporation, is a wholly-owned subsidiary of Coastal 
States Gas Producing Company. It owns and operates a natural gas transmis- 
sion system consisting of approximately 108 miles of pipeline, extending from 
points adjacent to the Rio Grande River in Hidalgo County, Texas, northward 
and crossing Starr and Brooks Counties to a point of connection with the Peoples 
Gulf Coast Natural Gas Pipeline Company at its La Gloria Station in Jim Wells 
County, Texas. The gas transported is from various fields located in the above 
counties and delivered and sold to Peoples as a part of that company’s gas which 
moves in interstate commerce. 

On July 2, 1959, pursuant to the Commission’s regulations applicable to “in- 
dependent producers,” South Texas filed the present application for the purpose 
of making the above-mentioned sale to Transco. The additional facilities nec- 
essary for this sale consist of approximately 200 miles of transmission pipe- 
line extending from a connection with South Texas’ existing line in or near 
Kelsey gas field in the southwest corner of Brooks County, across Jim Hogg 
and Webb Counties to the aforementioned point of connection with Transco 
in La Salle County, Texas, with lateral lines in Zapata, Webb, and Duval 
Counties, together with gathering lines in various fields and an 880-HP com- 
pressor station. South Texas will also use for this sale its existing facilities 
and take over the operation of the gas lines in Duval County, Texas, owned 
jointly by Coastal States Gathering Company and Southern Coast Corporation 
(Joint Venture),? and in Hidalgo County, Texas, the lines owned by Valley 
Industrial Gas Company. The overall mileage of the pipelines involved in 
the delivery of gas by South Texas to Transco is approximately 342 miles. 
On October 9, 1959, a temporary certificate was issued to South Texas to con- 
struct and operate the facilities and to sell gas to Transco, At this time, deliv- 
eries of gas are being made by South Texas to Transco. 

The financing of the South Texas project has been carried out by Coastal 
States Gas Producing Company, for which it receives from South Texas com- 
mon stock and long-term serial notes. As of March 1, 1960, the capitalization 
of South Texas was approximately 75 percent debt and 25 percent equity. 
Coastal’s capitalization as of June 30, 1959, was approximately 65 percent debt 
and 35 percent equity. South Texas uses a figure of $5,414,000 as the average 
net plant investment for the first year of service to Transco, and on this basis 


Coastal States Gas Producing Company, Valley Industrial Gas Company, Brooks Gath- 
ering Company, and the joint venture of Coastal States Gas Producing Company and 
Southern Coast Corporation are affiliates of South Texas. (South Texas Br., pages 6, 7.) 

*The Joint Venture is 50 percent owned by each party and in Duval County it has 
about 80 miles of gas lines. 
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has determined its operating income to be 5.87 percent on this plant invest- 
ment. This percentage as shown increases to 6.64 percent in the second year 
and 6.8 percent in the third year. 

South Texas, in furtherance of this project, negotiated with Transco a price 
of 20 cents per Mcf for gas and then determined that the price to be paid for 
gas would have to average 14 or 15 cents. The average price of gas purchased 
by South Texas is slightly less than 15 cents. South Texas is paying the in- 
dependent producer applicants in these proceedings the following prices per 
Mef for gas in Texas Railroad Commission District No. 4: In Brooks County, 
two are receiving 15 cents, and its affiliate, Brooks Gathering Company, 12% 
cents; in Duval County, 11 are receiving 12.122 to 12.122.68 cents, two 9 cents, 
and an affiliate, the Joint Venture, 15 cents; in Starr County, four are receiv- 
ing 14 to 14% cents; in Hidalgo County, ten are receiving 10 to 14% cents, one 
14.7 cents, two 15 cents, two 16 cents, one 17 cents, and the affiliates, Coastal 
States Gas Producing Company 10 cents, and Valley Industrial Gas Company 
141% cents; in Webb County, two are receiving 14 to 14% cents, two 16 cents, and 
an affiliate, the Joint Venture, 15 cents; and in Zapata County, two are receiv- 
ing 14% cents. 

In these proceedings are two applications by Tennessee Gas Transmission 
Company. In Docket No. G—19084, it seeks authorization to sell to South Texas 
gas produced from its interests in leases located in the Chiltipin Field, Duval 
County, Texas. The gas purchase and sales agreement between Tennessee 
and South Texas in this docket has been filed as a part of Tennessee’s Rate 
Schedule F-54. The initial price contained in such schedule is 12.122 cents 
per Mcf, plus 0.11637 cents tax reimbursement, at 14.64 psia. The total reserves 
underlying the leases in which Tennessee’s interests are dedicated by this con- 
tract are estimated to be 4,083 MMcf at 14.73 psia.*, On December 14, 1959, a 
temporary certificate was issued to Tennessee for the sale of this gas and de- 
liveries thereunder have commenced. In the other application in Docket No. 
G-18765, Tennessee Gas Transmission Company seeks authorization to sell 
to South Texas gas produced from certain interests owned by it in leases located 
in the North Monte Cristo Field, Hidalgo County, Texas, at an initial price 
of 17 cents per Mcf at 14.65 psia. The gas purchase and sales agreement 
between Tennessee and South Texas has been filed as a part of Tennessee’s 
proposed Rate Schedule F-47. On July 16, 1959, temporary certificate for 
the sale of this gas by Tennessee to South Texas was issued in this docket. 
This temporary certificate was not accepted and no deliveries of gas thereunder 
have been made by Tennessee. The gas reserves underlying this sale are esti- 
mated to be 60,970 MMcf at 14.73 psia, and the contract provides for a minimum 
daily delivery of 1,000 Mcf for each 8 million Mcf of dedicated reserves. The 
North Monte Cristo Field is located more or less in the central part of Hidalgo 
County, and crossing this field is one of Tennessee’s pipelines which is connected 
to its interstate system. 

Tennessee acquired its initial interest in the North Monte Cristo Field during 
the time of its pending application to sell gas to an affiliate, Midwestern Gas 
Transmission Company, and as a result had at that time a surplus of available 
gas.* Even though Tennessee here claims a surplus of gas at the time of entering 


3 Tennessee owns only certain undivided interests in these leases. Additional undivided 
interests are owned by Geode Petroleum Inc., and are involved in Docket No. G-19298 
herein. The estimate of 4,083 MMcf is a total of the reserves proposed to be dedicated by 
both Tennessee and Geode Petroleum Inc. 

*The applications of Midwestern Gas Transmission Company and Tennessee Gas Trans- 
mission Company in Docket Nos. G-16841 and G—16842, respectively, were granted on 
May 12,1959. (21 FPC 653.) 
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into the contract with South Texas, it was then purchasing gas in other areas 
and after May 12, 1959, stepped up its purchase program. There is no showing 
here made that it would further the public interest to allow Tennessee to sell 
this gas to South Texas rather than take it into its own system. If Tennessee 
has surplus gas at this time, or if the gas was not available to Tennessee’s lines, 
then some justification might exist for authorizing this sale, but such is not the 
case here. At the present time, Tennessee is buying gas in the Texas Railroad 
Commission District No. 4 at 12 and 14.6 cents, and for additional volumes is 
now offering in excess of 17 cents in this district. 

Continental Oil Company, in support of its application to sell gas from 
Javelina Field in Hidalgo County at 16 cents per Mcf, called attention to the 
prices heretofore paid for gas and submitted a so-called “economic analysis” to 
show a financial evaluation of its operations in this field. The acreage dedicated 
to this sale consists of 640 acres, and such acreage is a portion of the original 
lease secured by Continental in 1946 covering 22,000 acres. This evaluation is 
on a cost basis and is for the purpose of determining the amount Continental 
would have to charge for gas to recover its past and also contemplated future 
expenditures. The computation results in a figure of approximately $2.50 per 
Mcf. The Staff and Intervenors have taken exception to the classification of 
the costs. Aside from this, the study resurrects most of the so-called “capital 
expenditures” which, in the exercise of allowable discretion, were previously 
expensed or written off during the past years in which they occurred. Reac- 
counting of this nature offends the sound principles of accounting and destroy 
the validity and usefulness of the claimed costs for regulatory purposes. Thus, 
the study as presented cannot be considered as a justification for the contract 
price. 

Of the fifty-one applications consolidated for hearing, twenty-six were sup- 
ported by evidence offered through a witness or witnesses and twenty-four were 
supported by a stipulation that if a witness was called he would testify as 
follows: (1) The contract provisions and price resulted from arm’s length 
negotiations wherein seller sought the highest possible price; (2) the Seller is in 
no way affiliated with South Texas Natural Gas Company, Coastal States Gas 
Producing Company, or Southern Coast Corporation; (3) Seller accepts, for 
the purpose of this proceeding, the reserves and deliverability studies of South 
Texas Natural Gas Gathering Company; and (4) Seller is able and willing to 
perform the services and make the sale as provided in its contract and certificate 
application. In addition, it was stipulated as to each of the Applicants that the 
witness would also sponsor the application filed with the Commission, together 
with all exhibits thereto and the companion rate schedule. All of the inde- 
pendent producer applications and companion rate schedules were offered and 
received in evidence. 

All parties and Staff Counsel are in agreement that the additional volumes 
of gas to be purchased by Transco are needed to meet its market requirements 
and that Applicants have made a sufficient showing for the issuance of the 
requested certificates of public convenience and necessity, except as to matters 
relating to the rates to be charged. With regard to the rate matter, the follow- 
ing questions have been raised by Staff Counsel and the intervenors: (1) Should 
price conditions be imposed? (2) Is it necessary to eliminate the escalation 
clauses in the producers’ contracts with South Texas? (3) Will the “triggering” 
of Transco’s existing contracts occur as a result of this purchase from South 
Texas? (4) Should South Texas be limited to a six percent rate of return? 
(5) Need the affiliated producers, including the Joint Venture, justify the pro- 
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posed price on a cost-of-service basis? (6) Should the rate to be charged by 
South Texas to Transco be approved on an interim basis? 

The determination of these questions in certificate proceedings must be in 
accord with the Commission’s past practices and in the light of the decision in 
Atlantic Refining Co. v. Public Service Commission of the State of New York, 
360 U.S. 378 (CATCO). While rate issues may be raised in certificate pro- 
ceedings, the Commission has not required, nor does CATCO direct, that inde- 
pendent producers in such a proceeding establish the justness and reasonableness 
of their rates as required in Section 4 and 5 cases. Under the Commission’s 
procedure, certificate proceedings are expedited and the producers’ rate are held 
in line with current existing prices paid for gas pending determination of their 
reasonableness. 

The principal question is the level of the rates to be charged by the producers. 
The producers’ initial prices, as above-mentioned, range from 9 to 17 cents per 
Mcf.® The evidence in support of these prices consists of a claim of arm’s length 
negotiation of the contracts to a presentation of fragmentary cost data and cur- 
rent prices paid for gas. Staff Counsel is contending for a ceiling of 14% cents 
per Mcf, and Long Island Lighting Company, Philadelphia Electric Company, 
Public Service Electric and Gas Company, The United Gas Improvement Com- 
pany, and Public Service Commission of the State of New York are contending 
for a ceiling of 14.6 cents per Mcf. Only 12 of the producer prices are in excess 
of 14% and 14.6 cents per Mcf. 

The basis for the 14.5 cents per Mcf recommended by Staff Counsel is that 
if Transco’s escalation clauses in its existing contracts under which it pur- 
chases gas for 7.14 to 8.06 cents per Mcf were activated, then a 17 cent price 
would result in an increased cost of gas to Transco of $12 million a year, and 
a 14.5 cent price would result in approximately a $3 million increase. The 14.5 
cent figure is related to the fact that 70 percent of the reserves dedicated in these 
proceedings to South Texas is sold at a price of 14.7 per Mcf or a lesser amount. 
Just how this computation justifies a producer price of 14.5 cents, or any price, 
is not disclosed. Further, neither during the hearing nor in Staff’s brief is the 
position taken that the escalation clauses in Transco’s existing contracts will be 
activated by the purchase of gas from South Texas.® 

Long Island Lighting Company, Philadelphia Electric Company, Public Serv- 
ice Electric and Gas Company, and The United Gas Improvement Company, in 
substantiation of the recommended 14.6 cent price per Mcf as to nine of the 
producers,’ claim that the initial prices to be charged of 15, 16, and 17 cents per 
Mcf have not been supported and are out of line with existing prices in District 
No. 4. These intervenors presented a study based on the year 1958 which dis- 
closed a weighted average price paid by interstate pipelines for gas in District 
No. 4 of 11.52 cents per Mcf and the maximum price as being 14.69 cents per 
Mcf. It was pointed out from the study that 75 percent of all deliveries from 
this District were being made at or below a price of 12.22 cents and 82 percent 


6 Only one sale is proposed at 17 cents per Mcf, and that is by Tennessee Gas Trans- 
mission Company to South Texas from the North Monte Cristo Field heretofore referred 
to under Docket No. G—18765. 

The statement by Staff’s witness that certain of Transco’s escalation clauses in exist- 
ing contracts would be activated was subsequently changed and the position was taken 
that the favored nation clause would not automatically be “triggered” and that this com- 
putation applied only if the escalation clauses were activated. 

7Carrl Oil & Hawn Bros. @ 15¢; H. L. Brown @ 15¢; Continental Oil Company @ 
16¢; Tennessee Gas Transmission Company @ 17¢; George H. Coates et al. @ 16¢; 
W. R. Ransome, Trustee, @ 15¢; Bettis and Shepherd @ 14.7¢; Glen A. Martin et ai. 
@ 16¢; and Skelly Oil Company @ 16¢. 
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of all sales were under a 14 cent level. It is not contended that this study is 
comparable with the exhibits submitted by certain Applicants ® relating to the 
prices paid for gas in District No. 4, nor is the study used as a basis for the rec- 
ommended price of 14.6 cents. The recommended price is related to a rate of 
14.6 cents which was accepted by the Commission in six rate cases, which were 
settled, pertaining to gas purchased in District No. 4. The Public Service Com- 
mission of New York likewise recommends a maximum price of 14.6 cents per 
Mcf on the same grounds. It is not contended that the 14.6 cents is a just and 
reasonable rate to be charged by the producers in south Texas. 

The short answer to the above requests for a condition imposing a maximum 
price is that the producer prices herein do not establish a higher “plateau” in 
that the Commission has already issued certificates to producers in said District 
No. 4 in which a price of 18 cents has been found to be required by the public 
convenience and necessity. Thus, the questions of “holding the line” or justifi- 
cation of rates in excess of established prices are not present in these proceed- 
ings. See Peoples Gulf Coast Natural Gas Pipeline Company, et al., Docket No. 
G-19086, et al., Order issued July 29, 1960, 24 FPC 106. 

The question of eliminating escalation clauses that appear in certain pro- 
ducer contracts has been again raised in these proceedings. Consolidated Edi- 
son Company wants these escalation clauses eliminated, on the ground that such 
clauses contravene the public interest and unless eliminated will be a violation 
of the Commission’s own regulations. Long Island Lighting Company, Philadel- 
phia Electric Company, Public Service Electric and Gas Company, and The 
United Gas Improvement Company also join in requesting the elimination of the 
escalation clauses. The Consolidated Edison Company misconstrues the pur- 
pose of the Commission’s Regulations,® which were promulgated for the purpose 
of requiring independent producers to file under Section 4 of the Natural Gas Act 
proposed changes in rates and charges to be demanded, charged, or collected, 
such as proposed changes resulting from escalation clauses, and not as a prohibi- 
tion against the right of producers to seek a just and reasonable rate. The 
Commission has heretofore held that contract provisions in conflict with its 
regulations need not be eliminated from the contract in a proceeding in which 
these same intervenors participated. See Transco Gas Pipeline Corporation, 
Docket No. G—7029, et al., 20 FPC 166. 

The Public Service Commission of New York raises the question as to the 
effect of the escalation clauses in Transco’s contracts in District Nos. 2 and 4, 
and while it is uncertain as to whether or not this proposed purchase by Transco 
from South Texas will have an effect on Transco’s existing contracts, it wants 
the Commission to determine in these proceedings, or some other proceeding, 
that such favored nation clauses in Transco’s existing gas purchase contract will 
not result in a “triggering” of general price rises by the proposals herein. It 
also requests that, if the Commission does not so find, the certificates issued to 
Transeo contain a condition requiring that company to agree not to pass on to 
its customers increased gas costs occasioned by a “triggering” of favored nation 
clauses in its District Nos. 2 and 4 gas purchase contracts. Transco takes the 
position that its existing gas purchase contracts will not be “triggered” by this 
purchase from South Texas, and this position is concurred in by Long Island 
Lighting Company, Philadelphia Electric Company, Public Service Electric and 
Gas Company, and The United Gas Improvement Company. 

































® Exhibit Nos. 14 and 17. 
® Commission Order No. 174—B, issued December 17, 1954. 
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The escalation provision in question provides (Pan American Rate Schedule 
81, Article 8, Tr. 1119, 1139) : 

If during the term of said contract buyer purchases from any other seller gas 
produced from lands located in Railroad Commission of Texas District No. 
IV as presently defined for any term of ten years or more at a price or under 
any terms or provisions affecting or in any manner having a bearing on 
the price more favorable to the other seller than provided for seller in this 
contract, buyer will thereupon notify seller in writing of such other pur- 
chase and submit to seller a copy of all of the terms and provisions under 
which buyer is so purchasing gas from such other seller, and will elect and 
advise the seller at the time whether it is willing to apply all the terms 
and provisions relating to the price of gas from such other seller to the extent 
that they may be applicable under the circumstances to the gas thereafter 
delivered by seller to buyer from seller’s leases and residue gas supplied 
under this contract. (Emphasis supplied.) 

Transco’s management takes the position that it will not, nor is it obligated 
by the above language to, tender the prices named in these proceedings to other 
producers from which it is purchasing gas in Districts 2 and 4. 

The above rate schedule also provides: 

If buyer fails to elect or elects not to apply the terms and provisions re 
lating to the purchase of gas by buyer from such other seller to gas there- 
after delivered by seller from seller’s leases and residue supply, seller shall 
have the right, by giving written notice to buyer within 30 days after 
receipt of the above-mentioned notice from buyer to terminate this contract. 

The above provisions in the contracts are not controlling either as to price 
or termination of the service. Such matters are subject to Commission deter- 
mination. Under Section 7(b) of the Natural Gas Act, termination of service 
to Transco by any producer is subject to Commission approval. Likewise, any 
increase proposed in the price of gas by producers selling to Transco is required 
under the Commission’s regulations to be filed under Section 4 of the Natural 
Gas Act and is subject to review as to the reasonableness of the proposed in- 
crease. See Episcopal Theological Seminary v. Federal Power Commission, 269 
F’. 2d 228, cert. den. 361 U.S. 895. 

As to the requested condition to prohibit Transco from passing on just and 
reasonable increases in its cost of gas that may occur, it must be borne in 
mind that regulation is not intended nor can it deprive a company from earning 
a just and reasonable return. 

Staff Counsel has requested that South Texas be restricted to a six percent 
rate of return, on the grounds that South Texas has failed to offer evidence 
relating to this item and that the full weight of the entire Coastal States’ 
system stands behind South Texas. While it may be desirable in some cer- 
tificate cases to condition earnings to a named rate of return, such a condition 
must rest on appropriate evidence which is not present in these proceedings. 
See Blueficld Waterworks &€ Improvement Co. v. Public Service Commission, 
262 U.S. 679, 692. 

Staff Counsel also desires that these proceedings be reopened for the purpose 
of requiring the production of cost data 1s to the payments between Coastal 
States Gas Producing Company, Brooks Gaihering Company, and Valley Indus- 
trial Gas Company, and their affiliate South Texas, and also for Coastal States 
Gas Producing Company, the parent of South Texas, to produce its costs asso- 
ciated with interest held in leaseholds from which certain producers, as opera- 
tors, are selling gas to South Texas. This request rests solely on the ground 
of affiliation and no contention is here made that the prices in the contracts 
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named are out of line. Likewise, Staff Counsel and Long Island Lighting Com- 
pany, Philadelphia Electric Company, Public Service Gas and Electric Com- 
pany, and The United Gas Improvement Company have questioned the cost 
study submitted on behalf of the Joint Venture,!° which is affiliated with South 
Texas, as being incomplete. In these proceedings the extent of the affiliated 
profits are not disclosed. The cases referred to by Staff Counsel in dealing with 
affiliated projects are rate proceedings, and in such proceedings it is necessary 
for a determination as to the affiliated profits. However, such a determination 
and their elimination has not been required by the Commission in certificate 
cases. To change the past practices without prior notice to the above applicants 
where the prices are not out of line and reopen these proceedings will only result 
in a delay that would adversely affect the non-affiliated applicants and thus 
would not be in the public interest. Further, the elimination of such profits 
can more appropriately be accomplished in a rate proceeding and thus not extend 
these certificate hearings for necessary verification of the cost data. 

The intervenors, except the Consolidated Edison Company, request that the 
initial rate for gas sold by South Texas to Transco be reduced, or that a condi- 
tion attach accepting the rate filing on an interim basis pending further deter- 
mination as to its reasonableness. Such proposed conditions rest principally on 
these intervenors’ contention that South Texas’ cost of service will be affected 
by the establishment of a maximum initial producer price and on the elimination 
of affiliated profits. Under the determination heretofore made, such conditions 
are not justified. 

Additional findings and conclusions 


Upon consideration of the record in these proceedings, it is found and con- 
cluded, in addition to the findings and conclusions heretofore stated, that: 

(1) Transco is a “natural-gas company” within the meaning of the Natural 
Gas Act, and its facilities for which a certificate is requested will constitute an 
integral part of Transco’s transmission system and will be used to transport 
natural gas moving in interstate commerce for resale to ultimate consumers. 
The construction and operation of such facilities, together with the sale of gas 
by Transco, are subject to the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(2) Transco is a qualified applicant and is able and willing properly to do 
the acts and to perform the service proposed and to conform to the provisions 
of the Natural Gas Act and the requirements, rules and regulations of the 
Commission thereunder. 

(3) The facilities above-referred to and the operation of such facilities, in- 
cluding the sale of natural gas to be purchased, are required by the public con- 
venience and necessity, and a certificate authorizing the same should issue upon 
the terms and conditions of this order, which terms and conditions are required 
by the public convenience and necessity. 

(4) The application of Horizon Oil & Gas Company, in Docket No. G-18607, 
should be dismissed for failure to appear and offer evidence in support thereof. 

(5) The application of Tennessee Gas Transmission Company, in Docket No. 
G-—18765, should be denied, as the evidence offered in support thereof does not 
justify the issuance of a certificate of public convenience and necessity. 

(6) The other above-named applicants, including Tennessee Gas Transmis- 
sion Company in Docket No. G—19084, are now, or will become upon the com- 
mencement of the sale of natural gas proposed in these proceedings, natural-gas 


1% The Joint Venture purchases gas at 12.122 cents per Mcf and sells such gas to South 
Texas at 15 cents. 
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companies within the meaning of the Natural Gas Act as independent producers 
of natural gas, as that term is defined in Section 154.9(a) of the Commission’s 
Regulations, engaged in the sale of natural gas in interstate commerce for 
resale for ultimate public consumption, and such sales, together with the con- 
struction and operation of any facilities subject to the jurisdiction of the Com- 
mission necessary therefor, are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(7) The independent producers referred to in the above paragraph (6) are 
qualified applicants and are able and willing properly to do the acts and to 
perform the service proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, rules and regulations of the Commission there- 
under. 

(8) The sale of natural gas as proposed by the independent producers re- 
ferred to in the above paragraph (6) together with the construction and opera- 
tion of any facilities subject to the jurisdiction of the Commission necessary 
therefor are required by the public convenience and necessity and a certificate 
authorizing the same should issue to each of them upon the terms and condi- 
tions of this order, which terms are required by the public convenience and 
necessity. 

(9) The attachment of conditions to the certificates issued and for the 
reopening of these proceedings as requested by Staff Counsel and the intervenors 
are not required by the public convenience and necessity and should be denied. 


Order 


WHEREFORE, IT IS ORDERED, subject to review by the Commission, that: 

(A) A certificate of public convenience and necessity is hereby issued to 
Transco in Docket No. G—18920, authorizing the construction and operation of 
the facilities referred to above, all as more fully described in the application in 
these proceedings, for the transportation and sale of natural gas in interstate 
commerce as set forth therein, upon the terms and conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued to each 
of the applicants referred to in finding (6) for the sale of natural gas in inter- 
state commerce for resale as proposed in their applications, save and except as 
to Tennessee Gas Transmission Company in Docket No. G—18765, together with 
the construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, upon the terms and conditions of this order. 

(C) As a condition to the certificates issued hereby to Transco and South 
Texas, the volumes of gas to be purchased by Transco and the sale thereof by 
South Texas is hereby limited to the proposed maximum volume of 70,000 Mcf 
per day. 

(D) The general terms and conditions set forth in paragraph (c) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the certificate issued to Transco in paragraph (A) hereof. 

(E) The applicants shall notify the Commission of their acceptance of the 
certificates issued in writing and under oath within 30 days from the date of 
the issuance of this order. 

(F) The certificates issued herein are not transferable and shall be effective 
only so long as each of said applicants continues the acts and operations herein 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations, and orders of the Commission. 

(G) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act or of Part 154 of the 
Commission’s Regulations under the Natural Gas Act requiring the filing of 
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rate schedules for the service herein authorized, and is without prejudice to 
any findings or orders which have been or hereafter may be made by the Com- 
mission in any proceeding now pending or hereinafter instituted by or against 
the applicants. Further, the action taken in these proceedings shall not fore- 
close nor prejudice any further proceeding or objection relating to the operation 
of any price or related provisions in the gas purchase contracts here involved. 

(H) The rate schedules of the independent producers referred to in the above 
paragraph (B) which set forth provisions for changing the initial rate to be 
demanded, charged and collected will, when invoked, constitute a change in such 
rates and charges within the meaning of Section 4(d) of the Natural Gas Act and 
Section 154.94 of the Commission’s Regulations thereunder. 

(1) The requests referred to in the above finding (9) for attachment of con- 
ditions to the certificate hereby issued and for the reopening of these proceedings 
are hereby denied. 

(J) The application for a certificate of public convenience and necessity by 
Tennessee Gas Transmission Company in Docket No. G—18765 is hereby denied. 

(K) The application for a certificate of public convenience and necessity by 
Horizon Oil & Gas Company in Docket No. G-18607 is hereby dismissed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CALIFORNIA ELECTRIC POWER COMPANY, DOCKET NO. E-6962 


ORDER AUTHORIZING ISSUANCE OF PROMISSORY NOTES 


(Issued November 23, 1960) 


California Electric Power Company (Applicant), a corporation organized 
under the laws of the State of Delaware and authorized to do business in the 
States of California, Nevada and Arizona, having its principal business office 
at San Bernardino, California, filed an application on October 10, 1960, as sup- 
plemented October 26, 1960, for authority pursuant to Section 204 of the Federal 
Power Act, to issue short-term Promissory Notes in the aggregate principal 
amount of $15,000,000 outstanding at any one time. 

The proposed Notes will be issued from time to time, in accordance with the 
terms of a loan agreement dated September 30, 1960, between Applicant and the 
Bank of America National Trust and Savings Association to evidence loans to 
Applicant thereunder. The agreement will provide Applicant with a revolving 
line of credit in the amount of $15,000,000 during the period beginning October 
31, 1960 and ending October 81, 1961. 

Each of the proposed Notes will mature, by its terms, not more than 12 months 
after its date of issuance, and, in any event, prior to January 30, 1962. Each 
Note will bear interest at a fluctuating rate equal at all times during the life 
thereof to the prime rate of Bank of America for 90-day to 180-day prime com- 
mercial loans. The agreement provides for prompt notification to Applicant of 
any change in Bank of America’s prime rate and for the adjustment accordingly 
of the interest payable on all Notes then outstanding as of the date such change 
became effective. The agreement also provides that each of the proposed Notes 
will be subject to prepayment at any time prior to the maturity thereof without 
penalty to Applicant. No commitment fee will be paid. 

The application indicates that no underwriter’s or finder’s fee will be paid in 
connection with the proposed issuance of Notes and that none of the proposed 
Notes will be resold by Bank of America to the general public. 
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The Applicant and the Bank of America National Trust and Savings Asso- 
ciation, on August 31, 1959, entered into an agreement which covered a revolving 
line of credit in the amount of $15,000,000 during the period from October 31, 
1959 to October 31, 1960. The Commission authorized Notes under this agree- 
ment in an order issued on October 30, 1959 (Docket No. E-6901), 22 FPC 771, 
and Applicant issued Notes from time to time, under the agreement, until it had 
$9,500,000 in Notes outstanding in May, 1960. Applicant, in May, 1960, issued 
and sold $12,000,000 First Mortgage Bonds, 544%, due 1990, pursuant to au- 
thority granted by this Commission on May 12, 1960 (Docket No. E-6932), and 
used a part of the proceeds to discharge all Notes then outstanding. On October 
31, 1960, according to Applicant, there will be $3,500,000 aggregate principal 
amount of Notes outstanding under the loan agreement of August 31, 1959. The 
proceeds from the first borrowing under the new loan agreement, Applicant 
states, will be used to refund these obligations. Except for this refunding 
borrowing, the proceeds from the new $15,000,000 credit, or such portion as 
may be borrowed by Applicant from time to time, will be applied as interim 
financing to the payment of the cost of its construction program for 1960 and 
part of 1961. Applicant estimates its total construction expenditures for 1960 
at $17,270,000, including $7,370,000 toward construction of the first unit (60,000 
kw) at the new Cool Water steam-electric generating station, $38,500 toward 
construction of the second Cool water unit, and $9,861,500 for new transmission 
and distribution lines and substations and general construction. The 1961 
construction program includes $2,500,000 for the completion of the first unit at 
Cool Water, $1,150,000 toward construction of the second Cool Water unit, and 
$9,150,000 for new transmission and distribution lines and substations and 
general construction. 

Applicant states that it anticipates that a permanent financing will take place 
in the spring of 1961 and that at that time all or a large portion of the proposed 
short-term bank Notes will be discharged. 

Written notice of the application has been given to the Arizona Corporation 
Commission, the California Public Utilities Commission, and the Nevada Public 
Service Commission, and to the Governor of each of those States. Notice of the 
application was also given by publication in the Federal Register on October 22, 
1960 (25 F.R. 10109), stating that any person desiring to be heard or to make 
any protest with reference to the application should file a petition or protest 
on or before November 7, 1960, with the Federal Power Commission, Washington 
25, D.C. No protest or petition or request to be heard in opposition to the grant- 
ing of the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, 
as heretofore described and set forth in the Commission’s order issued August 
30, 1957, California Electric Power Company, Docket No. E-6770 (18 FPC 239). 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the Act. 

(3) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $15,000,000 outstanding at any one time, as described 
above, will be in excess of 5% of the par value of other securities of Applicant, 
and, therefore, will not be exempt by virtue of Section 204(e) of the Act from 
the requirements of Section 204(a) of the Act. 

(4) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.1a of the Com- 
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mission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1a(a) (2) thereof. 

(5) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by the State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance is, 
therefore, not exempt by virtue of that Section from the requirements of Sec- 
tion 204 of the Act. 

(6) The proposed issuance of securities, as hereinafter authorized, will be 
for a lawful object, within the corporate purposes of Applicant and compatible 
with the public interest which is appropriate for and consistent with the proper 
performance of service by Applicant as a public utility, and which will not 
impair its ability to perform that service, and is reasonably appropriate for such 
purposes. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes in the aggregate principal 
amount of not to exceed $15,000,000 outstanding at any one time, upon the terms 
and conditions and for the purposes set forth in the application, all as described 
above, is authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes issued pursuant hereto, being prior to January 30, 1962. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-6963 
ORDER AUTHORIZING THE ISSUANCE OF PROMISSORY NOTES 
(Issued November 23, 1960) 


Gulf States Utilities Company (Applicant), incorporated under the laws of 
the State of Texas and qualified to do business as a foreign corporation in the 
State of Louisiana, with its principal place of business in Beaumont, Texas, 
filed an application on October 27, 1960, as amended November 7, 1960, request- 
ing authorization, pursuant to Section 204 of the Federal Power Act, for the 
issuance of not to exceed $20,000,000, aggregate principal amount of Promissory 
Notes, outstanding at any one time. 

The proposed Notes will be issued to evidence loans to be obtained from 
Irving Trust Company and The Chase Manhattan Bank, both of New York, New 
York, pursuant to credit agreements dated October 7, 1960, between Applicant 
and the two banks. Together, these two agreements will enable Applicant to 
borrow or to reborrow at any time during the period December 30, 1960, to 
December 31, 1961, inclusive, up to a total principal amount of $20,000,000. 
Each Note will mature on December 31, 1961, and will bear interest at the prime 
rate of the lender in effect at the time of each borrowing. As of the date of the 
afore-mentioned agreements, that prime rate was 444%. Payment of all Notes 
outstanding, or any part thereof, may be anticipated without penalty, and the 
full amount of such payment will be immediately restored to the aggregate 
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principal amount of the credit available under the loan agreements. No com- 
mitment fee will be charged in connection with the proposed issuance of Notes. 

Applicant plans to utilize the proceeds from the proposed issuance of Notes 
to (1) pay off an estimated $7,700,000, aggregate principal amount of Promis- 
sory Notes, expected to be outstanding on December 31, 1960;* and (2) carry 
forward its current construction program, which is anticipated to cost approxi- 
mately $45,000,000 for the year 1961 and approximately $187,000,000 for the 
four-year period 1960-1963. Applicant expects to add 984,000 kw of generating 
capability during the period January 1, 1960, to the spring of 1964. Two 220,000 
kw generating units are being installed at a new power station now under 
construction between Orange and Port Arthur, Texas, the first of such units to 
commence operation in 1962 and the second unit in 1963. In 1962 construction 
will begin on a 220,000 kw generating unit that is scheduled for commercial oper- 
ation at the Willow Glen Station near Baton Rouge, Louisiana, in early 1964 
Along with the installation of additional generating facilities, this program 
includes construction upon new or increased capacity transmission and distri- 
bution lines, substations, and equipment. 

The Applicant states that no finder’s fee or other fee will be paid in connection 
with the proposed issuance of Notes, and that none of the proposed Notes will 
be resold to the general public. 

Applicant contemplates undertaking permanent financing from time to time 
to discharge all or a portion of the proposed Notes then to be outstanding. The 
exact amount and type of securities to be issued, however, cannot be determined 
at this time. 

Written notice of the application has been given to the Louisiana Public 
Service Commission and the Texas Railroad Commission, and to the Governor of 
each of those States. Notice has also been given by publication in the Federal 
Register on November 8, 1960 (25 F.R. 10672), stating that any person desiring 
to be heard or to make any protest with reference to the application should file 
a petition or protest on or before November 21, 1960, with the Federal Power 
Commission, Washington 25, D.C. No protest, petition or request to be heard 
in opposition to the granting of the application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued November 
27, 1957, Gulf States Utilities Company, Docket No. E-6785 (18 FPC 701). 

(2) The proposed issuance of Promissory Notes, as described above, will 
constitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission within 
the meaning of Section 204(f) of the Act; and the proposed issuance of 
Promissory Notes, as described above, is, therefore, not exempt by virtue of that 
Section from the requirements of Section 204 of the Act. 

(4) The proposed issuance of Promissory Notes in the aggregate principal 
amount of $20,000,000, all as described above, will be in excess of 5% of the 
par value of the other securities of Applicant, and, therefore, will not be 
exempt by virtue of Section 204(e) of the Act from the requirements of Section 
204(a) of the Act. 


*By order issued December 10, 1959, Gulf States Utilities Company, Docket No. E-6909 
(22 FPC 1026), the Commission authorized Applicant to issue not to exceed $20,000,000, 
principal amount of Promissory Notes, outstanding at any one time, conditioned upon 
the final maturity of all such Notes being not later than December 31, 1960. 
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(5) The proposed issuance of Promissory Notes, described above, will be 
exempt from the competitive bidding requirements of Section 34.la of the 
Commission’s Regulations under the Federal Power Act by reason of Paragraph 
34.1(a) (2) thereof. 

(6) The proposed issuance of Promissory Notes, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of the Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance by the Applicant of service as a public utility, 
and which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 

(7) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed issuance of Promissory Notes by the Applicant, in an 
aggregate principal amount of not to exceed $20,000,000 at any one time out- 
standing, upon the terms and conditions and for the purposes set forth in the 
application, is hereby authorized, subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the final maturity of 
all Notes to be issued pursuant thereto, being not later than December 31, 1961. 

(C) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, ac- 
counts, valuations, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(D) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IOWA POWER AND LIGHT COMPANY, DOCKET NO. E-6965 


ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK AND FIRST 
MORTGAGE BONDS 


(Issued November 23, 1960) 


Iowa Power and Light Company (Applicant), incorporated under the laws 
of the State of Iowa and doing business in that State, with its principal place 
of business in Des Moines, Iowa, filed an application on October 28, 1960, as 
amended November 7, 1960, for an order, pursuant to Section 204 of the Federal 
Power Act, authorizing the issuance and sale at competitive bidding of 100,000 
shares of Common Stock, par value $10 per share and $10,000,000, principal 
amount of First Mortgage Bonds, Series due 1991. 

Applicant proposes to invite separate sealed, written bids for the purchase 
of the proposed issuances through newspaper publication and by distribution 
of separate forms of bids, together with separate statements of terms and con- 
ditions relating thereto. The invitation for the purchase of the Stock will be 
made on or about November 28, 1960, and the invitation for the purchase of the 
Bonds will be made on or about January 4, 1961. 

All bids, whether from a single bidder or group of bidders, must be for the 
purchase of the entire issue of either the Stock or the Bonds, as the case may be. 

Zach bid for the purchase of the proposed issue of Stock must specify the price 
per share to be paid to Applicant, and shall obligate the successful bidder 
promptly to make a public offering thereof. Each bid for the purchase of the 





FEDERAL POWER COMMISSION 1003 


proposed issue of Bonds must specify the interest rate to be borne by the Bonds, 
which rate shall be a multiple of %th of 1 percent; the price exclusive of 
accrued interest to be paid to Applicant for the Bonds, which shall not be less 
than 99% of the principal amount thereof if a public offering of the Bonds is 
to be made, nor less than 100% of the principal amount thereof if no public 
offering is to be made; and that Applicant shall be paid the amount of the 
accrued interest on the Bonds from January 1, 1961 to the date of payment 
therefor and delivery thereof. 

Unless postponed, all bids for the purchase of the proposed issuance of Stock, 
whether from a single bidder or a group of bidders, must be presented to 
Applicant at or before 2:30 p.m., Central Standard Time, on December 6, 1960 
at the Assembly Room, Eighth Floor, 111 West Monroe Street, Chicago, Illinois, 
and those for the purchase of the Bonds must be presented at or before 10:00 
a.m., Central Standard Time, on January 11, 1961, at the same address. Unless 
Applicant rejects all bids for the proposed issuances of Stock or Bonds (which 
it reserves the right to do), or excludes a bid or bids for reasons specified in 
the respective statements of terms and conditions relating to bids therefor, it 
will accept the bid for purchase of the Stock which offers the highest price 
therefor and will accept the bid for the purchase of the Bonds which results 
in the lowest annual cost of money to it. Each bid for the purchase of the 
Stock must be accompanied by a certified or bank cashier’s check or checks in 
the aggregate amount of $100,000, payable in Chicago Clearing House funds; 
each Bond bid must be accompanied by such check or checks in the aggregate 
amount of $250,000. 

Applicant proposes to issue the Bonds under its Indenture of Mortgage and 
Deed of Trust dated as of August 1, 1943, to Harris Trust and Savings Bank 
and Harold Eckhart (W. H. Milsted, Successor Individual Trustee), Trustees, 
as heretofore supplemented and as to be further supplemented by an Eighth 
Supplemental Indenture to be dated as of January 1, 1961. 

Applicant states that the proceeds to be obtained will approximate $13,750,000, 
in aggregate amount and will be used to discharge approximately $9,560,000, 
principal amount of Promissory Notes, which Applicant has already issued or 
will have issued prior to completing the issuances and sales of the proposed 
Stock and Bonds. The Commission, in an order issued on October 9, 1958 
(Docket No. E-6841), as amended by orders issued June 5, 1959; February 17, 
1960 and July 15, 1960, authorized Applicant to issue up to $10,000,000, aggregate 
principal amount of Promissory Notes to be utilized for expenditures for addi- 
tions, betterments and improvements to Applicant’s properties used in and 
devoted to the conduct of Applicant’s public utility business. According to the 
application, Applicant’s electric construction expenses will aggregate approxi- 
mately $9,500,000, for 1960 and $11,000,000, for 1961. 

Written notice of the application has been given to the Iowa State Commerce 
Commission and to the Governor of that State. Notice has also been given by 
publication in the Federal Register on November 10, 1960 (25 F.R. 10750), 
stating that any person desiring to be heard or to make any protest with 
reference to the application should file a petition or protest on or before 
November 21, 1960, with the Federal Power Commission, Washington 25, D.C. 
No protest, petition or request to be heard in opposition to the granting of the 
application has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission, as 
heretofore described and set forth in the Commission’s order issued October 9, 
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1958, In the Matter of Iowa Power and Light Company, Docket No. E-6841 
(20 FPC 473). 

(2) The proposed issuances and sales of Stock and Bonds, all as described 
above, will constitute issuances of securities within the purview of Section 204 
of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issues here involved are regulated by a State Commission 
within the meaning of Section 204(f) of the Act, and neither of the proposed 
issuances of securities, therefore, is exempt by virtue of that Section from the 
requirements of Section 204 of the Act. 

(4) The proposed issuances and sales of Stock and Bonds, as hereinafter 
authorized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and consistent 
with the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appropriate 
for such purposes. 

(5) The public notice given the aforesaid application is reasonable. 

The Commission orders: 


(A) The proposed issuance and sale of Stock and the proposed issuance and 
sale of Bonds, upon the terms and conditions and for the purposes specified in 
the application, as described above, are authorized subject to the provisions of 
this order. 

(B) The proposed issuance and sales of Stock and Bonds at competitive 
bidding shall not be consummated until: 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k)(8) of the Commission’s Rules relating to compliance with 
competitive bidding requirements and Section 34.2(k) (4) of the Rules relating 
to affiliation, and shall have either filed such amendments or shall have mailed 
them and advised the Commission by telephone and telegram as contemplated by 
Section 34.9 of the Rules; 

(ii) The Commission, by further orders, shall have (1) approved the price 
per share to be received by Applicant for the proposed issuance of Stock, and (2) 
approved the price to be received by Applicant for the proposed issuance of 
Bonds and the interest rate thereof. 

(C) These authorizations shall expire unless the transactions hereby au- 
thorized are consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorizations are without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuation, estimates or determinations of cost or any other matter 
which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States in respect of any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN STATES POWER COMPANY, DOCKET NO. E-6964 











ORDER 





AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 





(Issued November 23, 1960) 


Northern States Power Company (Applicant), incorporated under the laws 
of the State of Minnesota and doing business in the States of Minnesota, North 
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Dakota and South Dakota, with its principal place of business in Minneapolis, 
Minnesota, filed an application on October 27, 1960 for an order, pursuant to 
Section 204 of the Federal Power Act, authorizing the issuance and sale at com- 
petitive bidding of $35,000,000, principal amount of First Mortgage Bonds, Series 
due 1990. 

Applicant proposes to issue the Bonds under a Trust Indenture, dated February 
1, 1937 from Applicant to Harris Trust and Savings Bank, Trustee, as heretofore 
supplemented and as to be further supplemented by a proposed new Supple- 
mental Trust Indenture to be dated as of December 1, 1960. 

On or about November 29, 1960 Applicant proposes to invite sealed, written 
bids for the purchase of the Bonds by newspaper publication and by distribution 
of a Form of Proposal, together with a statement of terms and conditions relating 
thereto and a form of purchase contract. All bids, whether from a single bidder 
or a group of bidders, must be for the purchase of the entire issuance of Bonds 
and must be on the Form of Proposal provided by Applicant, signed by the 
bidder, or by the Representative in the case of a group of bidders. Each bid 
must specify the interest rate to be borne by the Bonds, which rate shall be a 
multiple of 4% of 1 percent; the price exclusive of accrued interest to be paid 
to Applicant for the Bonds, which price shall be not less than 99% and not more 
than 102.75% of the principal amount thereof; and, that Applicant shall be paid 
the amount of the accrued interest on the Bonds from December 1, 1960 to the 
date of payment therefor and delivery thereof. 

Unless postponed, all bids for the purchase of the proposed issuance of Bonds 
must be presented to Applicant at Room 1100, 231 South LaSalle Street, Chicago 
4, Illinois, at or before 10:00 a.m., Central Standard Time, on December 6, 1960. 
Applicant, unless it rejects all bids or excludes a bid or bids for reasons specified 
in the statement of terms and conditions, will accept the bid which provides for 
the lowest annual cost of money. Each bid must be accompanied by a certified 
or bank cashier’s check or checks, payable in Chicago or New York Clearing 
House funds, in the aggregate amount of $1,050,000. 

Applicant will apply the proceeds of approximately $35,000,000, to be obtained 
from the proposed issuance of Bonds, to the payment of Promissory Notes pres- 
ently outstanding in the principal amount of $35,863,800, issued under authoriza- 
tion granted by this Commission in orders dated June 22, 1960 and September 
15, 1960 (Docket No. E-6934). Applicant states that if the proceeds from the 
sale of the proposed Bonds are insufficient to pay all of the Notes outstanding the 
balance will be paid from other funds of Applicant, and that if there is an excess 
of proceeds, the excess will be used in connection with Applicant’s construction 
program. 

Applicant estimates that its 1960 construction program will require approxi- 
mately $46,000,000, including $10,800,000 for completion of Unit No. 4 (156,250 
kw) at Black Dog steam electric generating station south of Minneapolis, 
Minnesota, scheduled for service in October, 1960, and expenditures for the 
Pathfinder nuclear generating station (66,000 kw), near Sioux Falls, South 
Dakota and for additions and improvements to transmission, distribution and 
substation facilities. Applicant and its subsidiary Northern States Power Com- 
pany (Wisconsin) estimate that they will spend on their construction programs 
approximately $50,000,000 in 1961 and $44,000,000 in 1962. According to the 
application, about $40,000,000 of the expenditures for 1961 and 1962 will be 
obtained from the sale of new securities and from internal sources. Short-term 
bank loans may also be made from time to time to finance the program 
temporarily. 
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Written notice of the application has been given to the Minnesota Railroad and 
Warehouse Commission, the North Dakota Public Service Commission, and the 
South Dakota’ Public Utilities Commission, and to the Governor of each of 
those States. Notice has also been given by publication in the Federal Register 
on November 8, 1960 (25 F.R. 10671), stating that any person desiring to be 
heard or to make any protest with reference to the application should file a 
petition or protest on or before November 21, 1960, with the Federal Power 
Commission, Washington 25, D.C. No protest, petition or request to be heard 
in opposition to the granting of the application has been received. 

By order dated November 16, 1960, the North Dakota Public Service Com- 
mission approved the proposed issuance of $35,000,000 principal amount of 
Bonds, in the manner and for the purposes described above. 

The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of Section 
204 of the Federal Power Act, subject to the jurisdiction of the Commission as 
heretofore described and set forth in the Commission’s order issued September 
1, 1955, In the Matter of Northern States Power Company, Docket No. E-6637 
(14 FPC 946). 

(2) The proposed issuance and sale of Bonds, as described above, will con- 
stitute an issuance of securities within the purview of Section 204 of the Act. 

(3) Applicant is not organized and operating in a State under the laws of 
which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 
of securities is, therefore, not exempt by virtue of that Section from the require- 
ments of Section 204 of the Act. 

(4) The proposed issuance and sale of Bonds, as hereinafter authorized, will 
be for a lawful object, within the corporate purposes of Applicant and com- 
patible with the public interest, which is appropriate for and consistent with 
the proper performance by Applicant of service as a public utility and which 
will not impair its ability to perform that service, and is reasonably appro- 
priate for such purposes. 

(5) The public notice given the aforesaid application is reasonable. 


The Commission orders: 


(A) The proposed issuance and sale of Bonds, upon the terms and conditions 
and for the purposes specified in the application, as described above, are author- 
ized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Bonds at competitive bidding shall not 
be consummated until: 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Federal 
Power Act relating to compliance with competitive bidding requirements, and 
Section 34.2(k) (4) of those Regulations relating to affiliation, and shall have 
either filed such amendments or shall have mailed them and advised the Com- 
mission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 

(ii) The Commission, by further order, shall have approved the price to be 
received by Applicant for the proposed issuance of Bonds and the interest rate 
thereof. 

(C) This authorization shall expire unless the transaction hereby authorized 
is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
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valuation, estimates or determinations of cost, or any other matter whatsoever 
now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States with respect to any securities to which 
this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TENNESSEE GAS TRANSMISSION COMPANY, DOCKET NO. G—19983 


ORDER PERMITTING SUBSTITUTE TARIFF SHEETS TO BECOME EFFECTIVE AND APPROVING 
REFUND PLAN 


(Issued November 23, 1960) 


Tennessee Gas Transmission Company (Tennessee) on November 1, 1960, duly 
tendered for filing 102 substitute tariff sheets* and a proposed plan of refunds 
pursuant to paragraphs (B) and (D) of our order issued August 9, 1960 in 
this matter. The substitute tariff sheets contain proposed rates based on cost 
of service and allocation data computed and presented in the same form and 
manuer as set forth in Tennessee’s exhibits heretofore offered in the proceeding 
in this docket, revised only to give effect to the 64% percent overall rate of return 
found reasonable in the aforementioned order. The proposed rates reflect an 
annual net reduction of $10,683,870 in the increased rates and charges proposed 
by Tennessee in this docket. 

Under its proposed plan of refund, Tennessee will refund to each jurisdictional 
customer the difference in the amounts billed each month from April 5, 1960 
to September 30, 1960 under the rates heretofore proposed in this docket and 
disallowed by our order issued August 9, 1960, 24 FPC 204 and the amounts 
which would have been billed each month to those customers at the rates 
contained in the aforementioned substitute tariff sheets, plus 7 percent interest. 
The principal amount of refund for this period aggregates $6,330,766. 

The only comments by any party to this proceeding on the foregoing filing 
were submitted by The Manufacturers Light and Heat Company, The Ohio 
Fuel Gas Company and United Fuel Gas Company, affiliates in the Columbia 
Gas System, Inc. Generally, the objections by those companies to the filing are 
the same as the contentions made by them in their motion for stay pending 
review which was denied by the Court of Appeals on October 28, 1960 (The 
Manufacturers Light and Heat Company, et al. v. F.P.C., CA 5, 283 F. 2d 729, per 
curiam opinion issued October 28, 1960, rehearing denied November 9, 1960). 
The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural Gas 
Act that the substitute tariff sheets listed above be permitted to become effective 
and the proposed plan of refund be approved as hereinafter provided. 


1The revised tariff sheets tendered for filing are: First Revised Sheets Nos. 7, 8, 9, 12, 
13, 14, 17, 18, 19, 22, 23, 24, 27, 28, 29, 32, 33, 34, 37, 39, 40, 42, 44, 45, 47, 49, 50, 52, 
54, 55, 57, 59, 60, 68, 70, 72, 74, 76, 78, 79, 81, 83, 85, 87, 89, 91, 98, 95, 97, 99, 101, 116, 
120, 124, 128, 129, 130, 181 and Second Revised Sheets Nos. 63, 64, 65, and 66 to FPC 
Gas Tariff, Eighth Revised Volume No. 1; Third Revised Sheets Nos. 10, 11, and 25 and 
Fifth Revised Sheet No. 48 to FPC Gas Tariff, Fourth Revised Volume No. 2; Second 
Revised Sheets Nos. 30, 51, 85, 105, 294, 305, 319, 341, 353, 517, 531, 536, 549, 551, 
565, 567, 580, 598, 607, 613, 615, 650, 1012, 1038, 1040, 1054, 1056, 1072, 1074, 1081, 
1083, 1090; Third Revised Sheets Nos. 281 and 307 and Fifth Revised Sheets Nos. 268 
and 279 to FPC Gas Tariff, Original Volume No. 38. 
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The Commission orders: 





(A) The substitute tariff sheets listed above and tendered by Tennessee on 
November 1, 1960, hereby are permitted to become effective as of April 5, 1960, 
subject to the provisions of paragraph (C) of the order issued August 9, 1960 
in this docket. 

(B) The plan of refund filed by Tennessee on November 1, 1960, modified to 
include any overcharges for the period subsequent to September 30, 1960, is 
approved, and Tennessee shall make the refunds hereby approved with interest 
at 7 percent per annum and shall report thereon as provided in paragraph (D) 
of the order issued August 9, 1960, together with releases from its jurisdictional 
customers acknowledging receipts of the amounts so refunded. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 




























PHILLIPS PETROLEUM COMPANY, DOCKET NOS. G-—1148, G-3175, G—4333, 
G-6621, G—7773, G—8623, G-8695, G-—8883, G—10359, G-10793, G—-10S83. G—11125, 
AND G-11217 





ORDER DENYING APPLICATIONS FOR REHEARING, AMENDING OPINION AND REJECTING 
APPLICATION FOR REHEARING 


(Issued November 25, 1960) * 





Under the provisions of Section 19(a) of the Natural Gas Act applications 
for rehearing have been filed with respect to the Commissicn’s opinion and order 
No. 338, issued September 28, 1960, 24 FPC 537. Timely applications were filed 
by Minneapolis Gas Company, the State and the Public Service Commission of 
Wisconsin, the Michigan Public Service Commission, Public Service Electric 
and Gas Company, the State and Public Utilities Commission of California and 
the Eastern Seaboard Companies.’ An application for rehearing was filed by 
the Public Service Commission of New York, but it arrived after the termination 
of the statutory period within which such applications may be filed. A response 
to the applications for rehearing was filed by Phillips, and reply was made by 
the Eastern Seaboard Companies but we rejected Phillips’ response. A number 
of the points raised by the applications for rehearing have been sufficiently 
answered in the original opinion and needn’t be discussed again. The principal 
points raised by the applications concern our authority to terminate these 
proceedings. 

Minneapolis Gas argues that we have no authority to terminate the Section 
5(a) investigation and Section 4(e) proceedings without making any finding 
as to the justness and reasonableness of Phillips’ rates. We did not make such 
a finding because we did not believe we were supported by the record in. doing 
so, and we were of the opinion that the public interest did not justify our con- 
tinuing these proceedings. In the first place we are given discretion as to 
whether to initiate proceedings either under Section 5(a) or Section 4(e). Sec- 
tion 5(a) provides that “Whenever the Commission, after a hearing had upon 
its own motions or upon complaint .. . shall find that any rate ... is unjust, 
unreasonable, unduly discriminatory, or preferential, the Commission shall de- 
termine the just and reasonable rate...” Under Section 4(e), relating to 
rate filings, “Whenever any such new schedule is filed the Commission shall 















*Affirmed 303 F. 2d 380 (CADC 1961) ; 373 U.S. 294. 


1Long Island Lighting Company, Philadelphia Blectric Company, and the United Gas 
Improvement Company. 
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have authority, either upon complaint . . ., or upon its own initiative without 
complaint ...to enter upon a hearing concerning the lawfulness of such 


Just as the statute leaves us with discretion as to whether to initiate proceed- 
ings, we have authority to discontinue the proceedings. Regulation under the 
Natural Gas Act is carried on in the public interest (Section 1(a)), and there 
is no obligation to continue these proceedings to the point of making a definitive 
finding with respect to Phillips’ rates, where the public interest is not served. 
Section 16 provides, ‘““The Commission shall have power to perform any and all 
acts, and to prescribe, issue, make, amend, and rescind such orders, rules, and 
regulations as it may find necessary or appropriate to carry out the provisions 
of this act.” We may now turn again to the basis for terminating these 
proceedings. 

As we stated in our opinion, on the basis of the record and the test year 1954, 
we cannot reach a decision on cost of service applicable to the years after the 
issuance of our opinion and order. The Eastern Seaboard Companies argue that 
we should grant rehearing, consolidate all of Phillips’ Section 4(e) proceedings 
and direct Phillips to submit a 1959 cost of service determination based on 
Opinion No. 338 as well as revised rate schedules designed to return its current 
costs. This, of course, would require reopening the record and the submission of 
completely new evidence. For the future it is our judgment that the interest of 
consumers and the exigencies of regulation will be better served in rate proceed- 
ings brought on an area basis rather than on an individual company basis. 
Therefore, we do not think it in the public interest to reopen these proceedings, 
to determine a cost of service on the basis of completely new evidence and to 
attempt to determine rates on the basis of Phillips’ individual cost of service. 

The basis of our decision to terminate the dozen Section 4(e) dockets was that 
the rates filed in those dockets produced less revenues than the cost of service 
determined in our opinion. The fact that some of these rates are in excess of 
the average cost of service determined by us is immaterial. Phillips’ rates would 
normally vary greatly because the sales are made at widely separated points and 
under different conditions, and there is nothing to show that these rates are dis- 
criminatory or preferential. In our judgment there is little or nothing to be 
gained for the consumer by continuing a complicated proceeding so as to deter- 
mine just and reasonable rates for Phillips when it is already known that Phillips 
was not earning its whole cost of service. To conclude, the attempt here to regu- 
late Phillips’ rates on an individual company basis has proved cumbersome and 
inexact. It has demonstrated however, that there is no public interest in con- 
tinuing the Section 4(e) proceedings, which are largely concerned with past 
periods. Furthermore, because of the lapse of time, the 1954 cost of service de- 
termined by us is not appropriate for the future. The more recent rate increases 
filed with us have been suspended under Section 4(e), and they will be subject 
to the new area methods of regulation discussed in our Policy Statement. In 
this way we can proceed to a more effective and expeditious regulation of the 
producer sales. 

A few additional comments are appropriate on other points. Wisconsin 
objects to our including in the rate base $8,430,758 representing net investment in 
the San Juan Basin producing leases which were transferred to Pacific North- 
west Pipe Line Corporation in November, 1955, after the end of the test year. 
We included these reserves because the record showed that they would be more 
than replaced after the test year, so that the San Juan Reserves did not abnor- 
mally inflate the test year rate base. Wisconsin argues that since we were not 
determining rates for the future it was inappropriate to include these reserves. 
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We were not determining rates for the future as of the time of our opinion, but, 
we were determining a cost of service for the future from the standpoint of 
the test year. That is, our cost of service would apply to the test year 1954 and 
for a reasonable time thereafter. 

Wisconsin also objects to our granting to Phillips a return of 11 percent on its 
rate base. It says that we are confusing the physical risk of producing gas 
with the financial risk assumed by investors. It adds that the physical risk is 
compensated for by the allowance of the cost of exploration development and 
production as an expense to Phillips in determining its cost of service. The 
financial risk, Wisconsin, in effect, says, is covered by the evaluation of the 
securities market as reflected in the earnings-price ratio, which we used as a 
factor in arriving at a fair rate of return. We do not think the situation is as 
simple as this. We must not only reflect past expenses in the cost of service 
and past risks in the rate of return, but as shown by our opinion, we must 
reflect the increasing expense and increasing risks of obtaining a gas supply. 
Therefore, as explained in our opinion, the use of 12 percent as an allowance 
for common equity and 11 percent for a fair rate of return was appropriate. 

Wisconsin also objects to our reference to the spiral escalation clauses in 
Phillips’ contracts as providing customer consent to Phillips’ proposed rate in- 
creases. It may be recalled that these clauses provide for a contractual increase 
in Phillips’ rates when its customer pipeline obtains an increase. Wisconsin 
says that they would purport to effect a change in rate between Phillips and its 
pipeline customers without compliance with Sections 4 or 5 of the Natural Gas 
Act and are therefore void as a matter of law. While the spiral clauses might 
change the contractual rights of the parties, Phillips can only change its rates 
by an appropriate filing under Section 4 of the Act. 

The Public Service Commission of the State of New York (PSC) has filed an 
application for rehearing which was mailed October 27, 1960, but was received 
by us on October 31, 1960, more than 30 days after the issuance of our Opinion 
No. 338, on September 28, 1960. Section 19(a) of the Natural Gas Act provides 
that aggrieved parties “may apply for a rehearing within thirty days after the 
issuance of such order.” As interpreted in our Rules “An application for 
rehearing of a proceeding may be filed within 30 days after the issuance of any 
final decision or order by the Commission.” (Section 1.34(a))* Therefore the 
application of PSC was not timely and must be rejected. Actually the applica- 
tion was directed to some of the same problems covered by the other applications 
for rehearing, particularly our decision not to determine Phillips’ rates for the 
future, so that if we had accepted PSC’s application for rehearing we would not 
have reached a different conclusion. 

It has come to our attention that certain revisions should be made in the 
computation of Phillips’ cost of service as set forth in appendices 9 and 10. To 
effect these revisions, amended appendices 9 and 10 are attached herewith. The 
purpose of the revisions is to correct the computation, to make explicit the 
treatment accorded the cost of raw gas, and to show gas used as compressor 
station and plant fuel gas separate from extraction losses and the treatment 
of its cost. The new computation in appendix 9, like the previous one,* shows 


2 Section 1.14(a)(1) of our Rules provides: 

The filing of written applications, complaints, declarations, petitions, protests, answers, 
motions, briefs, exceptions, rate schedules, notices, reports, or other pleadings, amend- 
ments to pleadings, documents, or papers, with the Commission as required or allowed by 
these rules, by any rule, regulation, or order of the Commission, or by any applicable 
statute, shall be made by filing them with the Office of the Secretary of the Commission 
in Washington, D.C. Any such papers must be received by the Commission in Washing- 
ton, D.C., within the time limit, if any, for such filing. 

® See our previous opinion, 24 FPC at 564. 
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the total gas produced and purchased amounting to 783,675,122 Mcf. This is 
divided, as before, on the basis of volumes into field sales and total gas gathered, 
the latter amounting to 687,145,852 Mcf. The total gas gathered on the basis 
of volumes is distributed to raw gas sales in the amount of 18,845,896 and residue 
gas sales from the system in the amount of 573,436,146, leaving 62,581,197 Mcf 
representing the loss in volumes from the extraction of the liquids, residue 
returned to leases and gas vented, and 32,282,613 Mcf representing compressor 
station and plant fuel and unaccounted for gas. Conversion is then made into 
Btu’s using 1151 Btu’s per cubic foot for the gathered gas and 1063 Btu’s per 
cubic foot for the residue gas. From the Btu figures obtained, percentages are 
derived showing that of the gas gathered, after subtraction of the raw gas 
sales, 16.7328 percent is allocable to extraction losses etc. and 83.2672 percent is 
allocable to residue gas sales. 

These percentages are employed in appendix 10 in computing the cost of 
service as described in our opinion.. As revised we arrive at a jurisdictional 
cost of service of $54,525,315 or 11.1009 cents per Mcf, subject to redetermination 
for purchased gas costs, gathering taxes and royalties. 


The Commission further finds: 


The assignments of error and grounds for rehearing in the above applications 
for rehearing set forth no new facts or principles of law which were not fully 
considered by the Commission when it issued its opinion and order September 28, 
1960, or which having now been considered warrant:any change or modification 
of said order except as noted above. Such specifications of error, contentions 
and arguments contained in the above applications for rehearing as are not 
specifically disposed of in the foregoing are without reasonable basis in law, 
or are immaterial to the correct decision of this case, and should be denied. 


The Commission orders: 


(A) The applications for rehearing filed by Minneapolis Gas Company, the 
State of Wisconsin and the Public Service Commission of Wisconsin, the Michi- 
gan Public Service Commission, Public Service Electric and Gas Company, the 
State and Public Utilities Commission of California and the Eastern Seaboard 
Companies are hereby denied. 

(B) Our opinion and order is hereby amended by substituting $54,525,315 or 


an average of 11.1009 cents per Mcf representing the cost of service, subject to 
adjustment of purchased gas costs, gathering taxes and royalties for the amounts 
appearing in our opinion and order particularly on pages 574, 575, and 578 (find- 
ing clause 2) and by substituting the figures appearing herein relating to the 
allocation of costs between residue gas and liquids for those appearing in our 
opinion, particularly on page 564. The attached appendices 9 and 10 are hereby 
substituted for the prior appendices 9 and 10. 

(C) The Application of the Public Service Commission of New York is hereby 
rejected. 

Commissioner Kline concurring in the result. 

Commissioner Sweeney not participating. 


424 FPC at 574. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


STATEMENT OF GENERAL POLICY NO. 61-1 
ORDER AFFIRMING ACTION OF SECRETARY 
(Issued November 25, 1960) 


On October 26, 1960, the State of Wisconsin and the Public Service Com- 
mission of Wisconsin filed an application for rehearing of our Statement of 
General Policy No. 61-1, issued September 28, 1960, 24 FPC 818, establishing 
rate standards for the regulation of independent producers. By letter of October 
28, 1960, the Secretary of this Commission rejected Wisconsin’s application on 
the ground that the Policy Statement is not a final order of the Commission, 
By letter filed November 2, 1960, Wisconsin returned the application stating 
that it was entitled to have the record show that it had filed an application for 
rehearing. 

Our Policy Statement will be used by us as a standard in determining whether 
to suspend rates and whether to deny or condition certificates of public con- 
venience and necessity with respect to price. However, the price standards set 
forth in the Policy Statement are subject to change from time to time and do not 
by the issuance of the Policy Statement become final determinations of the 
Commission with respect to rates of independent producers of gas. As the 
Policy Statement shows the rate standards will be applied to applications that 
come before the Commission subject to all of the requirements of the Act and 
our Rules with respect to hearings. Therefore we will affirm the action of our 
Secretary in rejecting Wisconsin’s application for rehearing. 





The Commission orders: 


The action of the Secretary of the Commission in rejecting Wisconsin’s appli- 
cation for rehearing of the Statement of General Policy No. 61-1 is hereby 
affirmed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 












EL PASO NATURAL GAS COMPANY, DOCKET NO. CP60-13 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE 





AND NECESSITY 


(Issued November 28, 1960) 






El Paso Natural Gas Company, El Paso, Texas, filed on June 28, 1960, an 
application for a certificate of public convenience and necessity to sell and 
deliver natural gas to Cascade Natural Gas Corporation (Cascade) at a point 
along El Paso’s main line near Burlington, Washington, for resale and dis- 
tribution in the communities of Sedro Woolley and Burlington, Washington, 
and their respective environs. Cascade is presently receiving natural gas from 
El Paso at said delivery point through facilities heretofore certificated by the 
Commission and the sales and deliveries which are the subject of this appli- 
cation will be made likewise by using the same facilities and no additional 
facilities will be needed by El Paso. 

By order issued June 18, 1954, under Docket No. G—1429, the Commission 
authorized Pacific Northwest Pipeline Corporation (Pacific) to sell and deliver 
natural gas to Cascade for distribution in Anacortes, Washington, and environs 
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and to construct and operate the necessary facilities. Pursuant to that order, 
Pacific initiated natural gas service to Cascade. El Paso, as successor to Pacific, 
has continued to provide that service at said delivery point. It appears that 
some of the natural gas heretofore delivered by El Paso to Cascade for dis- 
tribution in Anacortes, Washington, and environs, has been distributed by 
Cascade in and about the communities of Sedro Woolley and Burlington which 
are located approximately 17 and 24 highway miles distant, respectively, from 
Anacortes. Applicant believes there is uncertainty as to whether said order 
permits the sale and delivery of gas for resale in those communities and filed 
this application to resolve the uncertainty and to enable applicant to continue 
the sale and delivery of natural gas to Cascade for distribution to Sedro Woolley 
and Burlington and their respective environs. 

Cascade’s estimated requirements of natural gas during 1962 for the service 
which the Applicant herein proposes to continue are given in the following 
tabulation. The gas supply and requirements which are involved in this appli- 
cation are included in El Paso’s exhibits in Docket No. G—16235. 


| Estimated requirements 
(Mef @ 14.73 psia) 
| 


Annual | Maximum 
(1962) | day (1962-63) 
Burlington 
Sedro Woolley 
Anacortes 


150,714 | 602 
237, 265 | 1, 824 
1, 974, 531 7, 992 


2, 362, 510 | 10, 418 
| 


ee cttibadaniwicuinvncinonticmibhdonmcbeel cha hetiantheenkindets nettle asad eeimaleiaiaia } 


Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 17, 1960, respecting the issues presented by the application. No notice 
or petition to intervene or protest was received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a final decision pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 

The Commission finds: 


(1) The Applicant, El Paso Natural Gas Company, is a natural-gas company 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) The sales and transportation of natural gas which are proposed to be 
continued by El Paso, as described in its application, are made in interstate 
commerce subject to the jurisdiction of the Commission and are subject, there- 
fore, to the requirements of subsections (b), (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to du the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The sales and transportation of natural gas by the Applicant are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered. 

(5) The motion by staff counsel made orally during the hearing that the 
intermediate decision procedure be omitted pursuant to Section 1.30(c) of the 
Commission’s Rules of Practice and Procedure was not opposed by any party of 
record and, not having been denied by the Commission, is hereby granted. 
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The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to El 
Paso Natural Gas Company authorizing the sale and transportation of natural 
gas in interstate commerce to Cascade Natural Gas Corporation at a point along 
El Paso’s main line near Burlington, Washington, for resale and distribution in 
the communities of Sedro Woolley and Burlington, Washington, and their re- 
spective environs as proposed in the application. 

(B) The certificate hereby issued is not transferable and shall be effective 
only so long as Applicant continues the acts and operations hereby authorized 
in accordance with the provisions of the Natural Gas Act and the applicable 
rules, regulations and orders of the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


H. L. HAWKINS AND H. L. HAWKINS, JR. (FORMERLY H. L. HAWKINS, 
ET AL.), DOCKET NOS. G—12306, G—16314, G—16886, G-17821; H. L. 
HAWKINS AND H. L. HAWKINS, JR., (FORMERLY HAWKINS AND 
KELLY), G-—14184, G-17367; H. L. HAWKINS AND H. L. HAWKINS, JR. 
(FORMERLY GRUBB AND HAWKINS, ET AL.), G—16239; DELTA DRILL- 
ING COMPANY, ET AL., G-11625; AUSTRAL OIL EXPLORATION COM- 
PANY, INC. (OPERATOR, ET AL.), G-13842, G-16891;* HAWKINS AND 
KELLY, G—17066; H. L. HAWKINS AND H. L. HAWKINS, JR., ET AL., 
G—19825; H. L. HAWKINS AND H. L. HAWKINS, JR., G—19943, G—15628; 
H. L. HAWKINS AND H. L. HAWKINS, JR. (OPERATOR, ET AL.), G—20450 


ORDER REDESIGNATING PROCEEDINGS AND DISMISSING MOTION TO TERMINATE RATE 
SUSPENSION PROCEEDINGS 


(Issued November 28, 1960) 


On December 15, 1958, H. L. Hawkins and H. L. Hawkins, Jr. (Hawkins) filed 
a motion seeking to (1) terminate the proceedings in Docket Nos, G—12306, 
G-16314, G—16886, G-14184, G-16239, G-—11625, G-13842, G-16891 and G—17066, 
and (2) be discharged from the obligations to refund excess revenues as such 
may be determined in those proceedings. On May 5, 1960, Hawkins supplemented 
its motion by making an offer of settlement and added thereto the proceedings 
in Docket Nos. G—17367, G—15628, G—17821 and G-—19943. On October 17, 1960, 
Hawkins further supplemented its prior tenders and requested that Docket Nos. 
G-19825 and G—20450 also be considered in the proposed termination. 

In said filing, Hawkins stated that on January 1, 1958, H. L. Hawkins and 
H. L. Hawkins, Jr. formed a partnership and that each contributed his variously 
and individually held interests to the partnership. The Commission, by letter 
dated August 25, 1959, informed the partnership that the rate schedules affected 
by said partnership formation had been redesignated as the rate schedules of 
the partnership. It is appropriate that the related proceedings be redesignated 
as hereinafter ordered. 

The proceeding in Docket No. G—17066 was previously terminated by order 
issued February 2, 1959. The motion as to that proceeding is moot, and there- 
fore should be dismissed. The motion, as it relates to the proceedings in Docket 
No. G—11625, Delta Drilling Company, et al., and Docket Nos. G—13842 and 
G-16891, Austral Oil Exploration Company, Inc. (Operator), et al., should. be 


1 Now Austral Oil Company, Inc. (Operator), et al. 
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dismissed as Hawkins is not the proper party to submit such a motion therein. 
The proceedings in Docket Nos. G—15628, G-—16239 and G-—16886 relate to 
Louisiana state taxes which have been the subject of court litigation. The 
motion as to these dockets should be dismissed. 

The proceedings in Docket No. G-12306 relates to Hawkins’ FPC Gas Rate 
Schedule No. 1 in Docket Nos. G-19825 and G-17821 relate to Hawkins’ FPC Gas 
Rate Schedule No. 11 and in Docket Nos. G—14184, G-17367 and G—20450 relate 
to Hawkins’ FPC Gas Rate Schedule Nos. 1 and 13. In the offer of settlement, 
Hawkins proposes to reduce its rates as follows: As to Rate Schedule No. 1, from 
18.9¢ to 16.55¢ per Mcf as to Rate Schedule No. 11, from 22.0¢ to 16.0¢ per Mcf; 
and as to Rate Schedule No. 13, from 15.8¢ to 15.0¢ per Mef., all exclusive of 
taxes. In its offer of settlement, Hawkins submitted cost support for such levels 
and stated that it proposed to renegotiate the applicable contracts so as to 
eliminate the favored-nation clauses contained therein and to modify the 
periodic increased provisions from one- and two-year intervals to five-year 
intervals. 

On September 28, 1960, the Commission issued a “Statement of General Policy 
No. 61-1” in which it announced area price levels for the purpose of serving as 
a guide in determining whether proposed rate changes, such as those here 
proposed should be suspended and made subject to hearing. The price levels 
proposed in the Offer of Settlement, in each instance, is above that set out in 
the aforementioned statement. Therefore, upon consideration of all the pro- 
posed modifications of the basic sales contracts contained in the offer of 
settlement, the Commission concludes that the proposed modifications do not 
constitute sufficient justification for permitting the aforementioned rate levels 
of 16.55¢, 16.0¢ and 15.0¢ per Mcf to become effective without refund obligation. 

The proceedings in Docket Nos. G—16314 and G—19943 relate to Hawkins’ FPC 
Gas Rate Schedule No.7. In its motion, Hawkins states that deliveries from the 
wells covered by said Rate Schedule No. 7 have ceased and Hawkins therefore 
concurrently filed an application, pursuant to Section 7(b) of the Act, seeking 
authority to abandon the sale covered by said schedule. It would appear more 
appropriate to pass upon said proceedings at the time the Commission passes on 
the application to abandon the sale. 


The Commission finds: 


(1) The titles of the proceedings in Docket Nos. G-12306, G—16314, G—16886, 
G—17821, G-14184, G—17367 and G—16239 should be changed as hereinafter ordered. 

(2) Hawkins’ motion of December 15, 1958 as supplemented, as such relates to 
Docket Nos. G-17066, G-11625, G—13842, G-16891, G-15628, G—16239 and G-16886 
should be dismissed, as said proceedings are either moot, proceedings to which 
Hawkins is not a party, or proceedings which relate prematurely to the 
Louisiana taxes. 

(3) Good cause has not been shown and it would not be appropriate in the 
public interest to accept the proposed offer of settlement of the proceedings in 
Docket Nos. G—12306, G-19825, G-17821, G-14184, G—17367 and G—20450, as filed 
herein by Hawkins. 

The Commission orders: 


(A) The proceedings in Docket Nos. G—12306, G—16314, G-—16886, G—17s821, 
G-14184, G-17367 and G—16239 are hereby redesignated as H. L. Hawkins & 
H. L. Hawkins, Jr. 

(B) The aforesaid motions seeking termination of the instant proceedings and 


acceptance of the offer of settlement, as hereinbefore detailed, are hereby 
dismissed. 
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Commissioner Kline dissenting on the ground that increases are supported, 
both by the company and staff figures on cost of service. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 








THE NUECES COMPANY, DOCKET NOS. G-9290, G-20299 
























ORDER ACCEPTING OFFER OF SETTLEMENT, AS CONDITIONED, 
PROCEEDINGS 


AND TERMINATING 





(Issued November 29, 1960) 


On November 21, 1954, the Nueces Company’s increased rate of 11.903 cents 
per Mcf? of gas from the Agua Dulce Field, Nueces County, Texas Railroad 
Commission District No. 4, sold to Tennessee Gas Transmission Company became 
effective without suspension. By order issued January 27, 1956, in Docket No. 
G-9290, the Commission instituted an investigation of Nueces’ rates. This 
matter is now before us on exceptions to the examiner’s decision issued on 
November 4, 1959. On November 14, 1959, Nueces filed notice of a change in 
rates to 16.5 cents per Mef, as renegotiated with Tennessee, which rate was 
suspended until May 14, 1960, by order issued December 11, 1959, in Docket No. 
G-20299. On February 24, 1960, Nueces submitted an offer of settlement which 
proposed a rate of 14.6 cents per Mcf and which would delete the favored-nation 
and price redetermination provisions from Nueces’ contract with Tennessee. 
On May 14, 1960, Nueces’ suspended 16.5 cent rate became effective subject to 
refund. 

In view of Nueces’ offer to eliminate the flexible price provisions of its contract 
with Tennessee, it is considered that the public interest will best be served by 
accepting Nueces’ settlement, as conditioned below, consistent with our action 
in similar circumstances in such cases as Champlin Oil & Refining Co. (Opera- 
tor), et al., Docket No. G—19849, 28 FPC 861, and C. V. Lyman, Docket No. 
R160-368, 24 FPC 453. Tennessee has concurred in Nueces’ offer of settlement, 
and there has been no opposition from the other parties in these dockets. The 
acceptance of settlements such as the present one is in accord with the standards 
announced in the Statement of General Policy No. 61-1, issued September 28, 
1960, 24 FPC 818. The rate herein accepted gives recognition to the substantial 
public benefit realized from the surrender of the valuable contract rights pro- 
vided by flexible price clauses. 

Since the gas delivered by Nueces is not dehydrated, a downward adjustment 
of the settlement rate is required in order to equate it with comparable rates 
for pipeline quality gas. The orders in the Champlin and Lyman cases men- 
tioned above involved similar sales to Tennessee and provided a deduction of 
0.21931 cents for dehydration. The acceptance of the offer of settlement herein 
will be conditioned on Nueces filing its contract amendment in the form proposed 
but providing a rate of 14.88069 cents in lieu of 14.6 cents per Mcf for gas not 
dehydrated by Nueces. 

Finally, as a further condition of this order, Nueces will be required to refund 
to Tennessee any sums paid by Tennessee to Nueces in excess of 14.38069 cents 
per Mcf. Upon compliance by Nueces with the terms of this order, the proceed- 

















21 All rates herein are for volumes at 14.65 psia. 
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ings in Docket Nos. G-9290 and G-20299 will be terminated. It should be 
emphasized, however, that the acceptance of this settlement offer, as conditioned, 
shall not be construed as an acceptance or approval of any of the methods or 
principles used by Nueces in its cost-of-service presentation herein, nor shall 
it be construed as approval of any future increased rate proposed by Nueces 


under the periodic rate increase submitted in accordance with this order or 
otherwise. 


The Commission finds: 


The offer of settlement submitted by Nueces on February 24, 1960, in Docket 
No. G-20299 is, upon adoption of the terms and conditions hereinafter ordered, 
reasonable, proper, and in the public interest in carrying out the provisions of 
the Natural Gas Act, and such proposal, as modified, should be approved and 
made effective as hereinafter provided. 


The Commission orders: 


(A) The offer of settlement filed herein on February 24, 1960, as modified by 
this order, is hereby accepted upon the terms and conditions of this order. 

(B) Nueces shall execute with Tennessee, and shall file within 30 days from 
the date of issuance of this order, an amendment to its contract with Tennessee 
on file with the Commission as Nueces’ FPC Gas Rate Schedule No. 1, which 
filing shall conform to Nueces’ offer of settlement in all respects, except that 
the prices set forth therein shall reflect a deduction of 0.21931 cents per Mcf 
of natural gas not dehydrated by Nueces. This amendment shall be filed as a 
supplement to Nueces’ FPC Gas Rate Schedule No. 1, in the form required for a 
notice of change in rate under Part 154 of the Commission’s Regulations under 
the Natural Gas Act. 

(C) Nueces shall refund to Tennessee any sums in excess of 14.38069 cents 
per Mcf paid to Nueces by Tennessee since May 14, 1960, under its FPC Gas 
Rate Schedule No. 1, and shall file with the Commission, within 60 days from 
the date of issuance of this order, a report of such refund and evidence of release 
by Tennessee. 

(D) Upon full compliance by Nueces with the terms and conditions of this 
order, the supplement filed in accordance with paragraph (B) hereof, and the 
rate of 14.38069 cents per Mcf at 14.65 psia of natural gas not dehydrated by 
Nueces contained in the proposed settlement, as modified, shall become effective 
as of the date of issuance of this order; the proceedings in Docket Nos. G-9290 
and G-20299 shall be terminated; and Nueces shall be discharged from its lia- 
bility for refunds ordered in Docket No. G—20299. 

(E) The acceptance of this settlement is without prejudice to any findings or 
determinations that may be made in any other proceeding now pending or 
hereinafter instituted by or against Nueces. 


676-807—64——67 
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TRUNKLINE GAS COMPANY, DOCKET NOS. CP60-22 AND CP60-61; 
MISSISSIPPI RIVER TRANSMISSION CORPORATION, DOCKET NO. 
CP60-95; RICHARDSON & BASS (OPERATOR), DOCKET NO. CI60-209; 
THE CALIFORNIA COMPANY, DOCKET NO. CI60-215; HUMBLE OIL & 
REFINING COMPANY, DOCKET NO. CI60-259; RICHARDSON & BASS 

(OPERATOR), DOCKET NO. CI60-291 





OPINION AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY* 


(Issued November 29, 1960) 


Syllabus 





. Gas supply with minimum deliverability life of 12 years approved for exist- 
ing pipeline company, where estimate reflects limiting volumes available 
under all minor contracts to approximately 12% of requirements, but 
excludes reserves under cancelled contract and untested reserves. P.1024 

2. Sale by Trunkline to NIPSCO certificated, since apart from any question of 
needed additional supplies of natural gas, Trunkline gas will help solve 
a pressure deficiency problem which could otherwise be remedied only 
by future expenditures of $12,000,000 for new facilities. P. 1026; 1027. 

8. Transportation service for interruptible industrial sale for use as boiler 
fuel in municipal generating plant approved, considering savings which 
would result, as well as other circumstances. P. 1027. 

4. Recommendation for attachment of condition reducing Trunkline’s rates 
for Zone 2 sales rejected, since it is necessary and desirable that all such 
issues be considered and determined in pending rate cases rather than in 
this certificate proceeding. P. 1029. 

5. Trunkline required to file tariff revisions providing for definitive alloca- 
tions of overrun gas. P. 1030. 

6. Imposition of cost-of-service type rate schedule applicable to Transmission’s 

CQ-1 service would not be warranted in circumstances of this case. 
P. 1033. 

7. Transmission’s project should be considered on basis of its proposed third 
year of operations, instead of first year, and it should be required to file 
new tariff and service agreements based on third year operations. P. 1033. 

8. Authorization for St. Jacob Storage Field limited to temporary authoriza- 
tion, pending further development and testing, and Transmission required 
to file plans and periodic reports. P. 1035. 

9. Authorizations for St. Jacob Storage Field conditioned to prescribe that risk 
of loss to Laclede and Illinois Power, customers of Transmission, in event 
of failure of facility, is limited to their proportionate share of recoverable 
base storage gas, and that they will not be liable to compensate Trans- 
mission for further development expenses if Transmission is unable to 
perform its obligation of providing storage service. P. 1036. 

10. Condition attached requiring Transmission to file revised plan of financing 
that eliminates preference to Mississippi River Fuel over public in sale 
of common stock. P. 1036. 

11. Rate of return allowed Transmission fixed at 614%, rather than requested 
7%, resulting in rate of return on equity of 10.3%, within limits previously 
recognized in comparable situations. P. 1036; 1037. 

12. Transmission’s requested 4% rate of depreciation accrual rejected in favor 

of 3.5% rate, which is rate of parent and supplier, and where reserve life 





*Designated Commission Opinion No. 339. Partial acceptance of certificate, and de- 
cision on requested modification deferred, by order issued December 14, 1960, post, p. 1068. 
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is 17.5 years, facilities should last at least 30 years, and gas supplies should 
be forthcoming for a comparable period. P. 1037. 

13. Under provisions of Policy Statement, producers are entitled to no more than 
21.5¢ per Mef, exclusive of tax for gas from southern Louisiana, which 
total price of 23.25¢ is here determined. P. 1038. 

14. Commission issues certificates of public convenience and necessity under 
Section 7 of the Natural Gas Act to applicants. P. 1039. 

Raymond N. Shibley for Trunkline Gas Company. 

Cleon L. Burt, J. H. Wuller, John H. Hendren and W. Russell Gorman for 
Mississippi River Transmission Corporation. 

John B. Connally, Roy T. Durst, and J. Evan Atwell for Richardson & Bass. 

L. M. Lamar, Woolen H. Halshe, Justin R. Wolf, Charles A. Case, Jr., and 
Mrs. Louise C. Powell for The California Company. 

William J. Merrill, John J. Carter and William H. Holloway for Humble Oil 
and Refining Company. 

J. W. McAuliffe and Mrs. Phebe Eppes Gordon for Battle Creek Gas Company. 

Daryal A. Myse for Citizens Gas Company of Tuscola, Illinois. 

Paul Adams for Michigan Public Service Commission. 

John C. Lawyer and Edmund A. Schroer for Northern Indiana Public Service 
Company. 

J. B. Falahee for Consumers Power Company. 

Bradford Ross and Sherman 8S. Poland for Central Illinois Gas & Electric 
Company. 

Jerome J. McGrath, James A. Gammon, Robert EB. Lee Hall, Welly K. Hopkins, 
and Charles W. Stadell, for National Coal Association, United Mine Workers 
of America, Mid-West Coal Producing Institute, Inc., and Fuels Research 
Council, Ine. 

Glen D. Evans for Missouri Public Service Commission. 

Q. P. Dorschel, Robert 8S. Hunt and John V. Gilhooly for Illinois Power 
Company. 

Thomas J. Neenan, John J. Shanahan and David 8S. Hememway for City of 
St. Louis, Missouri. 

J. David Mann, Jr., for Laclede Gas Company. 

Charles V. Shannon and Louis Flag for Michigan Consolidated Gas Company. 

George C. Williams, Robert C. Weber, C. William Cooper, Lawrence L. Gray 
and Norman A. Flaningam for The East Ohio Gas Company. 

John H. Groves for Indiana Gas & Water Company, Inc. 

Robert L. Russell, John J. Keating and Craig A. Decker for the Staff of the 
Federal Power Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


This case, which is before us pursuant to the Commission’s order issued 
October 7, 1960, providing for omission of the intermediate decision procedure, 
involves applications for certificates of public convenience and necessity under 
subsections (c) and (e) of Section 7 of the Natural Gas Act (Act) by pipeline 
and producer applicants. The questions presented by the pipeline applications 
are those normally present in such a certificate proceeding, including questions 
of adequacy of gas supply, reasonableness of facilities, adequacy of markets, 
reasonableness of financing, economic feasibility, and propriety of proposed rates. 
The producers’ applications present principally the question of the propriety 
of the producers’ proposed rates. The applications, although unopposed in 
most respects, have been fully heard and the issues fully briefed. In our view, 
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the record readily supports the conclusion that the projects proposed are re- 
quired by the public convenience and necessity and should be granted, subject 
to the conditions hereinafter stated. The producers’ sales, which were proposed 
at an initial price of 22 cents per Mcf (exclusive of tax), should be certificated 
on the condition that the price be 21.5 cents per Mcf (exclusive of tax). 

Trunkline Gas Company (Trunkline), the primary pipeline applicant herein, 
presently operates a pipeline system which, extending from gas fields in the 
Gulf area and proceeding northward generally parallel to and east of the 
Mississippi River, interconnects with the facilities of Panhandle Eastern Pipe 
Line Company (Panhandle) at a point in east-central Illinois. A recently 
installed addition to Trunkline’s system proceeds from the vicinity of this point 
of connection in Illinois in a north-easterly direction across northern Indiana 
to the Indiana-Michigan border. Trunkline proposes in Docket No. CP60-22 
to loop and enlarge its existing facilities at various points by installing 154.5 
miles of main line and 69.4 miles of supply line costing some $25,150,000, thereby 
expanding its present design capacity from 510,000 to 605,000 Mcf of gas per 
day, an addition of 95,000 Mcf. The major objective of this expansion is to 
initiate natural gas service to new customers consisting of Mississippi River 
Transmission Corporation (Transmission) , 50,000 Mcf per day contract demand ; 
Northern Indiana Public Service Company (NIPSCO), 20,000 Mcf per day con- 
tract demand ; Central Illinois Electric & Gas Company (Central Illinois), 1,599 
Mef per day contract demand; and the City of Rensselaer, Indiana (Rensselaer), 
2.000 Mcf per day contract demand.* Trunkline would also increase deliveries 
to four of its existing utility customers: Central Illinois Public Service Co., by 
1,400 Mcf contract demand per day; United Cities Gas Company, by 300 Mcf per 
day ; City of McLeansboro, 215 Mef per day; and Citizens Gas Company, 180 Mcf 
per day. With these authorizations, the company would have remaining 1,416 
Mef of unallocated design capacity on its system. 

Trunkline’s application initially proposed to increase its firm deliveries to 
Panhandle by 130,000 Mcf per day. By its second amendment to its application 
filed herein on July 11, 1960, Trunkline proposed to divide its expansion into 
two parts, the first covering the authorizations described above, and the second 
relating only to the increased service to Panhandle. Inherent in its Phase I 
expansion is provision for additional design capacity for deliveries of 17,890 Mcf 
per day required to enable Trunkline to continue to maintain its historic level 
of service to Panhandle amounting to approximately 370,000 Mcf per day. Our 
primary concern herein is with Phase I of Trunkline’s proposal. Phase II, 
involving additional service to Panhandle, and the related design capacity 
necessary therefor, will be heard and decided subsequently. 

Trunkline’s principal new customer under the present proposals would be 
Transmission, which is a newly formed subsidiary of Mississippi River Fuel 
Corporation (Mississippi River Fuel).2_ Transmission proposes in Docket No. 
CP60-95 to construct and operate some 93 miles of 18-inch line and appurtenant 
facilities extending from a point of connection on Trunkline’s system in Clay 
County, Illinois, near its Johnsonville Compressor Station, wherewith to trans- 
port and sell gas for resale in the greater St. Louis areas and southwestern I]- 
linois. In conjunction with its pipeline project, Transmission would acquire 
interests in, and develop and operate the St. Jacob Field, in Madison and St. 


1Trunkline’s application in CP60—61 covers the proposed construction and operation of 
a sales metering station near the midpoint of its existing transmission line between Tus- 
cola and South Bend, Indiana, wherewith to sell 2,000 Mcf of gas to Rensselaer for use 
in the latter’s municipal electric power plant. 

2 Mississippi River Fuel operates a pipeline system extending from Louisiana gas fields 
across the state of Arkansas, into Missouri and St. Louis area, including adjacent ereas 
in Illinois. 
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Clair Counties, Illinois, as an underground natural-gas storage reservoir. Em- 
ploying these pipeline and storage facilities, the total capital cost of which is 
estimated at some $9,804,000, Transmission would make sales to two companies, 
Laclede Gas Company (Laclede), the sole present distributor of gas in the St. 
Louis area ; and Illinois Power Company (Illinois Power), a large Illinois public 
utility with substantial operations in southwestern Illinois. Laclede and Illinois 
Power could purchase from Transmission 85 percent and 15 percent, respectively, 
of the initial volume of 50,000 Mcf per day that Transmission would purchase 
from Trunkline. Deliveries to Laclede would be on the west bank of the Missis- 
sippi River in the northern St. Louis area; to Illinois Power, at a point or points 
on the east side of the river, where Transmission’s line would intersect Illinois 
Power’s. 

The gas for the above-described service would come from the general gas 
supply of Trunkline’s system. This would include some 814,000 MMcf of claimed 
recoverable reserves in southern Louisiana fields contracted to Trunkline by the 
three producers whose applications are the subject of the remaining three 
dockets herein. The contract with Humble Oil & Refining Company (Humble), 
covering reserves estimated at 673,010 MMcf in the Bayou Sale Field and 7,085 
MMcf in the Bayou Carlin Field, both in St. Mary’s Parish, is the largest new 
supply involved in this proceeding. The California Company’s reserve involved 
herein consists of an estimated 123,173 MMcf in the Riceville Field, and Richard- 
son & Bass (Operator)’s reserve consists of 11,533 MMcf in the South Mermentau 
Field. These latter fields are in Vermilion and Acadia Parishes. All three of 
these producers seek certificates providing for an initial price of 22 cents per 
Mcf. Tax reimbursement of an additional 2.05 cents per Mcf was also claimed. 

The hearing in this proceeding commenced on September 7, 1960, and was 
concluded on October 3, 1960, after 10 actual hearing days. Mindful that sub- 
stantial construction expenses could be saved if any construction found justified 
could be undertaken during the fall and early winter of 1960 rather than later 
in the season, and aware also that reserves under certain producer contracts 
which were subject to cancellation might be preserved if there were no undue 
delay in our taking final action, by order issued October 7, 1960, we granted a 
motion by Trunkline for the omission of the intermediate decision procedure. 
Briefs have been filed as prescribed in that order, and the case is now before 
us for decision. 

THE COMMISSION’S DETERMINATIONS 


Trunkline's Authorizations 


Controversy has arisen on Trunkline’s application on only a few matters of 
substance. Respecting markets, interveners representing coal and related inter- 
ests request that Trunkline’s proposed sale to NIPSCO be denied, on the 
ground of an insufficient showing that the sale is necessary and would not result 
in needless inferior usage of gas. Respecting rates, staff and Consumers Power 
Company request that we attach a condition reducing the rates for Trunkline’s 
Zone 2 sales. In addition, staff recommends rate conditions requiring Trunkline 
to file an amended service agreement covering increased service to Panhandle 
and providing for the definitive allocation of overrun gas. 


8 Trunkline claims that the producers are entitled to only 1.8 cents per Mef for tax 
reimbursement. The proper interpretation of the disputed tax reimbursement provisions 
is pending before the Commission in Union Oil Company of California, Docket No. 
G-—20287, and the producers have agreed in effect that they would abide by the Com- 
mission’s interpretation there. 
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Gas supply 


Trunkline’s evidence respecting its system gas supply, which was the only 
such evidence adduced on this issue, was designed to support both Phases I and 
II of its expansion. This evidence establishes that Trunkline’s gas supply can 
adequately meet the requirements of the service as proposed under its Phase I 
expansion, and a part of the requirements of its Phase II proposal. However, 
the sufficiency of its gas supply for the Phase II expansion should be determined 
in proceedings on that proposal. 

As to reserves, the record discloses that Trunkline’s estimated recoverable 
reserves, including the reserves of the three producer applicants herein, total 
4,201,718,000 Mcf at 14.73 psia, as of July 1, 1959. This total includes 79,100,000 
Mcf of non-flow tested reserves but excludes 25,713,000 Mcf of reserves under a 
Richardson & Bass contract herein which has been cancelled. Employing a 
weighted average annual requirements figure for both Phases I and II of 
221,002,000 Mcf at 14.73 psia yields a life index for Trunkline’s reserves of at 
least 17.5 years as of January 1, 1961. The figure for Phase I would be even 
more favorable. 

As to deliverability, evidence based upon reliable geological studies establishes 
that Trunkline can meet Phase I and Phase II system requirements of 620,510 
Mcf per day or 226,486,000 Mcf per year through 1972, or for an estimated 12 
years as of January 1, 1961. This estimate reflects limiting volumes available 
under all minor contracts‘ to approximately 12 percent of requirements, but 
excluding both the reserves under the cancelled Richardson & Bass contract 
and the untested reserves. If the estimated 1963 annual requirements for Phase 
I of 206,852,100 Mcf are employed, the availability life index figure is even more 
favorable. 

Volumes of existing supplies not necessary for Phase I requirements would no 
doubt be used for Phase II sales but, as indicated above, the exact extent of such 
volumes should be determined in Phase II proceedings. 

Likewise, as indicated above, the foregoing findings are based upon the 
inclusion of the gas supplies proposed to be made available by the producer 
applicants herein. The producers’ applications, which we herein approve with 
price conditions, are discussed in a subsequent section of this opinion. 
Facilities 

We find that Trunkline’s proposed new facilities for its Phase I expansion 
are adequate and reasonable from the standpoint of design and estimated cost. 
The Phase I expansion would, as indicated previously, increase the system’s 
design capacity from 510,000 Mcf per day to 605,000 Mcf per day. The facilities 
include 154.5 miles of 30-inch line for looping at five locations between the 
company’s existing compressor station 48, near Longville, Louisiana, and its 
existing Tuscola, Illinois, compressor station. Supply lines and gathering 
facilities, including 17.2 miles of 24-inch pipeline for looping a portion of Trunk- 
line’s gathering facilities, and 52.2 miles of 20-inch gathering facilities in 
Louisiana, are also proposed. These include facilities for attaching the proposed 
supplies of the producer applicants herein. The estimated cost of all Trunkline’s 
proposed facilities is approximately $25,000,000. Of this, main line loops would 
cost an estimated $15,553,000. Contingency funds and interest provisions of 
$1,400,000 are included in the estimated total. 

Acquisition of supplies of gas from Richardson & Bass and The California 
Company as proposed herein would be accomplished through a temporary 


«A minor contract is one having a reserve of less than 21,900,000 Mcf when dedicated 
to Trunkline or under which deliveries have been or will be less than 1,000,000 Mcf in 
any one year. 
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exchange agreement with Transcontinental Gas Pipe Line Corporation, with 
Transcontinental taking field delivery of the gas into its system and returning 
equivalent volumes to Trunkline’s system 12 miles south of the latter’s Longville 
compressor station in southern Louisiana. In connection with this exchange 
agreement, appropriate tariff filings must be made with the Commission in 
accordance with the parties’ stated intention. 


Financing 

The financing of the Phase I facilities proposed by Trunkline is adequate and 
reasonable. The approximately $25,000,000 estimated cost of facilities would 
initially be financed through interim bank loans for a term of approximately 
eleven months. Trunkline has a commitment from a group of banks for credit 
in excess of this amount. Within or at the end of the eleven months, Trunkline 
would fund this debt by issuing $15,000,000 worth of 20-year 5.25 percent 
mortgage bonds, issuing $5,000,000 of preferred stock with interest at 5.60 
percent, and selling $5,000,000 of common stock to its parent, Panhandle. The 
record establishes that this plan of financing can feasibly be consummated. 


Markets 


The record establishes that markets exist which can and will purchase the 
gas Trunkline proposes to sell in its Phase I expansion, and that Trunkline’s 
sales to such markets are required by the present or future public convenience 
and necessity. The individual customers and the amounts each would purchase 
have been summarized previously. Brief discussion is called for of the merits 
of the particular sales. 

Mississippi River Transmission Corporation.—Considering first sales to new 
customers, as indicated previously, Missisippi River Tranmission Corporation 
will receive the principal benefit of Trunkline’s Phase I expansion. With a 
contract demand of 50,000 Mcf per day, Transmission will become Trunkline’s 
third largest customer. The facts and circumstances which justify the sale of 
50,000 Mcf of contract demand to Transmission are described in a subsequent 
section of this opinion dealing with Transmission’s proposed project. Suffice 
it here that we find that certification of the sale to Transmission proposed 
herein will, in conjunction with the latter’s project, help relieve long-standing 
and rather acute deficiencies in gas supply in the areas served by Laclede and 
Illinois Power, particularly the St. Louis area; will provide gas for the develop- 
ment and operation of the St. Jacob Storage Field* thereby providing further 
peak period supplies for resale customers of Transmission and improving the 
economics of the company’s operations; and will, by contributing to the revenues 
and operations of Trunkline, redound to the benefit of the markets it serves 
and of the public generally. 

Northern Indiana Public Service Company.—The new service proposed by 
Trunkline to Northern Indiana Public Service Company of 20,000 Mcf of contract 
demand per day presents one of the few controversial aspects of Trunkline’s 
Phase I expansion. NIPSCO, one of the largest utilities in the midwest, serves 
markets located generally in northern Indiana, including the Calumet-Gary area. 
The sale to NIPSCO is sought to be justified on the ground that deliveries by 
Trunkline, which would be made through four delivery points to be established 
on Trunkline’s existing line in Indiana, would alleviate mounting gas deficiencies 
and pressure inadequacies on NIPSCO’s Northwest System. According to 
NIPSCO, its entire present gas supply comes in at the extreme western end of 


As described subsequently, because of uncertainties respecting the St. Jacob Storage 
Field, we are authorizing it on a temporary basis, pending further development of this 
facility. 
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its system, at the Illinois line, and from there it must be pushed east some 100 
miles on one leg to the South Bend area, and southeast 115 miles on another 
leg to the Wabash Valley area. The company contends that deliveries resulting 
in pressure drops make it increasingly difficult to ship gas to more distant cus- 
tomers, and that gas from Midwestern Gas Transmission Company delivered 
at higher pressures is limited by commitments to Inland Steel Company and 
United States Steel Company in the Calumet-Gary area. 

NIPSCO further argues that new service which it is obligated to make to 25 
new communities on its Northwest System aggravate the situation. According 
to NIPSCO, absent the Trunkline sale, an expenditure of an estimated 
$12,000,000 for additional facilities might ultimately be necessary to alleviate the 
pressure situation and to get the needed volumes on both the South Bend line 
and the Wabash Valley line. However, NIPSCO argues that deliveries as 
proposed by Trunkline in the southeast and eastern part of its Northwest System 
would be the perfect geographic and economic solution to its problems. 

Staff recommends that the sale to NIPSCO be authorized. Staff’s view is that 
NIPSCO does not have a vital supply need for the 20,000 Mcf of gas from Trunk- 
line, as shown by evidence that without any Trunkline gas, NIPSCO planned 
and had sufficient gas to serve part, if not all, of the 25 new communities. 
However, staff is of the view that deliveries of the Trunkline gas would materially 
remedy inadequate pressure conditions at the eastern ends of NIPSCO’s North- 
west System during peak periods, and make unnecessary the $12,000,000 ex- 
penditures by NIPSCO which would otherwise be required to cure this condition 
and to continue to maintain and provide adequate service in this area of 
NIPSCO’s market. Staff is of the opinion that NIPSCO would have no difficulty 
in marketing the Trunkline gas. 

The Coal Interveners® take the position that NIPSCO has not established 
that the proposed allocation of gas to this company is required by the public 
convenience and necessity. They argue that even without the Trunkline gas, 
NIPSCO intended to and would institute service with otherwise available gas 
to the 25 communities. They further contend that to meet NIPSCO’s claimed 
peak day requirements in the South Bend area of 103,000 Mcf in the coming 
winter (1960-61), NIPSCO will receive an existing 79,000 Mcf of Midwestern 
supplied gas, plus another 61,336 Mcf per day from Midwestern, and 4,000 Mcf 
of propane. By the 1961-62 peak day, say the Coal Interveners, NIPSCO will 
receive another 57,200 Mcf per day from Midwestern. They contend that if 
NIPSCO utilized only 20,000 Mcf of this additional gas from Midwestern for 
the South Bend area, the South Bend problem would be solved without recourse 
to Trunkline gas. 

The Coal Interveners further contend that NIPSCO has failed to make a 
record from which a judgment can be reached as to the effects on NIPSCO’s 
annual availability of gas for interruptible industrial sales. They surmise that 
Trunkline gas might by displacement free a portion of the present supply on 
NIPSCO’s Northwest System for interruptible sales in the Calumet-Gary area 
during off-peak periods. And they argue that no allocation should be made to a 
distributor so heavily supplied with off-peak interruptible boiler fuel, where 
there has been no showing that the allocation would not by displacement result 
in “additional and unnecessary boiler fuel and other inferior uses of natural 
gas, an exhaustible and irreplaceable natural resource.” 

' We conclude that Trunkline’s proposed sale to NIPSCO should be certificated. 
The record establishes that the sale can readily and feasibly be made, and will 


*Fuels Research Council, Inc., National Coal Association, United Mine Workers of 
America and Mid-West Coal Producers Institute. 
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fill a definite need. Apart from any question of needed additional supplies of 
gas on NIPSCO’s Northwest System, as staff points out, the 20,000 Mcf of Trunk- 
line gas will help solve a pressure deficiency problem on the eastern sections of 
the company’s system which could otherwise be remedied only by the future 
expenditure of some $12,000,000 for new facilities. In our judgment, considering 
the convenience and need of that portion of the public represented by NIPSCO’s 
customers, certification of the Trunkline sale is the preferable alternative to such 
expenditures. Furthermore, the record indicates that NIPSCO will need at least 
a part of the 20,000 Mcf of gas from Trunkline to help meet requirements in 
South Bend this coming winter. NIPSCO in its brief holds open the possibility 
that some of the additional volumes which might become available for inter- 
ruptible sales would be used in its storage operations. Considering all the cir- 
cumstances, we conclude that the favorable aspects of the sale to NIPSCO 
outweigh possible disadvantages of the kind visualized by the Coal Interveners. 

City of Rensselaer.—Trunkline’s application in Docket No. CP60-22 includes a 
request to sell to Rensselaer, a city of 5,800 population located in Jasper County, 
Indiana, some 70 miles southeast of the Chicago area, 2,000 Mcf of contract de- 
mand gas for resale to local consumers. Trunkline also proposes in its applica- 
tion in CP60-61 to transport up to 2,000 Mcf of natural gas for sale in Rensselaer 
for use on an interruptible basis in an electric generating plant owned by the 
city. 

We conclude that both these requested authorizations should be granted. As 
to the sale for resale, the facts disclose that the city has taken all the steps 
required by law to construct, own and operate a natural gas system, the citizens 
have voted favorably on the plan, a need and market for the gas exist in the 
area, and a system is projected which would be feasible and in the public in- 
terest. The city’s third year resale gas requirements would be 2,000 Mcf on the 
maximum day and 267,716 Mcf on an annual basis. With an estimated 1,374 
resale customers during the third year of operations, facilities requiring a bond 
issue of $800,000 will be needed. An adequate debt service coverage ratio of 1.58 
is shown, based upon estimated revenues and expenses, including payment of 6 
percent interest on bonded indebtedness, and a twenty-year term. 

As to the transportation of gas to Rensselaer’s electric generating plant, the 
facts disclose that the city anticipates saving an estimated $20,000 a year by the 
utilization of gas in the plant in lieu of the diesel oil presently used, and 
additional savings in lowered maintenance costs are anticipated. The station’s 
largest engine was designed to use either natural gas or oil, and the city has 
already built a five and one-half mile line from the plant to Trunkline’s facilities 
at a cost of $160,000. Considering the savings which would result from this 
proposal, as well as the other circumstances present, we conclude that certificate 
authority should be granted Trunkline for the transportation incident to this 
proposed interruptible industrial sale. 

Central Illinois Electric € Gas Company.—Trunkline also proposes a sale of 
1,559 Mcf to Central Illinois for new service to four small towns in Champlain 
County, Illinois. Third year peak day requirements would be supplied to the 
town of Homer in the amount of 424 Mef of gas; Philo, 341 Mcf; Sidney, 268 
Mef; and St. Joseph, 566 Mcf. Central Illinois, which is a well-established 
electric and gas utility in the state, has already obtained franchises for service 
in these towns, as well as a certificate from state authorities. The company can 
install the lateral lines needed to serve the estimated third year requirements of 
these towns at a total cost of about $502,900, which would come from construc- 
tion funds on hand. The projects have been shown to be economically feasible. 
We conclude that this sale by Trunkline to Central Illinois should be authorized. 
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Central Illinois Public Service Co., United Cities Gas Co., City of McLeansboro, 
and Citizens Gas Co.—Respecting additional volumes to existing customers, 
extended discussion of the proposed increases for these customers appears un- 
necessary inasmuch as the requests are unopposed, the feasibility of the service 
is unquestioned, and the volumes are minor. Trunkline would increase the 
present contract demands of Central Illinois Public Service Company by 1,400 
Mcf, from 5,000 Mcf to 6,400 Mcf per day; of United Cities Gas Co., by 300 
Mcf, from 2,800 Mcf to 3,100 Mcf per day; of McLeansboro by 215 Mcf, from 
1,549 Mcf to 1,764 Mcf per day; and of Citizens Gas Co.’ by 180 Mcf, from 950 
to 1,130 Mcf per day. The evidence justifies the conclusion that the proposed 
increases in supplies for these customers are needed to meet their present market 
demands. Accordingly, no issues are presented respecting construction cost 
estimates, feasibility, or financing. We conclude that these authorizations 
should be granted. 


Rates and tariffs 


Trunkline proposes to render service at its existing rates, which are presently 
effective subject to refund in Docket No. RP60-6. However, to provide service 
to several of its new customers, Trunkline must modify certain of its existing 
rate schedules and institute one new rate schedule. As to the new schedule, at 
present Trunkline has no appropriate rate schedule for small customers in Zone 
2. In order to commence sales to Central Illinois Electric & Gas Company and 
the City of Rensselaer, both of which would obtain deliveries in Zone 2, Trunk- 
line would provide a SG—2 Rate Schedule comparable to its existing SG—1 Rate 
Schedule for small customers. A straight rate of 49 cents per Mcf applicable 
under the new SG-2 Rate Schedule is designed on the same basis as the present 
rate under Trunkline’s SG—1 Rate Schedule and its level is related to the P-2 
rate. 

Trunkline would render service to Transmission under its existing Rate 
Schedule P-1, applicable to pipeline purchases in Zone 1, and R-1 an overrun 
rate schedule available to customers purchasing under Rate Schedule P-1. How- 
ever, it would be necessary to modify these rate schedules to permit service to 
Transmission, since the availability clauses therein presently limit the service 
to Panhandle. Moreover, the minimum bill provision of the P-1 Rate Schedule 
would be revised to consist of the demand charge plus 75 percent of the contract 
quantity, on an annual basis. With these tariff changes, Rate Schedules P-1 and 
R-1 will be comparable in form with existing Rate Schedules P-2 and R-2, for 
which no changes are proposed. Changes in rate schedules and revised tariffs 
reflecting the foregoing and satisfactory to the Commission should be filed with 
the Commission by Trunkline as hereinafter provided in the order hereto. 

Controversy respecting Trunkline’s rates has arisen by virtue of recommenda- 
tions of staff and Consumers Power Company (Consumers), a recently author- 
ized customer of Trunkline, that we attach to any certificate issued Trunkline 
herein a condition requiring that Trunkline file revised rate schedules providing 
for reduced rates for sales in the company’s Zone 2, reflecting claimed reduced 
unit costs resulting from greater utilization of Zone 2 facilities. Zone 2 embraces 
the recent northernmost extension of Trunkline’s system, extending from Tus- 
cola, Illinois, to White Pigeon, Michigan. This portion of Trunkline’s system 
was authorized by Opinion No. 321 and accompanying order issued May 22, 1959 
(21 FPC 704), as a part of an expansion which also provided for sales by Trunk- 
line to Consumers of 135,000 Mcf of gas per day, making Consumers the main 
recipient of gas from the new extension. The opinion also established the new 
extension as Trunkline’s Zone 2. 


7 Citizens’ requirements were presented by Trunkline. 
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In support of their recommendation that Trunkline be required to file a rate 
eduction, staff and Consumers argue that in Opinion No. 321 the Commission, 
in rejecting an incremental rate for the new service provided by the expansion, 
conditioned Trunkline’s certificate upon the filing of revised rate schedules 
reflecting future reduced unit costs resulting from the sale of larger quantities 
of gas from the new extension.* Consumers contends that prospective increases 
in contract demands of Consumers and Michigan Gas Utilities from 106,000 Mcf 
to 131,000 Mcf and the sale to NIPSCO proposed herein of 20,000 Mef contract 
demand will produce significantly lower costs per unit of gas delivered to Zone 2 
customers, justifying rate revisions reflecting the reduced unit costs of the 
expanded system, in accordance with Opinion No. 321. And staff points to 
claimed excessive rates of return resulting from operation of Trunkline’s project 
herein as justifying reduced rates. 

In reply, Trunkline argues first, that there is no justification for reducing its 
Zone 2 rates, since contrary to the language quoted from Opinion 321, Con- 
sumers’ contract demand is only 100,000 Mcf and not above 135,000 Mcf; since 
there is no proposal in this proceeding to increase deliveries to Consumers; and 
since no operating data as to Zone 2 is available in this record. Second, Trunk- 
line contends that this record does not contain the cost of service evidence which 
is essential to determining rates for Zone 2, arguing that Consumers relies for 
its computations here on an out-of-date exhibit not a part of this record, taken 
from another proceeding. Third, Trunkline argues that the reasonableness of 
its Zone 2 rates is at issue in rate proceedings respecting Trunkline pending in 
Docket Nos. G-19479 and RP60-6, and that for the Commission to determine 
rates here without adequate evidence and without affording the company oppor- 
tunity to adduce evidence relevant to the rate issues involved, would deny it the 
hearing to which it is entitled on the reasonableness of its rates. The excessive 
rates of return claimed by staff are generated by revenues from Zone 1 not 
Zone 2 sales, says Trunkline, and cannot properly be made the basis of reductions 
in Zone 2 rates without further hearing. 

We conclude that staff and Consumers’ recommendation for the attachment 
of a condition to Trunkline’s certificate reducing its rates for Zone 2 sales 
should be rejected. As Trunkline points out, the question of the reasonableness 
of Trunkline’s rates, including Zone 2 rates, is at issue in pending rate proceed- 
ings. In fact, Trunkline’s proposed increased rates in Docket No. RP60-6 are 
currently in effect subject to refund, and any excess revenues will ultimately be 
refunded there. In view of the deficiencies of this record, and of the inherently 
more favorable opportunity afforded by rate proceedings for determining the 
rate issues sought to be raised herein, it is necessary and desirable that all such 
issues be considered and determined in the pending rate cases rather than in this 
certificate proceeding. Of course, all the services herein authorized under 
existing rate schedules are subject to the refund and other requirements of the 
Docket No. RP60-6 proceeding. Since the SG-2 rate is related to the P-2 rate, 
we shall require that both the refund provisions and such other changes as we 
may order in the P-2 rate shall be correspondingly reflected in the SG-2 rate. 


8 The language of Opinion No. 221 relied on is in part as follows (21 FPC at 712): 

Trunkline’s extension from Tuscola to the Michigan-Indiana border as proposed con- 
tains capacity in excess of the volumes proposed to be transported. The rates which we 
shall require Trunkline to file will therefore be subject to reduction as the volumes of 
gas sold and delivered to Consumers increase over and above 135,000 Mcf. We shall 
review this matter as operating data become available, and certainly in any subsequent 
certificate proceeding in which there is a proposal to increase deliveries to Consumers ; 
and in either event, we expect Trunkline to propose such lower rates as are consistent 
with the reduced unit costs of the expanded system. 
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However, we accept staff’s recommendation that Panhandle’s contract demand 
from Trunkline be increased from 345,000 Mcf per day to 370,000 Mcf per day, 
reflecting increased capacity for up to 370,000 Mcf of peak day deliveries for 
maintaining Trunkline’s historic level of deliveries to Panhandle. In our view, 
contrary to Trunkline’s contentions, with the service proposed herein, including 
sales to Transmission at a 75 percent load factor, and gas available pending full 
deliveries under recent authorizations, this level can be maintained. Accord- 
ingly, Trunkline should file a new service agreement reflecting this firm delivery, 
and our order will so provide. 

We also accept staff’s recommendation that Trunkline be required to file 
tariff revisions satisfactory to the Commission providing for the definitive allo- 
cation of overrun gas. Under the terms of the existing overrun rate schedules, 
Trunkline has the sole responsibility for determining who gets available overrun 
gas. Staff foresees problems in allocating this gas arising from a desire by 
Laclede for overrun gas, from staff’s recommended increased contract demand 
deliveries to Panhandle, and other factors. Our order will include an appro- 
priate condition on this issue. 


Economic feasibility 


The record establishes that Trunkline’s Phase I expansion is economically 
feasible. Such feasibility has not been challenged herein. 


Mississippi River Transmission Corporation’s Authorizations 


As indicated previously, Mississippi River Transmission Corporation would 
be Trunkline’s principal new customer under the latter’s proposal herein, pur- 
chasing 50,000 Mcf of gas per day from Trunkline and in turn transporting and 
selling the gas to two customers, Laclede, which serves the greater St. Louis 
area, and Mlinois Power, which serves the general area in southwestern Illinois 
across the Mississippi River from St. Louis. Transmission’s proposal has two 
aspects. First, the company would construct and operate a proposed pipeline 
some 94 miles in length for transporting gas from a point of delivery on Trunk- 
line’s facilities to markets served by Laclede and Illinois Power. Second, it 
would develop the St. Jacob Field, over which its pipeline would pass, as a new 
underground natural gas storage reservoir, and operate it in conjunction with 
its pipeline. 

No opposition to the certification of the pipeline aspect of Transmission’s 
proposal is encountered, although staff raises questions concerning the CQ-1 
Rate Schedule applicable to this service and recommends that the form of rate 
be changed from a demand-commodity type of rate to a cost-of-service type rate. 
However, staff advances numerous objections to both the facilities for, and the 
S-1 Rate Schedule applicable to, service from Transmission’s proposed St. 
Jacob Storage Field and recommends that this facility be denied. In addition, 
staff recommends that the percentage rate at which Transmission’s annual 
depreciation accruals are accumulated be reduced from a proposed 4 percent 
to three and one-half percent and that Transmission be permitted only a 6 
percent rate of return instead of the proposed 7 percent. Also, staff questions 
an aspect of the proposed financing of Transmission’s project. 


Gas supply 
We have found that Trunkline’s gas supply is adequate to support its Phase I 
proposals including its sales to Transmission. Accordingly, it is obvious that 


Transmission’s initial gas supply requirements of a maximum of 50,000 Mcf per 
day will be adequately met and we so find. 
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Markets 


Transmission proposes to sell up to 85 percent of the 50,000 Mcf per day from 
Trunkline (up to 42,500 Mcf per day) to Laclede and up to 15 percent thereof 
(up to 7,500 Mcf per day) to Illinois Power. The record establishes that these 
companies need and will purchase these volumes of gas to meet market demands 
in the areas they serve, and that the sales to these companies are required by the 
public convenience and necessity. 

Respecting Laclede, Mississippi River Fuel is its sole source of supply, and 
Laclede has had no increase in its stated daily demand of 330,000 Mcf per day 
from Mississippi River Fuel since 1953. Laclede is the sole supplier of the 
greater St. Louis, Missouri area, and the requirements of its market have grown. 
At the present time, it has a heating load saturation of approximately 60 per- 
cent, compared to 90 percent saturation by similar distributors in comparable 
areas. It now has 17,000 applications for conversion to gas heating which would 
utilize during peak periods a major portion of the 42,500 Mcf per day of pipeline 
gas from Transmission. In addition, the company presently has a backlog of 
customers it cannot attach and there is also a large unsatisfied demand in 
Laclede’s service area for industrial gas service. 

Laclede would have to construct some $6,000,000 worth of facilities over a 
three-year period in order to utilize gas from Transmission. However, there is 
no doubt of Laclede's ability to finance these facilities, since its annual construc- 
tion expenditures have run at twice this figure for the past several years. Al- 
though the proposed supplies from Transmission would be more expensive than 
existing supplies, it does not appear that the economic feasibility of Laclede’s 
operations would be materially impaired by the purchase of this gas, which at 
the present time is the cheapest available source of supply to meet the pressing 
peak requirements of Laclede’s customers. 

As in the case of Laclede, Illinois Power also has an unsatisfied demand for 
space heating gas by residential and commercial customers. Illinois Power is 
an Illinois utility serving substantial areas in that state. Its market involved 
in this proceeding, referred to as the company’s Supply Area C, is served by 
facilities unconnected with the rest of its system. Area C embraces the portion 
of Illinois across the Mississippi River from St. Louis, and includes the cities of 
Belleville, East St. Louis and Granite City. The record shows that the peak day 
requirements of Illinois Power in Supply Area C for the year 1963 are 154,997 
Mcf; for the same year Illinois Power’s available supply to serve this area is 
only 134,702 Mcf. Illinois Power estimates that its peak day demand will in- 
crease over the next four years by approximately 80,000 Mcf, so that the pro- 
posed supply of 7,500 Mcf from Transmission will satisfy only a small portion of 
this estimated increase in peak day demand. Although the gas from Transmis- 
sion would be more expensive than gas presently purchased from Mississippi 
River Fuel, the inclusion of this higher priced gas will not adversely affect the 
operations of Illinois Power. 


Facilities 


The facilities and rates for Transmission’s pipeline project and storage project 
are discussed separately below. Subsequent thereto, we discuss the issues which 
have been raised with respect to the company’s proposed storage and related rate 
matters. 

The Pipeline Facilities —We conclude that the facilities for the pipeline aspect 
of Transmission’s project are adequate and reasonable from the standpoint of 
design and estimated cost. These facilities consist, as indicated previously, of 
a 93-mile, 18-inch pipeline extending from a point of connection with Trunkline’s 
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facilities in Clay County, Illinois, near its Johnsville Compressor Station, to 
points of delivery to Laclede and Illinois Power in the Greater St. Louis area. 
A crossing approximately one mile long of the Mississippi River is involved, as 
well as various appurtenant facilities. Because of the relatively high pressures 
of the gas received from Trunkline, no compressor facilities are needed to move 
the gas to Laclede and Illinois Power. Initially, Transmission would transport 
a maximum of 50,000 Mcf of gas a day from Trunkline through these facilities. 
However, the Precedent Agreement with Trunkline gives it the option of even- 
tually increasing such volumes to 100,000 Mcf, which the record indicates can 
be transported through the proposed pipeline. The estimated cost of Transmis- 
sion’s pipeline facilities is $6,382,825. 

The St. Jacob Storage Facilities—We conclude that with the attachment of 
conditions hereinafter described to afford Transmission’s customers a further 
measure of protection in the event its storage project fails, the facilities for 
Transmission’s St. Jacob Storage Project meet the requirements of public con- 
venience and necessity. For the development and operation of this facility, 
Transmission proposes to purchase from Mississippi River Fuel certain interests 
in the St. Jacob Field area, located in Madison and St. Clair Counties, Illinois, 
approximately 26 miles east of the western terminus of Transmission’s proposed 
pipeline. Included in such facilities are five injection-withdrawal wells, one 
observation well, gas storage leases, contract rights, compressor facilities, and 
appurtenant facilities of various kinds. Transmission herein requests authority 
of the Commission to drill input, withdrawal and observation wells, construct 
pipelines, and install compressor and other facilities for the development and 
utilization for natural gas storage of certain formations in the area. Gas 
storage rights are held on land having a surface area of some 12,000 acres, 
although Transmission does not expect initially to utilize all such area. A total 
of ten wells is presently proposed in the plan of development. 

Initially, Transmission proposes to store gas only in the St. Peter formation, 
which is a porous, water-filled formation previously containing neither gas nor 
oil. According to Transmission, on the basis of studies in the St. Jacob area and 
the performance of Laclede’s Lange Storage Field, which has about the same 
reservoir permeability, the indicated maximum withdrawal rate of 40,000 Mcf 
for the third year should be easily obtained with four wells; and only further 
development and operation will disclose the ultimate potential of the field as a 
storage reservoir. 

The estimated total cost of the storage field facilities, including existing and 
proposed new facilities, is $1,394,000, including actual experienced costs for 
facilities acquired from Mississippi River Fuel. 


Rates 


As indicated previously, Transmission’s proposed tariff provides separate 
schedules and rates for pipeline service and for storage service. Pipeline serv- 
ive is covered by Rate Schedule CQ-1, which provides for a demand-commodity 
type rate with a $4.45 demand and 31-cent commodity charge per Mcf delivered. 
An annual 75 percent take-or-pay-for provision is also provided. Transmission 
proposes to keep its books on a basis which will disclose costs and charges asso- 
ciated with pipeline and storage service separately. Some allocation of costs 
common to total company operations will be required. Estimated costs of pipe- 
line service are classified between the demand and commodity components 
substantially in accordance with the so-called Atlantic Seabord formula. 

Transmission’s storage service is covered by Rate Schedule S-1, which provides 
for a cost-of-service type rate, pursuant to the Precedent Agreement between 
Transmission and its proposed customers. 
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Staff recommends that the Commission prescribe a cost-of-service form of 
rate for the pipeline service, in lieu of the demand-commodity rate provided for 
by Transmission’s proposed CQ-1 Rate Schedule. To support this recommenda- 
tion, staff contends that Transmission designed its rates on the basis of first 
year instead of third year operations, and that this approach was fallacious, 
since future sales might increase due to greater availability of storage and 
additional supplies of gas from Trunkline. In view of this possibility and 
the fact that Transmission has only two customers, staff is of the view that a 
cost-of-service type of rate would be more appropriate to this service. 

Transmission and its customers oppose this recommendation. They point out 
that the two-part rate in Rate Schedule CQ-1 was worked out after negotiations 
between these parties and was designed to fit the complex contractual arrange- 
ments involved herein. Furthermore, they argue that the grounds relied on 
by staff for this recommendation are without substance. 

We conclude that in the circumstances of this case, the imposition of a cost-of- 
service type rate schedule applicable to the CQ-1 service would not be warranted. 
However, we think that, consistent with other cases, Transmission’s project 
should be considered on the basis of its proposed third year of operations and 
that the company should be required to file a new tariff and service agreement 
satisfactory to the Commission based on third year operations, as well as re- 
flecting the other adjustments hereinafter found proper. 

Certain aspects of Rate Schedule S-1 applicable to storage are discussed in the 
section which follows, dealing with the storage controversy and related matters. 

Issues Raised with Respect to Storage and Related Rate Matters—Trans- 
mission, Laclede and Illinois Power have negotiated Precedent Agreements (Ex. 
Nos. 53-56, and 63) governing their respective rights and obligations in relation 
to the proposals of Transmission herein, including the St. Jacob Storage project. 
Those agreements provide that during the development of the St. Jacob storage 
area, the distributing companies will make available gas to Transmission for 
injection into the reservoir, when not needed to meet the requirements of their 
customers, to provide base or cushion gas in the development of the Field. 
Under Rate Schedule S—-1, Laclede will be entitled to 63.75 percent, Illinois 
Power 11.25 percent and Mississippi River Fuel 25 percent participation and 
utilization of the storage capacity as it develops. Each party will pay for the 
respective volumes of gas used for base or cushion storage. Mississippi River 
Fuel would not presently participate in the utilization of the facility. With the 
initial injection of some 11 billion feet of gas planned, it is evident that Laclede 
and Illinois Power are making a substantial contribution to this storage project. 

In support of the project, Transmission cites testimony of its geologist that 
the reservoir upon full development will hold approximately 31 billion cubic 
feet of gas, and points to the tremendous savings by consumers from the use 
of storage facilities as compared with the relatively high cost of meeting peak 
demands directly from pipeline transmission. It cites testimony by a witness 
for Laclede, the principal beneficiary of the storage, that the proposed storage 
facility would afford that company the cheapest possible source of new and 
additional peak gas. 

Although favoring certification of the pipeline aspect of Transmission’s proj- 
ect, staff recommends the denial of the storage proposal for what appears bas- 
ically to be three reasons. First, staff is of the view that the feasibility of storing 
gas in this new and unproven field is sufficiently doubtful to warrant with- 
holding authorization until further tests and experience establish a clearer 
likelihood of success than presently exists. Staff points to testimony by Trans- 
mission’s geologist that he could not conclusively say from the tests so far made 
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whether the St. Peter formation will hold gas, and the only way this could be 
determined with certainty is to physically inject gas at controlled pressures and 
then see if there has been any seepage. The Commission should not give its 
approval to a project the success of which has not been more fully substantiated, 
says staff. 

Second, staff contends that the interrelated rate provisions and storage 
arrangements are basically unfair in that they shift the risk of the failure of 
the storage project from Transmission to customers Laclede and Illinois Power. 
Staff argues that there is a strong likelihood that these two customers, with a 
combined maximum take of 50,000 Mcf per day, would be charged with 75 
percent of the cost of the storage facilities in the event of failure. Staff points 
out that Transmission would not have a large volume business with numerous 
customers by which the impact of a failure of the storage on individual cus- 
tomers could be reduced. Although recognizing that storage service would be 
desirable, particularly to Laclede, whose market is primarily space heating, 
staff argues that approval should be granted only if a proposal were submitted 
by Transmission under which it, and not its customers, would bear the cost of 
failure. 

Third, staff contends that under present arrangements, Laclede and Illinois 
Power would be required to assume an unjustified portion of the costs during and 
after the initial stages of the development of storage. Staff contends that 
Transmission’s rates are designed to cover the full cost of storage immediately 
upon the commencement of initial development. In addition, says staff, Laclede 
and Illinois Power would be required to commence payments for gas going into 
storage even though they would not receive any service therefrom until the 
1962-1963 heating season, and even though maximum withdrawals of 40,000 
Mef per day would not be realized until perhaps 1964. Indeed, says staff, the 
record does not exclude the possibility that Laclede and Illinois Power might 
have to pay the demand charges associated with the storage operations for the 
20-year term of the storage agreements, even though St. Jacobs proved 
unsuccessful. 

In reply to staff’s objections, Transmission and its two customers, Laclede and 
Illinois Power, contend first that the arrangements and agreements underlying 
the combined project of Transmission were the result of protracted negotiations 
between these three parties, and reflect the respective obligations and privileges 
of the parties concerned, designed to meet both the interests of the companies 
and the consuming public. They argue that no party other than staff has 
raised any objection to these proposals, including the storage proposal, and 
contend that staff’s judgment should not be substituted for the combined judg- 
ment of the management of these companies. 

Second, these parties deny that an excessive portion of the risks of the St. 
Jacob Storage project would be thrust upon the distributing companies. Trans- 
mission points out that it will invest more than $1,533,000 in facilities necessary 
to enable the injection of gas into the storage reservoir, and that this capital 
investment represents approximately 15 percent of its total assets. In addition, 
Transmission contends that under the cost-of-service type rate schedule appli- 
cable to storage sales, the only benefits to it of the storage would consist of the 
return produced upon its declining investment in the facilities. In contrast, it 
argues, the customers would receive far greater benefits from increasing volumes 
of peaking gas at progressively decreasing costs, all in return for a relatively 
small risk. Further, these companies point out that if the customer companies 
either individually or jointly undertook such a storage development, they would 
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have to expend all the capital costs and bear the entire loss in the event of 
failure. 

In addition, the customer companies contend that staff has not correctly 
appraised the extent of the risk they have assumed. They contend that in the 
event of a failure of the storage project, their risk of loss under the S—1 Service 
Agreement would be limited to their proportionate share of unrecovered base 
storage gas, including costs associated with such volumes, and that they would 
not be liable to compensate Transmission for further development expenses if 
Transmission were unable to perform its obligation of providing storage service. 
They say that in the light of the companies’ total gas purchase, the sums in- 
volved are not so substantial as to cast any undue burden on them or their cus- 
tomers. They contend that the mere fact that no top storage gas will be avail- 
able from the St. Jacob Field for 18 months is no suflicient reason for denying 
the project. 

They also point out that both companies have undertaken far greater risks 
in developing and operating their own storage, experience which well qualifies 
them to evaluate the prospects of the St. Jacob Storage Field and reasonably 
weigh the risks and benefits involved. And they contend that the storage project 
is an integral part of the proposed combined project in that, for other reasons, 
it allows Laclede to meet its take-or-pay-for obligations to Transmission by 
releasing gas for sale to Mississippi River Fuel for base storage. 

Finally, Transmission questions whether its project modified as staff recom- 
mends would be acceptable to the parties. Illinois Power points out that a 
major factor in the appeal of this project to the distributing companies was the 
availability of storage, and this was a predominant reason why this project was 
acceptable whereas an earlier project without storage was not. In addition, 
Transmission expresses doubts that any investor would provide funds for its 
project if the company were required to bear the entire cost of a failure of the 
storage proposal. 

In our view, the objections advanced by staff do not require the denial of 
Transmission’s proposed St. Jacob Storage Field. The facts establish that this 
facility, if successful, would provide substantial volumes of peak day gas at 
relatively favorable prices to meet the long-standing and continuously increas- 
ing demands of markets in the St. Louis area, including the adjacent area across 
the Mississippi River in Illinois. There is, of course, a risk of failure of this 
as of any storage project. The risk would, however, be borne by all the parties 
and considering the benefits and detriments to each, it appears that no one 
party is being required to assume an inequitable portion thereof. Certainly, 
the risk of Laclede and Illinois Power is less than they have previously assumed 
in developing their own storage, or would be required to assume if they developed 
this storage without Transmission’s participation. 

Consistent with our practice in previous cases, however,’ we shall limit the 
authorization we grant for the St. Jacob Storage Field to a temporary authoriza- 
tion, pending the further development and testing of this facility. In this con- 
nection, we shall require Transmission to file with the Commission, within 30 
days of the date of issuance of this opinion, proposed plans for the further testing 
and development of this facility. Likewise, the company shall at the same time 
and at 30-day intervals thereafter, file reports showing the volumes of gas 
injected therein, the extent of leakage, if any, and such other facts as may be 


® Compare Commission Opinion No. 316 issued October 31, 1958, in Matters of American 


Louisiana Pipe Line Company, 20 FPC 575, involving Northern Natural Gas Company's 
Redfield storage project. 


676-807-6468 





1036 FEDERAL POWER COMMISSION 





pertinent to evaluating the development and operation of this storage project. 

Also, in view of a seeming possible uncertainty with respect to how much of 
the risk of failure of the St. Jacob facility is intended to rest on the customer 
companies, we shall attach a condition to the authorizations granted Trans- 
mission prescribing what reasonably appears to be the intention of the parties 
under the S—1 Agreement, that the risk of loss to Laclede and Illinois Power in 
the event of such failure is limited to their proportionate share of unrecoverable 
base storage gas, and that these customers will not be liable to compensate 
Transmission for further development expenses if Transmission is unable to 
perform its obligation of providing storage service. 


Financing 





Transmission proposes to finance the total capital cost of its project of ap- 
proximately $9,804,000 by the issuance of some $7,500,000 of long term debt in 
the form of first mortgage bonds. The remaining approximately $2,500,000 
would be covered by the issuance of equity securities. These would consist of 
350,000 shares of common stock, including 50,000 shares of common stock pres- 
ently owned by Mississippi River Fuel; 150,000 shares of common stock to be 
issued to Mississippi River Fuel, plus an amount of cash to be determined in 
accordance with the agreement between those parties; and 150,000 shares of 
stock to be sold to the public. 

Staff points out that Mississippi River Fuel would acquire its additional 
150,000 shares of common stock in exchange for assets and cash valued at 
$950,000 or at a cost of approximately $6.33 per share to that company. In 
contrast, 150,000 shares would be sold to the public for $1,650,000, or at a cost 
of $11 per share. Staff states that in its view, Mississippi River Fuel is not 
taking any risk great enough to warrant such claimed preferential treatment. 

In our opinion, staff’s objections are well taken. Accordingly, we shall attach 
a condition to our order herein, requiring Transmission to file with the Commis- 
sion a revised plan of financing that eliminates the feature objected to by staff 
and is otherwise satisfactory to the Commission. 


Rate of return 





Transmission’s proposed rates herein are based on a seven percent rate of 
return. Staff contends that such a rate of return is excessive, and recommends 
that it be reduced to six percent. In support of its recommendation, staff argues, 
among other matters, that Transmission’s project contains a potential for in- 
creased sales and additional revenues without the need for investment of addi- 
tion capital ; that it would be unreasonable to allow the company a rate of return 
that will yield earnings on equity in its first year of operation equal to the aver- 
age that is being realized in the industry; and that by reason of tariff provisions 
under which cutbacks of gas by Transmission’s customers would redound to the 
benefits of the parent, Mississippi River Fuel, a lower rate of return is justified 
for the subsidiary, Transmission. 

We conclude, however, that the rate of return allowed Transmission should 
be fixed at six and one-half percent. There is, as staff points out elsewhere, a 
considerable element of risk in the St. Jacob Storage project, the costs of which 
embrace some 15 percent of Transmission’s contemplated total investment. Nor 
is it likely that Transmission, in its initial venture into the money market, can 
secure bond money bearing an interest cost of not more than five percent, as staff 
assumes. Transmission takes the position that a seven percent rate of return 
would provide it with only an 11.5 percent return on overall equity capital, com- 
pared to the average of 15.17 percent earned by nine selected pipeline companies 
during the years 1955-1959. However, those were established companies and 
therefore their operations cannot necessarily be compared to those of Transmis- 
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sion. A six and one-half percent rate of return would, assuming a cost of debt 
of 5.25 percent, result in a rate of return on equity of 10.3 percent, which is 
within the limits we have previously recognized in more comparable situations. 


Depreciation accruals 


A question has arisen with respect to Transmission’s proposed rate of depre- 
ciation accruals. Transmission would apply a four percent rate of depreciation 
to the company’s facilities to determine the annual depreciation expense al- 
lowance, pointing to the fact that Trunkline has gas reserves indicating a reserve 
life index of 17.5 years, the fact that Trunkline is the sole supplier of Transmis- 
sion, and other circumstances. Staff takes the position that a 3.5 percent rate of 
depreciation accrual on Transmission’s facilities is adequate. Staff points out 
that both Transmission’s supplier, Trunkline, and its parent, Mississippi River 
Fuel, are allowed a 3.5 percent rate of depreciation on their transmission facili- 
ties. Also, staff sees no reason why Transmission’s facilities should not last in 
excess of 30 years, nor why gas supplies should not be forthcoming for a compa- 
rable period. We agree with staff that in view of these and other circumstances, 
the reasons relied on by Transmission do not support a four percent rate of de- 
preciation accrual, and that a 3.5 percent rate is adequate and proper. 


Economic feasibility 


There is no question of the economic feasibility of Transmission’s proposal 
herein and we so find. As indicated above, Transmission’s rates, as proposed, 
are designed to provide for the overall costs of service at a 75 percent load 
factor purchase from Trunkline, and are based on a 7 percent rate of return. 
The 75 percent load factor imposes no financial risk on Transmission, since its 
customers are required to take gas from it at a 75 percent load factor or pay 
for gas they do not take. Our reduction of the rate of return to six and one-half 
percent will not adversely affect the economic feasibility of the project materially. 


The Producers’ Authorizations 


The three producer applicants herein would supply some 814,000 MMcf of the 
recoverable reserves included by Trunkline in its general gas supply to support 
its authorizations herein. The contract with Humble covers estimated reserves 
of 673,010 MMcf in the Bayou Sale Field and 7,065 MMcf in the Bayou Carlin 
Field. The contract with The California Company covers estimated reserves 
of 123,175 MMcef in the Riceville Field. The Richardson & Bass contract covers 
estimated reserves of 11,533 MMcf in the South Mermentau Field. All these 
fields are in southern Louisiana. The proposed initial price for all these sales 
is 22 cents, exclusive of tax, which is claimed by the producers to be 2.05 cents 
per Mcf. 

Price is the primary issue which has arisen on the producers’ applications. 
Staff recommends that the producers’ applications be granted but that, in 
accordance with our First Amendment to Statement of General Policy No. 61-1, 
issued October 25, 1960, all producer initial rates in these proceedings be condi- 
tioned at a price of 21.5 cents, exclusive of tax. Staff points out that Richardson 
& Bass was the only party to submit any “formal” cost evidence to justify the 
22-cent price proposed. In staff’s view, however, the evidence adduced by 
Richardson & Bass does not justify the 22-cent price. Likewise, in the opinion 
of staff, the 22-cent price is not sustained by evidence adduced by Humble and 
designed to meet the requirements of the Supreme Court’s Catco”™ decision as 
we have interpreted it. 


~ Atlantic Refining Co. v. Public Service Commission of the State of New York, 360 
U.S. 378. 
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Humble and Richardson & Bass contend, however, that the producer sales 
should be certificated at the 22-cent initial price proposed. They argue that 
the General Policy Statement referred to above, which was not issued until 
after the record in this case was closed, constitutes only a guidance statement 
and does not preclude higher prices if justified on the record. They argue that 
they adduced evidence responsive to the requirements of the Supreme Court’s 
Catco decision as interpreted by the Commission, which sustains the 22-cent 
proposed initial price. In this connection, they point to evidence said to justify 
the price under Catco, including evidence claimed to establish that the initial 
price proposed is “in line” with existing prices, will not establish a “new plateau” 
for the area, and will not “trigger” prices or rate increases in other gas contracts. 
In addition, they point to other evidence respecting such matters as costs of 
production, existing and previous price conditions, volume and conditions of 
production, extent of reserves, location of fields and conditions of delivery, 
quality of gas, and relative consumer need for gas. They contend that upon 
the basis of either the Policy Statement or evidence of the character described 
above, they are entitled to the 22-cent price. The amount of tax reimbursement 
is also disputed, Trunkline contending that the producers are entitled to only 
1.8 cents per Mcf for tax reimbursement, and the producers contending they are 
entitled to 2.05 cents per Mcf. 

Obviously, under the provisions of the Commission’s Policy Statement, as 
amended, the producers are entitled to no more than 21.5 cents per Mef, at 
15.025 psia, exclusive of tax.“ We consider it necessary and appropriate to 
determine at this time what shall be the entire price for these producer sales, 
including tax. Accordingly, we conclude that, considering all the circumstances 
of this case, including the evidence adduced by the parties summarized above, 
the proper initial price for the producers’ sales here in issue, including tax, is 
23.25 cents per Mcf. 


The Commission further finds: 

(1) Trunkline Gas Company, a Delaware corporation with its principal place 
of business in Houston, Texas, is a “natural-gas company” within the mean- 
ing of the Natural Gas Act, as the Commission has heretofore found. 

(2) Mississippi River Transmission Corporation, a Delaware corporation with 
its principal place of business in St. Louis, Missouri, upon commencement of the 
transportation and sale of gas for which certificate authorization is sought 
herein, will be engaged in the transportation of natural gas in interstate 
commerce and the sale in interstate commerce of natural gas for resale and 
will be a “natural-gas company” within the meaning of the Natural Gas Act. 

(3) Trunkline’s and Transmission’s proposed facilities hereinabove referred 
to, and more fully described in their applications, will be used in the transporta- 
tion and sale of natural gas in interstate commerce, subject to the jurisdiction 
of the Commission, and such facilities, together with the construction and opera- 
tion thereof, are subject to the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

(4) Trunkline’s and Transmission’s proposed sales of natural gas hereinabove 
referred to, and more fully described in their applications, will be made in inter- 
state commerce for resale for ultimate public consumption, subject to the 
jurisdiction of the Commission, and such sales are subject to the requirements 
of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(5) Subject to the requirements of our order herein and the conditions of the 
certificates herein issued, Trunkline and Transmission are able and willing 


14'This is the pressure stated in the Policy Statement for this price, and is also the pres: 
sure of the producers’ gas under their contracts with Trunkline. 
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properly to do the acts and to perform the services proposed and to conform 
to the provisions of the Natural Gas Act and the requirements, rules and 
regulations of the Commission thereunder. 

(6) The construction and operation of the facilities proposed by Trunkline 
and Transmission, and the sales of natural gas proposed by them are required 
by the public convenience and necessity, and certificates should be issued to 
Trunkline and Transmission as hereinafter ordered and conditioned. 

(7) The conditions attached to the certificates herein issued to Trunkline and 
Transmission are required by the public convenience and necessity. 

(8) Richardson & Bass (Operator), The California Company and Humble 
Oil & Refining Company, the producer applicants herein, are or upon initiation of 
the proposed sales to Trunkline will be engaged in the sale of natural gas in 
interstate commerce for resale for ultimate public consumption, subject to the 
jurisdiction of the Comrfiission, and are or will be “natural-gas companies” 
within the meaning of the Natural Gas Act. 

(9) The sales of natural gas proposed by each of the producer applicants, as 
more fully described in their applications, are subject to the jurisdiction of the 
Commission, and such sales, together with the construction and operation of 
any facilities subject to the jurisdiction of the Commission necessary therefor, 
are subject to the requirements of subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(10) Each of the producer applicants is able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regulations thereunder. 

(11) The sales proposed by each of the producer applicants, together with the 
construction and operation of any facilities subject to the jurisdiction of the 
Commission necessary therefor, are required by the public convenience and 
necessity, and certificates should be issued to each of them as hereinafter ordered 
and conditioned. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued to 
Trunkline, upon the conditions hereinafter set forth, for the construction and 
operation of the facilities, and for the sales of natural gas proposed, as more 
fully described hereinabove and in the company’s application in this proceeding. 

(B) A certificate of public convenience and necessity is hereby issued to 
Transmission, upon the conditions hereinafter set forth, for the construction, 
acquisition, and operation of the facilities, and for the sales of natural gas 
proposed, as more fully described hereinabove and in the company’s application 
in this proceeding; provided, however, that the authorization for the St. Jacob 
Storage Field shall be on a temporary basis only, and shall be subject to the 
conditions set forth in paragraph (E) below. 

(C) The general terms and conditions set forth in paragraphs (a), (b), (c), 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the certificates issued Trunkline and Transmission herein. 
In addition, subparagraph (d) of Section 157.20 shall apply to Transmission’s 
acquisition from Mississippi River Fuel Corporation of the St. Jacob Storage 
facilities. The time within which Trunkline’s facilities, and Transmission’s 
facilities except for the St. Jacob Storage Field, shall be constructed and placed 
in actual operation is hereby fixed at six months from the date of issuance of this 
opinion. 

(D) The following conditions shall be attached to the certificate issued Trunk- 
line herein and to the exercise of the rights thereunder : 

(i) Trunkline shall file with the Commission, not less than 90 days prior to 
the commencement of service hereunder, revised tariff sheets to its FPC Gas 
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Tariff Volume 1, to provide for service by Trunkline to Transmission under the 
authorizations herein granted, and to otherwise carry out the modifications in 
the company’s rate schedules hereinabove described, satisfactory to the 
Commission. 

(ii) Any refund or other requirements which the Commission may order in 
the rate proceedings involving Trunkline in Docket No. RP60-6 with respect 
to the company’s P-2 rate shall apply to and be reflected in Trunkline’s SG-—2 
rate herein proposed. 

(iii) Trunkline shall file with the Commission, not less than 90 days prior 
to the commencement of the service herein authorized, a new service agreement 
reflecting a contract demand level of 370,000 Mcf of gas per day to Panhandle. 

(E) The following conditions shall be attached to the certificate issued Trans- 
mission herein and to the exercise of the rights thereunder : 

(i) Transmission shall file with the Commission, not less than 90 days prior 
to commencing the service herein authorized, a new tariff and service agree 
ments which give effect to the requirements of this opinion and which reflect 
(a) a rate of return of six and one-half percent, (b) a rate of depreciation ac- 
crual of three and one-half percent, and (c) third-year operations, and are other- 
wise satisfactory to the Commission. These filings shall be accompanied by 
adequate supporting data. 

(ii) Transmission shall file with the Commission, within 90 days from the 
date of issuance of this opinion, a revised plan of financing that eliminates 
unjustified differences in prices for common stock sold to Mississippi River Fuel 
and to the public, and is otherwise satisfactory to the Commission. 

(iii) Transmission shall file with the Commission, within 30 days of the date 
of issuance of this opinion, proposed plans for the further testing and develop- 
ment of the St. Jacob Storage Field. Likewise, the company shall file at the 
same time and at 30-day intervals thereafter, reports satisfactory to the Com- 
mission showing the volumes of gas injected therein, the extent of leakage, if 
any, and such other facts as may be pertinent to evaluating the development and 
operation of this storage facility. 

(iv) The risk of loss to Laclede Gas Company and Illinois Power Company in 
the event of failure of the St. Jacob Storage Field shall be limited to their 
proportionate share of unrecoverable base storage gas, and these customers 
shall not be liable to compensate Transmission for further development expenses 
if Transmission is unable to perform its obligation of providing storage service. 

(F) Certificates of public convenience and necessity are hereby issued to 
Richardson & Bass (Operator), The California Company and Humble Oil & 
Refining Company, the producer applicants herein, authorizing their sales of 
natural gas in interstate commerce for resale, as described hereinabove and 
more fully set forth in their applications in this proceeding, together with 
the construction and operation of any facilities subject to the jurisdiction of 
the Commission necessary therefor. 

(G) As a condition attached to the certificates issued the producer applicants 
herein and to the exercise of the rights thereunder, the initial price for the 
sales of the producers shall be 23.25 cents per Mcf, including tax. 

(H) The certificates issued to producer applicants herein shall be deemed 
accepted and of full force and effect, unless refused in writing and under oath 
within 30 days from the issuance of this order; and the facilities authorized by 
said certificates shall be constructed and placed in actual operation within six 
months from the issuance of this order. 

(I) The certificates issued to producer applicants hereinabove are not trans- 
ferable and shall be effective only so long as each of said applicants continues 
the acts or operations hereby authorized in accordance with the provisions of 
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the Natural Gas Act, and the applicable rules, regulations ard orders of the 
Commission. 

(J) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act, or of Part 154 of the 
Commission’s Regulations under the Natural Gas Act, requiring the filing of 
rate schedules for the service herein authorized; and is without prejudice to any 
findings or orders which have been or may hereafter be made by the Commission 
in any proceeding now pending or hereafter instituted against the applicants. 
Further, the action taken in this proceeding shall not foreclose or prejudice 
any future proceedings or objection relating to the operation of any price or 
related provision in the gas purchase contracts here involved. 

(K) Richardson & Bass (Operator)’s notice of withdrawal of its application 
in Docket No. CI60—291 is hereby granted. 


Before Commissioners: Arthur Kline, Acting Chairman; Frederick Stueck, 
and Paul A. Sweeney. 


THH BERKSHIRE GAS COMPANY, BLACKSTONE VALLEY GAS & 
ELECTRIC COMPANY, THE BRIDGEPORT GAS COMPANY, CENTRAL 
MASSACHUSETTS GAS COMPANY, CONCORD NATURAL GAS CORPO- 
RATION, THE CONNECTICUT GAS COMPANY, FITCHBURG GAS & 
ELECTRIC COMPANY, GAS SERVICE, INC., THE GREENWICH GAS 
COMPANY, THE HARTFORD ELECTRIC LIGHT COMPANY, HAVER- 
HILL GAS COMPANY, CITY OF HOLYOKE, MASSACHUSETTS, GAS 
AND ELECTRIC DEPARTMENT, THE HOUSATONIC PUBLIC SERVICE 
COMPANY, LAWRENCE GAS COMPANY, LOWELL GAS COMPANY, LYNN 
GAS COMPANY, MANCHESTER GAS COMPANY, THE NEW BRITAIN 
GAS LIGHT COMPANY, NORTHAMPTON GAS LIGHT COMPANY, 
SPRINGFIELD GAS LIGHT COMPANY, CITY OF WESTFIELD GAS AND 
ELECTRIC LIGHT DEPARTMENT, WORCESTER GAS LIGHT COMPANY, 
DOCKET NO. CP61-74; ORANGE AND ROCKLAND UTILITIES, INC., CP 
61-81; CENTRAL HUDSON GAS & ELECTRIC CORPORATION, CP61- 
82; DELTA NATURAL GAS COMPANY, INC., CP61-83; CLARKSVILLE 
GAS DEPARTMENT, CLARKSVILLE, TENNESSEE, CP61-84; WESTERN 
KENTUCKY GAS COMPANY, CP61-87; CITY OF PORTLAND, TENNES- 
SEB, CP61-88; CITY OF BOONEVILLE, MISSISSIPPI, TOWN OF BALD- 
WYN, MISSISSIPPI, CP61-89; NEW YORK STATE ELECTRIC & GAS COR- 
PORATION, CP61-90 ; TENNESSEE NATURAL GAS LINES, INC., CP61-91; 
TOWN OF WALNUT, MISSISSIPPI, CP61-93; PENNSYLVANIA GAS 
COMPANY, CP61-95; IROQUOIS GAS CORPORATION, CP61-100; THE 
HUMPHREYS COUNTY UTILITY DISTRICT, DOCKET NO. CP61-104 


FINDINGS AND ORDERS DIRECTING SALES AND DELIVERY OF NATURAL GAS 


(Issued November 30, 1960) 


On September 12, 1960, the above named applicants in Docket No. CP61-74 filed 
an application, pursuant to Section 7(a) of the Natural Gas Act, and on 
October 27, 1960, an amendment thereto, for an order directing Tennessee Gas 
Transmission Company (Tennessee) to sell and deliver to the respective appli- 
cants certain volumes of natural gas in excess of those which Tennessee is 
presently authorized to deliver to them for a period of one year from the date 
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of authorization, under Tennessee’s appropriate rate schedule for its New 
England zone on file with the Commission, as follows: 


Maximum daily authorization 
(Mcf @ 14.73 psia) 


Presently Additional 
authorized volume re- 
maximum uested in 
contract this appli- 
quantity* cation 


The Berkshire Gas Company: 
North Adams 
Pittsfield 
Blackstone Valley Gas and Electric Company 
The Bridgeport Gas Company - - 
Central Massachusetts Gas Company: Spencer 
Concord Natural Gas Corporation 
The Connecticut Gas Company: 
Norwalk 
Winsted 
Fitchburg Gas and Electric Light Gompene. 
Gas Service, 
The Greenwich Gas Company 
The His artford Electric L’ ight Company: 


Torrinated. s f 
Haverhill Gas Company 548 10, 043 
Holyoke, Massachusetts Gas and Electric Department 

(City of) 6, 397 
The Housatonic Public Service Company: 

Derby-Shelton , 936 , 10, 280 

Wallingford 3, 035 5 3, 220 
Lawrence Gas Company-- , 262 , 635 10, 897 
Lowell Gas Company. --. ; 2, 652 15, 606 
Lynn Gas Company , 036 8, 478 
Manchester Gas Company: Manchester Station , 778 222 5, 000 
The New Britain Gas Light Company. --.-.--..---..--..- “ , Of 2, 230 6, 820 
Ni wthampton Gas Light Company } , 346 398 ‘ 
Springfield Gas Light Company 5 7, 456 

Westfield Gas and Electric Light Department (City of) : , OF 900 
Worcester Gas Light Company ‘ 2, 000 





*Does not include the volumes of Interim G-6 Service which were authorized in Docket No. G-20096 
and which were not available after October 31, 1960. 


Said applicants in Docket No. CP61-74 also request that increased Billing 
Demands resulting from deliveries by Tennessee of such an interim supply of 
gas be applicable and effective only during the period such interim supply is 
authorized. 

Applicants in their amendment allege that Tennessee in its answer to the appli- 
cation, dated October 4, 1960, stated that Tennessee recognizes the need for the 
additional natural gas service which applicants seek since Tennessee proposed 
to render essentially the same quantities of additional natural gas service to 
these applicants in its system-wide expansion program filed with the Commission 
in Docket No. CP60-94 on May 2, 1960. Said applicants further refer to Ten- 
nessee’s statement in its said answer that Tennessee could render such service 
commencing with the 1960-1961 winter, by means of its existing pipeline system 
and operation of new facilities east of storage which Tennessee has been au- 
thorized to construct but not to operate; that if Tennessee is ordered to place 
said new facilities into service, it could serve the additional quantities of natural 
gas requested during the 1960-1961 winter heating season, but that Tennessee 
does not have sufficient capacity to serve these additional long term requirements, 
nor is it assured of its ability to proceed with the necessary expansion in the 
future. 

As a condition to obtaining such an interim supply of gas applicants in Docket 
No. CP61-74 agree that if, within ninety days following termination of this 
interim service, they purchase gas from Tennessee in excess of their presently 
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authorized maximum contract quantities and up to the quantities supplied by 
this proposed interim service, then such excess volumes shall be purchased under 
Tennessee’s G-6 rate schedule. 

On September 22, 1960, the above named applicants in Docket Nos. CP61-81, 
CP61-82, CP61-83, and CP61-84, all existing customers of Tennessee, filed appli- 
cations, pursuant to Section 7(a) of the Natural Gas Act, for orders directing 
Tennessee to deliver and sell to them volumes of natural gas in excess of the 
volumes Tennessee is presently authorized to deliver to them, under Tennessee’s 
appropriate rate schedules on file with the Commission. The additional volumes 
requested in said applications, which are to meet the 1960-1961 winter require- 
ments of each applicant are the same as the volumes proposed to be sold to 
them by Tennessee in its application in Docket No. CP60-94. The volumes pres- 
ently authorized to be sold to the respective applicants and the additional 
volumes requested are as follows: 


j 
Maximum daily authorization 
| (Mef @ 14.73 Psia) 
fl eneme: _ — - _ - _ 
| | 
| Presently | Additional | 
| authorized | volume 
maximum | requested in | 
contract | the instant 
quantity applications | 
| en 
— fotereenncest ppm 
Orange and Rockland Utilities, Inc_-- 18, 000 5, 000 | 23, 000 
Central Hudson Gas & Electric Corporation 8, 030 | , 660 9, 690 
Delta Natural Gas Company, Inc 6, 360 040 7, 400 
Clarksville Gas Department 6, 750 450 | 7, 200 


Total = 39, 140 8, 150 47, 200 


The above-named applicants in Docket Nos. CP61-87, CP61-8§, CP61-89, 
CP61-90, CP61-91, CP61-93, CP61-95, CP61-100 and CP61-104, all existing cus- 
tomers of Tennessee, filed applications under Section 7(a) of the Natural Gas 
Act in their respective dockets, supra, on September 23, 1960, through October 3, 
1960, for orders directing Tennessee to deliver and sell to them volumes of natu- 
ral gas in excess of the volumes Tennessee is presently authorized to deliver to 
them, under Tennessee’s appropriate rate schedules on file with the Commis- 
sion. The additional volumes requested in these applications, which are to meet 
the 1960-1961 winter requirements of each applicant, are practically the same 
as the volumes proposed to be sold to them by Tennessee in its application in 
Docket No. CP60-94. The volumes presently authorized to be sold to the respec- 
tive applicants and the additional volumes requested by each are as follows: 





Maximum daily anthoriz 


(Mef @ 14.73 Psia) 


Presently | Additional 
authorized volume 

|} maximum | requested ir 
contract | the instant 
quantity | applications 


Western Kentucky Gas Company idee Aden 25, § 97 
The City of Portland, Tennessee_.._.-....- ; ac sini 1, 16 100 
City of Booneville and Town of Baldwyn, Mississippi---.-..--. 2, 532 | 158 
New York State Electric and Gas Corporation } 3, } 2,914 
Tennessee Natural Gas Lines..................-.. naan 2,001 | , 419 
Town of Walnut, Mississippi 

Pennsylvania Gas Company-.-....-..-.-.-. 

Iroquois Gas Corporation 

The Humphreys County Utility District 
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Tennessee has filed an answer in each of the above numbered dockets in sub- 
stantially the same language and to the same effect as that filed in Docket No. 
CP61-74, described above, stating that Tennessee has capacity available to serve 
the respective applicants during the 1960-1961 winter season, but that it cannot 
obligate itself to render such service on a long term basis without additional 
facilities. 

Each of said applicants has filed an amendment to its application stating in 
substance that it will accept an order authorizing service in the volumes re- 
quested for the period of one year. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 21 and 23, 1960. In addition to the answers filed by Tennessee in 
each of the above-numbered dockets, Tennessee on November 14, 1960, filed 
a petition for leave to intervene. A joint petition for leave to intervene was 
filed on November 17, 1960, by The East Ohio Gas Company, Hope Natural Gas 
Company, Lake Shore Pipe Line Co., New York State Natural Gas Corporation 
and The Peoples Natural Gas Company, operating companies of the Consolidated 
Natural Gas System, stating that they are existing customers of Tennessee and 
that Tennessee is selling and delivering natural gas to them under various long 
term agreements and that their purchases (volumes at 14.73 psia) from Tennes- 
see approximated 178 billion cubic feet in 1959, said intervening petitions 
allege that as large existing customers of Tennessee, they have substantial and 
direct economic and legal interests in the applications herein. The Manu- 
facturers Light and Heat Company, The Ohio Fuel Gas Company and United 
Fuel Gas Company, subsidiaries of the Columbia Gas System, Inc., also filed 
on November 17, 1960, a joint petition for leave to intervene, alleging that they 
have purchased in the past and are presently purchasing substantial volumes 
of natural gas from Tennessee. Said Columbia System interveners agree that 
if authority is granted by the Commission as expressly requested in the appli- 
cation of The Berkshire Gas Company, et al., Columbia Companies will have 
no objection thereto. With regard to the applications of certain contract 
demand customers of Tennessee, also consolidated herein for purposes of hearing, 
Columbia Companies take no position on increased authorizations sought by 
such customers. 

Columbia companies stated that they do, however, reserve their right to inter- 
vene and actively participate in a subsequent proceeding wherein long-term 
authorizations are requested for said increases involving the authorization and 
construction of additional facilities by Tennessee. 

Nashville Gas Company (Nashville Gas), a natural gas distribution company 
engaged in the business of serving natural gas to the public in Nashville, Ten- 
nessee, and several nearby suburban communities, and a wholly owned subsidiary 
of Tennessee Natural Gas Lines Ine. (Tennessee Natural) filed herein on 
November 14, 1960, a motion to be substituted for Tennessee Natural. 

Movant alleges that Tennessee Natural is the sole supplier of natural gas to 
Nashville Gas and Tennessee Natural has no source of supply except from 
Tennessee Gas Transmission Company (Tennessee). On September 26, 1960, 
Tennessee Natural filed an application herein, pursuant to the provisions of 
Section 7(a) of the Natural Gas Act, for an order of the Commission directing 
Tennessee to deliver and sell to it 10,419 Mcf of natural gas at 14.73 psia in 
excess of the volumes Tennessee is presently authorized to deliver to it, under 
Tennessee’s appropriate rate schedule on file with the Commission. 

Nashville Gas alleges that on October 6, 1960, Tennessee filed its answer to 
Tennessee Natural’s application herein in which it stated in part as follows: 

As it was hereinbefore indicated, Tennessee recognizes the need for the 
service requested by applicant since Tennessee proposed to render essen- 
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tially the same quantity of additional service to applicant at Docket No. 
CP60-94. Further, in the pleadings and exhibits filed therewith Tennessee 
evidenced its ability to render such service commencing with the 1960-1961 
winter by means of its existing pipeline system. Therefore, if the Commis- 
sion finds that service to be in the public interest and so directs, Tennessee 
could serve the additional quantity of natural gas requested herein during 
the 1960-61 winter heating season. 

Nashville Gas also alleges that it has been advised by Tennessee Natural] that 
it is willing to permit Nashville Gas to be substituted for Tennessee Natural 
in this proceeding and, after substitution, to reduce the 7(a) request for addi- 
tional requirements from 10,420 Mcf at 14.73 psia (the overall needs of Tennessee 
Natural as shown by its application) to 5,119 Mcf at 14.73 psia, the actual 
additional needs of Nashville Gas for the winter of 1960-61. 

Included in the original request of Western Kentucky Gas Company for an 
additional volume of 1,974 Mcf is a peak day first year requirement of 235 Mcf 
for new service in the City of Perryville, Kentucky. Since Western Kentucky 
by its amendment to the application has stated that it is willing to accept the 
increased deliveries requested in its application for one year, Counsel for West- 
ern Kentucky requested that the additional volumes to be delivered to it be 
reduced by 235 Mcf or to 1,739 Mcf, and that the application as it relates to 
proposed service to the City of Perryville, Kentucky, be continued subject to 
further notice by the Secretary. 

Pennsylvania Gas Company requested that its application be amended to con- 
form with the record as stated November 21, 1960, so as to request 5,100 Mef 
per day additional gas at 14.73 psia. Iroquois Gas Company also requested that 
its application be amended to conform to the record so as to request 10,200 Mcf 
per day at 14.73 psia. 

On July 1, 1960, Tennessee was granted temporary authorization by the Com- 
mission only to construct the facilities as proposed in its application filed June 1, 
1960, Docket No. CP60-94.2, This temporary authorization was granted subject 
to the express condition that all costs associated with the installation of the 
facilities thereby authorized should not be placed in Tennessee’s plant accounts 
nor included in Tennessee’s rate base until such inclusion should be permitted 
by further action of the Commission in said proceeding. On July 26, 1960, 
Tennessee filed with the Commission written acceptance of said temporary 
authorization signed by its vice president and stating that construction of said 
facilities was commenced by Tennessee on July 20, 1960. Counsel for Tennessee 
Stated at the hearing that said facilities had been constructed. 

All parties present having been given an opportunity to make statements on 
the record of their respective positions and to present evidence, and all parties 
having indicated a desire for omission of the intermediate decision, staff counsel 
moved orally that the intermediate decision procedure be omitted and the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Commis- 
sion’s Rules of Practice and Procedure. 


The Commission finds: 


(1) It is desirable to allow the petitioners, Tennessee Gas Transmission Com- 
pany; The East Ohio Gas Company, Hope Natural Gas Company, Lake Shore 
Pipe Line Co., New York State Natural Gas Corporation and The Peoples 


1Tennessee Natural purchases from Tennessee under Rate Schedule G—1 for resale to 
Nashville Gas for the Nashville, Tennessee service area and purchases from Tennessee for 
resale to Nashville Gas under Rate Schedule GS-1 for the Ashland City, Tennessee area. 

2 This covered only a portion of the facilities requested in the application in Docket 
No. CP60—94, filed on May 2, 1960. 
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Natural Gas Company, operating companies of the Consolidated Natural Gas 
System; and the Manufacturers Light and Heat Company, The Ohio Fuel Gas 
Company and United Fuel Gas Company, subsidiaries of The Columbia Gas 
System, Inc., to intervene in these proceedings in order that said petitioners 
may establish the facts and law from which the nature and validity of their 
alleged rights and interests may be determined and show what further action 
may be appropriate under the circumstances in the administration of the Natural 
Gas Act. 

(2) It appearing to the Commission that Nashville Gas is not seeking anything 
different from that sought by Tennessee Natural, except that there will be a 
reduction in the volume of gas sought, and it appearing to the Commission that 
Nashville Gas is a qualified applicant under Section 7(a) of the Natural Gas 
Act, the Commission finds that good cause has been shown for granting said 
motion of Nashville Gas Company and Nashville Gas Company should be sub- 
stituted as a party applicant herein. 

(3) Tennessee Gas Transmission Company, a Delaware corporation having 
its principal office in Houston, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order of July 12, 1947, in Docket No. G—910, 6 FPC 777. 

(4) Each of the above named applicants, with the granting of the motion of 
Nashville Gas, is a public utility distribution company, a distribution district 
or a municipality engaged in the local distribution of natural gas to the public. 

(5) Public convenience and necessity require that the temporary authority 
granted on July 1, 1960, to Tennessee Gas Transmission Company only to con- 
struct the facilities as proposed in its application filed June 1, 1960, Docket No. 
CP60-94, be amended so as to authorize Tennessee to operate said facilities for 
the period coinciding with the period covering the sales of natural gas herein- 
after directed to the respective applicants herein and upon the same conditions, 
pending final determination by the Commission of the application of Tennessee 
in Docket No. CP60-94. 

(6) It is necessary and desirable in the public interest that the Commission 
by order direct Tennessee Gas Transmission Company to sell and deliver to the 
respective applicants herein, the volumes of natural gas in excess of those which 
Tennessee is presently authorized to deliver to them for a period of one year 
from the date of this order, under Tennessee’s appropriate rate schedule, as set 
forth opposite their names in ordering paragraph (D), and as provided in order- 
ing paragraph (E) hereof. 

(7) The ability of Tennessee Gas Transmission Company to render adequate 
service to its customers will not be impaired and no undue burden will be placed 
upon it by reason of the requirement that it sell the hereinafter designated 
volumes of natural gas to the respective applicants herein, nor will it be com- 
pelled to enlarge its transportation facilities. 


The Commission orders: 


(A) The above-named petitioners are hereby permitted to intervene in this 
proceeding, subject to the rules and regulations of the Commission: Provided, 
however, that the participation of such interveners shall be limited to matters 
affecting asserted rights and interests specifically set forth in the petitions to 
intervene; and Provided, further, that the admission of such interveners shall 
not be construed as recognition by the Commission that they might be aggrieved 
because of any order or orders of the Commission entered herein. 

(B) The motion of Nashville Gas Company filed herein on November 14, 1960, 
be and the same is hereby granted and Nashville Gas Company be and is hereby 
substituted for Tennessee Natural Gas Lines, Inc. as a party applicant herein. 
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(C) The temporary authority granted on July 1, 1960, to Tennessee Gas 
Transmission Company only to construct the facilities as proposed in its applica- 
tion filed June 1, 1960, Docket No. CP60—-94, be and the same is hereby amended 
to authorize Tennessee to operate said facilities for the period coinciding with 
the period covering the sales of natural gas hereinafter ordered to the respective 
applicants herein, and upon the same conditions, pending final determination by 
the Commission of the application in Docket No. CP60—-94. 

(D) Tennessee Gas Transmission Company be and it is hereby directed to sell 
and deliver to the following named respective applicants herein the following 
volumes of natural gas in excess of those which Tennessee is presently author- 


ized to deliver to them for a period of one year from the date of this order, under 
Tennessee’s appropriate rate schedule: 


| 


Maximum 
daily author- 
ization (Mef 
@ 14.73 psia) 
The Berkshire Gas Company: 

North Adams 


Blackstone Valley Gas and Electric Company. -.................------- 2.2 
The Bridgeport Gas Company. 

Central Massachusetts Gas Company: Spencer 

Concord Natural Gas Corporation 

The Connecticut Gas Company: 

Norwalk ‘ 

SINNED: 5 ainshasanlinbaeniadedid : | 22 
Fitchburg Gas and Electric Light Company 893 
Gas Service, I 332 
The Greenwich Gas Company. : 27 
The Hartford Electric Light Company: 

Stamford 

rorrington 450 
Haverhill Gas Company - --.- ? i | 2. 495 
Holyoke, Massachusetts Gas and Electric Department (City of) __- PER AER 617 
The Housantonic Public Service Company: 

Derby-Shelton = 

eee pdaicaiemeatioalins eieaeiiiminarindaaaiiemnidisidintttisdssisttitesicnadioiiingietl 
Lawrence Gas Company--------- ‘ 

Lowell Gas Company...--- 2, 652 
Lynn Gas Company | , 036 
Manchester Gas Company Manchester Station... -__--- ep liake adn iaieniindeadi peed 222 
The New Britain Gas Light Company--- uidiejted nao pinks lehtttisietintieiietvamaiiads 2, 230 
Northampton Gas Light Company 

Springfield Gas Light Company - ---..---- a ietiscidabiai insects cutest 
Westfield Gas and Electric Light Department (City of)........................-.-..-.- ; 
Worcester Gas Light Company i iia 

Orange and Rockland Utilities, Inc. ...........-.........-.-.. 

Central Hudson Gas & Electric Corporation. -_- 

Delta Natural Gas Company, Inc 

Clarksville Gas Department 

Western Kentucky Gas Company 

The City of Portland, Tennessee -- 100 
City of Booneville and Town of Baldwyn, Mississippi ‘ eal 158 
New York State Electric and Gas Corporation_-...... sic ta i east lapis actos 2, 914 
Town of Walnut, Mississippi | 34 
Pennsylvania Gas Company , 100 
I a cineenscleeneiiasinidinaanidsmaniniannai . ian , 200 
eB eR ee eee ye 518 


2 


lee 


3, 344 
185 


, OSS 


398 

, 456 
900 
2, 000 
, 000 
, 060 
. 040 
450 

. 739 


(E) Tennessee Gas Transmission Company be and it is hereby directed to 
sell to Nashville Gas Company volumes of gas up to 5,119 Mcf per day @ 14.73 
psia, (said volumes being in excess of the volumes it is presently receiving from 
its present supplier, Tennessee Natural Gas Lines, Inc.) for a period of one year 
from the date of this order, under Rate Schedule G—1, provided that Nashville 
Gas Company enter into an appropriate service agreement with Tennessee cover- 
ing said sale. The gas so sold to Nashville Gas Company shall be delivered to 
Tennessee Natural Gas Lines, Inc., for the account of Nashville Gas Company. 
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(F) Tennessee Gas Transmission Company shall report to the Commission, 
in writing and under oath, the date of commencement of service to said respec- 
tive applicants. 

(G) The application of Western Kentucky Gas Company, Docket No. CP61-87, 
as it relates to proposed service to the City of Perryville, Kentucky, is hereby 
continued, subject to further notice by the Secretary of the Commission. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HEADWATER BENEFITS INVESTIGATION IN THE KANAWHA RIVER 
BASIN, DOCKET NO. E-6969 


ORDER INSTITUTING INVESTIGATION UNDER SECTION 10(f) OF THE FEDERAL POWER ACT 
(Issued December 1, 1960) 


Pursuant to the provisions of Section 10(f) of the Federal Power Act, we 
are authorized to determine and assess headwater improvement benefit charges 
against the owner of any water power project directly benefited by upstream 
improvements constructed by the United States, its licensees or permittees. The 
United States and its licensees or permittees have constructed and operated 
reservoir storage developments on the Kanawha River and tributaries in Vir- 
ginia or West Virginia which may directly provide power benefits to down- 
stream nonfederal water power developments. 


The Commission finds: 


It is appropriate and in the public interest that an investigation be instituted 
by the Commission as hereinafter provided. 


The Commission orders: 


An investigation is hereby instituted pursuant to the provisions of the Federal 
Power Act, particularly Section 10(f) thereof, for the purpose of enabling the 
Commission to determine whether any of the non-federal water power projects 
located downstream from improvements constructed by the United States, its 
licensees, or permittees on the Kanawha River and tributaries, are directly 
benefited by the construction and operation of such upstream improvements of 
the United States, its licensees or permittees and, if it so finds, to determine 
the equitable proportion of the annual charges to be paid by the owner of any 
downstream non-federal water power project so benefited for interest, main- 
tenance and depreciation on such upstream improvements constructed by the 
United States, its licensees or permittees. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


GEORGE C. McGHEE (OPPRATOR), ET AL., DOCKET NOS. G-11651 AND 
G-11846 


ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued December 1, 1960) 


On November 30, 1956, George C. McGhee (Operator), et al. (McGhee), filed 
a favored-nation type rate change to its FPC Gas Rate Schedule No. 2 which 
increased the proposed rate level to 17.0¢ per Mcf (plus tax reimbursement). 
This tender was suspended in Docket No. G—11651 and was subsequently per- 
mitted to become effective subject to refund as of June 1, 1957. On January 
2, 1957, McGhee filed a similar type increase applicable to its FPC Gas Rate 
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Schedule No. 1. The latter tender was suspended in Docket No. G—11846 and 
was permitted to become effective subject to refund as of July 2, 1957. The 
natural gas sold pursuant to both said schedules is produced in South Bayou 
Mallet Field, Acadia Parish, Louisiana, and is delivered to Texas Gas Trans- 
mission Corporation (Texas Gas). 

On October 7, 1960, McGhee submitted an offer of settlement in the instant 
proceedings proposing to (1) eliminate the favored-nation and price redeter- 
mination covenants from the gas sales contracts involved; (2) provide for 
settlement rates of 14.6¢ per Mcf, plus 1.75¢ per Mcf tax reimbursement at 
15.025 psia; and (3) insert new schedules of periodic price escalations to levels 
of 15.6¢ per Mcf in January 1962, and 16.6¢ in January 1967. McGhee also 
agreed to refund the amounts collected which are in excess of that which would 
have been collected pursuant to the settlement rates plus interest on such excess. 

In support of its offer of settlement, McGhee states that the favored-nation 
and price redetermination provisions were important elements of consideration 
required by McGhee for the long-term commitment of these gas reserves to 
the performance of the contracts; that these two elements of consideration 
provided seller with a means of protecting itself against inflation and increased 
valuation of gas during the long-term of its contracts; and that these provisions 
were included in the contracts after arm’s-length negotiations. McGhee states 
that it is now willing to give up the advantage of these provisions in the subject 
contracts jin the interest of settling these matters. Texas Gas and Louisville 
Gas and Electric Company, intervenors herein, concur in the offer of settlement. 
In the judgment of the Commission, settlement of these matters in accordance 
with the offer of settlement is desirable. 

Our considerable experience with the effects of favored-nation and price re- 
determination provisions upon independent producer prices has shown us that 
acceptance of the proposed offer of settlement is desirable in the public interest, 
appropriate to carry out the provisions of the Natural Gas Act, and beneficial to 
the ultimate consumer, the pipeline purchaser and the independent producer. 
The resulting stability in purchased gas prices would be welcome to all segments 
of the natural gas industry. 

However, it should be made clear that acceptance of this offer of settlement 
should not be construed as approval of any future increased rates proposed 
by McGhee under the fixed escalation provisions in these contracts or other- 
wise and this action should not be construed as constituting a precedent for 
the acceptance of future settlement offers in this area. 


The Commission further finds: 


The proposed settlement of these rate proceedings on the basis described 
herein, as more fully set forth in the offer of settlement filed by McGhee with 
the Commission on October 7, 1960, is in the public interest and appropriate 
to carry out the provisions of the Natural Gas Act and should be accepted by 
the Commission and made effective as hereinafter ordered. 


The Commission orders: 


(A) The offer of settlement filed with the Commission by McGhee on October 
7, 1960 is hereby accepted in accordance with the provisions of this order. 

(B) McGhee shall, within 45 days from the issuance of this order, tender 
for filing executed amendments to the gas purchase contracts which are on 
file as McGhee’s FPC Gas Rate Schedule Nos. 1 and 2 which amendments shall 
be in conformity with this settlement offer and shall be as set out in the 
Appendicies of this order. 
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(C) McGhee shall, within 45 days from the date of issuance of this order, 
tender for filing proposed changes in rates and charges under Part 154 of the 
Commission’s Regulations under the Natural Gas Act, from 17.0¢ per Mcf to 
14.6¢ per Mcf as provided in the offer of settlement, as supplements to its 
FPC Gas Rate Schedule Nos. 1 and 2 to be effective as of the date of issuance 
of this order. 

(D) McGhee shall make refunds reflecting the difference in the rates set 
out in Paragraph (B) together with interest thereon at the rate of 6% per 
annum and, within 60 days from the date of issuance of this order, shall file with 
this Commission a report of such refunds together with evidence of release by 
the buyer. 

(E) Upon compliance with Paragraphs (B), (C) and (D) above, the pro- 
ceedings in Docket Nos, G—11651 and G-—11846 shall be terminated and McGhee 
shall be relieved of its refunding obligations therein. 

(F) The acceptance of this offer is without prejudice to any findings or 
determination that may be made in the proceedings in Docket No. G—16343* or 
any other proceedings, which are presently being heard, or in any other pro- 
ceeding now pending or hereafter instituted by or against McGhee. 


1 Relating to Louisiana Gas Gathering tax increases. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PAN AMERICAN PETROLEUM CORPORATION (FORMERLY STANOLIND 
OIL AND GAS COMPANY), DOCKET NO. G-4904 


ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY, AND GRANTING 
IN PART AND DENYING IN PART APPEAL AND MOTIONS 


(Issued December 1, 1960) 


This proceeding involves an application filed by Pan American Petroleum 
Corporation (Pan American)’ for a certificate of public convenience and 
necessity under subsections (c) and (e) of Section 7 of the Natural Gas Act 
(Act) authorizing the sale of natural gas to Cities Service Gas Company 
(Cities Service). The case is now before us by virtue of an appeal by Pan 
American from certain rulings of the presiding examiner at the hearing. 
The company’s appeal, which was filed on November 10, 1958, is accompanied 
by motions that we order the record certified to the Commission, reverse 
certain rulings by the examiner, grant a continuance, and specify the issues 
to be heard. For the reasons hereinafter set forth, we are granting the 
motion that the record be certified to the Commission; and on the basis 
of the record, we are reversing the examiner's rulings complained of and 
shall hereinafter issue to Pan American a certificate of public convenience 
and necessity. In the light of this action, Pan American’s other requests 
shall be denied. 

The sale to Cities Service covered by Pan American’s certificate application, 
which was filed with the Commission on November 16, 1954, is of gas from 


27 At the time the filing was made, the company’s name was Stanolind Oil and Gas 
Company ; the change to Pan American was made on February 1, 1957. 


676-807—61—69 
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the Hugoton Field in Kansas.*? In accordance with the Commission’s Regu- 
lations, Pan American filed with its application a copy of its gas sales con- 
tract with Cities Service. The contract, which was dated June 23, 1950, and 
which was for a term of 20 years, provided for an initial price to Cities 
Service of 8.4 cents per Mcf (16.4 psia). Concurrently, Pan American filed 
with its application a copy of a minimum price order of the State Corpora- 
tion Commission of Kansas, issued December 2, 1953, prescribing a price for 
sales from the Kansas Hugoton Field of 11 cents per Mcf (14.65 psia). 

Likewise, on November 16, 1954, Pan American tendered for filing with 
the Commission as its rate schedule a copy of its aforesaid contract with 
Cities Service, which contract was accepted by the Commission and designated 
Pan American’s FPC Gas Rate Schedule No. 84. Certain supplements filed 
with the contract included a copy of the aforesaid Kansas minimum price 
order, which the Commission designated as Supplement No. 77 to Rate Sched- 
ule No. 84. 

Pan American's certificate application was set for hearing on September 9, 
1958, under the Commission’s shortened procedure. However, the inter- 
vention by Cities Service made a contested hearing necessary. The hearing 
was commenced on November 4, 1958, and continuing on November 6, 1958, 
was recessed on that date to resume subsequently. No further hearing has 
been held. 

At the hearing, all parties and staff counsel agreed that a certificate 
authorizing the sale by Pan American to Cities Service should be granted. 
Only one matter was contested, namely, what was the price on June 7, 1954, 
for this sale. Pan American took the position that the correct price for 
the sale was then 11 cents per Mcf as provided by the Kansas minimum 
price order, Supplement No. 77. Cities Service took the position that the 
correct price was 8.4 cents per Mcf, as provided by the parties’ original con- 
tract, Pan American’s Rate Schedule No. 84. This dispute, however, the 
parties would have eliminated by their proposal on November 5, 1958, at the 
hearing, to enter into a stipulation providing, in effect, that a certificate 
should be granted but that the grant thereof would not determine the price 
issue and was without prejudice to the rights of either of the parties with 
respect to this issue. 

However, the examiner refused to permit such a stipulation, ruling in 
essence that the question of what was the price for this sale on June 7, 
1954, was in issue herein; that it was necessary to resolve this issue in this 
certificate proceeding; and that the parties by stipulation could not remove 
this issue from the case. Accordingly, the examiner directed that the hearing 
should subsequently be resumed with respect to this issue. 

Pan American’s appeal herein is aimed primarily at the above rulings 
of the examiner. The company contends that the price dispute between it 
and Cities Service need not be determined in this case, and should not be, 
in view of the pendency of litigation respecting this matter in the Kansas 
courts. Pan American also alleges that assuming the issue igs properly to 
be determined here, the examiner erred in refusing to issue subpoenas requir- 
ing the appearances of certain witnesses claimed to be needed to testify 
respecting the price issue, in refusing to grant a longer continuance to per- 
mit the preparation of Pan American’s case on the price issue, and in other 
respects. 


* The sale in question was being made on June 7, 1954, the date of the Supreme Court's 
decision in Phillips Petroleum Co. v. Wisconsin, 347 U.S. 672, and the cut-off date under 
our Regulations issued in pursuance thereof. 
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Cities Service filed a response to Pan American’s appeal on November 21, 
1958. This company takes the position that Pan American introduced the 
price issue by its allegation in its application that the proper rate for the 
sale was 11 cents, which allegation Cities Service denies; that the courts 
have heretofore decided the disputed price issue adversely to Pan American ; 
and that under such judicial decisions the correct rate for this sale is 8.4 
cents and the Commission should so find and should not defer decision pending 
any further decision on this matter by the State courts. 

We are of the view that it is neither necessary nor appropriate for the 
Commission to determine in this proceeding what is the price for the sale by 
Pan American to Cities Service, or to pass on the various issues related to 
this dispute. This case has been long pending and it is imperative that it be 
disposed of without further delay. The contract price of 8.4 cents per Mcf is 
justified under the requirements of public convenience and necessity. The price 
of 11 cents per Mcf provided for by the supplement to the contract is below the 
price permitted by our Statement of General Policy No. 61-1 issued September 
28, 1960, and obviously is also justified under the standard of public convenience 
and necessity. The dispute between Pan American and Cities Service over the 
price for this sale is being litigated by the parties in the Kansas courts, and 
the matter may reasonably be left for disposition by the courts. 

It is obviously desirable that this order include a provision that the Commis- 
sion’s action herein is without prejudice to whatever determinations may be 
reached by the courts or the Commission with respect to the dispute between 
Pan American and Cities Service concerning the price for this sale. 


The Commission further finds: 


(1) Pan American Petroleum Corporation, the applicant herein, is engaged in 
the sale of natural gas in interstate commerce for resale for ultimate public 
consumption, subject to the jurisdiction of the Commission, and is therefore a 
“natural-gas company” within the meaning of the Natural Gas Act. 

(2) The sale of natural gas by Pan American to Cities Service hereinbefore 
described, as more fully described in the application, as amended, is made in 
interstate commerce, subject to the jurisdiction of the Commission, and such 
sale by applicant, together with the operation of any facilities therefor subject 
to the jurisdiction of the Commission, is subject to the requirements of sub- 
sections (c) and (e) of Section 7 of the Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Act and the require- 
ments, rules and regulations of the Commission thereunder. 

(4) The sale of natural gas by Pan American, together with the operation 
of any facilities therefor subject to the jurisdiction of the Commission, is 
required by the public convenience and necessity, and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 


The Commission orders: 

(A) A certificate of public convenience and necessity is hereby issued author- 
izing Pan American to sell natural gas to Cities Service, and to continue to 
operate any facilities subject to the jurisdiction of the Commission used for 
such sale, as hereinbefore described and as more fully described in the applica- 
tion and exhibits in this proceeding, upon the terms and conditions of this order. 

(B) This certificate is not transferable and shall be effective only so long 
as applicant continues the acts or operations hereby authorized in accordance 
with the provisions of the Act and applicable rules, regulations and orders of 
the Commission. 
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(C) The issuance of this certificate does not constitute a determination of 
what was or is the price for the sale by Pan American to Cities Service, and is 
without prejudice to whatever determinations may be reached on the dispute 
between Pan American and Cities Service concerning this matter, or the rights 
of the parties in regard to this matter. 

(D) Pan American’s appeal and motions filed herein on November 10, 1958, 
are granted to the extent hereinabove set forth, otherwise, they are denied. 
To the extent hereinabove indicated, the above described rulings of the examiner 
are reversed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


NATURAL GAS STORAGE COMPANY OF ILLINOIS, DOCKET NO. G-14872 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued December 2, 1960) 


On September 30, 1960, Natural Gas Storage Company of Illinois (Applicant) 
filed a motion to amend paragraph (B)(1) of the Commission’s order issued 
on October 27, 1958, 20 FPC 551, as amended by orders issued April 27, 1959, 
21 FPC 583, and April 21, 1960, 23 FPC 618. In the Matter of Natural Gas 
Storage Company of Illinois, Docket No. G-14872. The motion to amend was 
supplemented by filing of October 7, 1960. 

The order issued October 27, 1958, referred to above, authorized Applicant 
to construct and operate additional natural gas facilities in the Herscher 
Storage Field in Kankakee County, Illinois, for the purpose of testing the 
Mt. Simon formation as a storage reservoir. Paragraph (B)(1) of the order 
provides “The maximum inventory of natural gas in zones 3 and 4 of the Eau 
Clair-Mt. Simon formations to be tested for storage purposes shall be 5 billion 
cubic feet.” 

The Commission’s orders of April 27, 1959, and April 21, 1960, amended the 
initial order so as to increase the maximum inventory to 10 billion and 15.5 
billion cubic feet of natural gas, respectively. 

The motion as supplemented requests that paragraph (B)(1) of the Com- 
mission’s order issued in the subject docket on October 27, 1958, be further 
amended to limit the maximum inventory of natural gas stored in the Mt. Simon 
formation to 30 billion cubic feet. 

Applicant states that injections into the Mt. Simon reservoir have been made 
and are expected to continue at the rate of approximately 30,000 Mcf of natural 
gas per day as long as gas is available, and unless the inventory limitation is 
increased it will be necessary to suspend injection. The stated purpose of this 
filing is to avoid suspension of such injection which will delay the increased 
utilization of the reservoir and thereby restrict customers’ use of storage. 

On November 7, 1960, Applicant filed a letter describing its plan for continued 
testing of the Mt. Simon formation. According to this letter, Applicant pro- 
poses to test the Mt. Simon and Galesville reservoirs at maximum allowable 
withdrawal rates at three different inventory levels during the 1960-1961 
winter. Applicant states that this will be done only to the extent that market 
demand will permit and without risk of incurring shortages in meeting extreme 
demands that may occur late in the winter. 
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The Commission finds: 


(1) It is necessary and appropriate to carry out the provisions of the Natural 
Gas Act, and the public convenience and necessity require, that the order of 
the Commission issued October 27, 1958, as amended by orders issued April 27, 
1959, and April 21, 1960, In the Matter of Natural Gas Storage Company of 
Illinois, Docket No. G—14872, be further amended as hereinafter ordered. 

(2) The results of the testing program set forth in Applicant’s letter, filed 
herein on November 7, 1960, should be included as a part of the report required 
to be submitted by Paragraph (B) (2) of the Commission’s order issued October 
27, 1958, in this proceeding. 


The Commission orders: 


(A) Paragraph (B)(1) of the Commission’s order issued October 27, 1958, 
as amended by orders issued April 27, 1959, and April 21, 1960, In the Matter of 
Natural Gas Storage Company of Illinois, Docket No. G—14872, is hereby amended 
to read as follows: 

(1) The maximum inventory of natural gas in zones three and four of the 
Eau Clair-Mt. Simon formations to be tested for storage purposes shall be 
30 billion cubic feet. 

(B) The results of the testing program set forth in Applicant’s letter, filed 
herein on November 7, 1960, shall be included as a part of the report required to 
be submitted by Paragraph (B)(2) of the Commission’s order issued October 
27, 1958, in this proceeding. 

(C) In all other respects, said order shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


O. NEATHERY, JR., (OPERATOR), ET AL., DOCKET NO. G-—15087 
ORDER ACCEPTING OFFER OF SETTLEMENT 
(Issued December 2, 1960) 


O. Neathery, Jr. (Operator), et al., for himself and G. R. Schimmel, (here- 
inafter referred to collectively as Neathery) submitted on November 3, 1960, 
an offer of settlement of the rate suspension proceeding in Docket No. G—15087 
for the sale of natural gas to Trunkline Gas Company from the Terrell Point 
Field, Goliad County, Texas (Railroad Commission District No. 2). The sub- 
ject Supplement No. 1 to Neathery’s FPC Gas Rate Schedule No. 3 provides 
for a favored-nation increased rate of 15.0¢ per Mcf at 14.65 psia (including 
0.25¢ per Mcf for dehydration charged by sellers). The increased rate was 
suspended in the above-captioned docket and became effective subject to refund 
on December 18, 1958." 

Concurrently with the filing of their offer of settlement, Neathery submitted 
an executed contract amendment dated October 24, 1960, which has been des- 
ignated as Supplement No. 2 to Neathery’s FPC Gas Rate Schedule No. 3, deleting 
the favored-nation clause from the contract involved and providing for the 
subject 15.0¢ per Mcf from December 18, 1958, and thereafter for the remain- 
ing life of the contract. 


1Through June 1960, $7,854 had heen depcsited in a trust fund to assure refund of 
excess charges. 
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The proposed increased rate exceeds by 1.0¢ per Mcf the area price level 
of 14.0¢ per Mcf announced in Statement of General Policy No. 61-1. How- 
ever, since we have approved settlement offers for similar 15.0¢ per Mcf rates 
for the life of the contract upon the elimination of flexible price clauses, we 
believe that Neathery’s offer of settlement should be accepted, the rate sus- 
pension proceeding in Docket No. G-15087 should be terminated, and Neathery 
should be release from their obligation to refund any amounts collected sub- 
ject to refund. 

No petitions to intervene in this proceeding have been filed and no protests 
have been filed to Neathery’s offer of settlement. 

In the judgment of the Commission, settlement of this matter in accord- 
ance with the offer of settlement is desirable. The producers are proposing 
to eliminate the favored-nation provision in their contract with Trunkline Gas 
Company involved herein, to waive all of their future rights and benefits there- 
under and to provide for a fixed 15.0¢ per Mcf rate from December 18, 1958, 
and thereafter for the remaining life of the contract. The amendatory agree 
ment between Trunkline Gas Company, buyer, and O. Neathery, Jr., and G. R. 
Schimmel, sellers, filed on November 3, 1960, should be accepted for filing and 
allowed to become effective upon expiration of the 30-day statutory notice. 

Our considerable experience with the effects of favored-nation provisions 
upon independent producer prices has shown us that acceptance of the pro- 
posed offer of settlement is desirable in the public interest, appropriate to 
carry out the provisions of the Natural Gas Act, and beneficial to the ulti- 
mate consumer, the pipeline purchaser and the independent producer. The 
resulting stability in purchased gas prices would be welcome to all segments 
of the natural gas industry. 


The Commission finds: 


(1) The proposed settlement of this rate proceeding on the basis described 
herein, as more fully set forth in the offer of settlement filed by Neathery with 
the Commission on November 3, 1960, is in the public interest and is appropri- 
ate to carry out the provisions of the Natural Gas Act and should be approved 
and made effective as hereinafter ordered. 

(2) The amendatory agreement filed on November 3, 1960, designated as 
Supplement No. 2 to Neathery’s FPC Gas Rate Schedule No. 3, should be 
accepted for filing and allowed to become effective as of December 4, 1960. 

(3) Good cause exists for terminating the suspension proceeding in Docket 
No. G-—15087 and releasing Neathery from the obligation to refund any amounts 
collected subject to refund in such docket. 


The Commission orders: 


(A) The Offer of Settlement filed with the Commission by Neathery on No— 
vember 3, 1960, is hereby accepted in accordance with the provisions of this 
order. 

(B) Supplement No. 2 to Neathery’s FPC Gas Rate Schedule No. 3 is hereby 
accepted for filing and allowed to become effective as of December 4, 196v. 

(C) The suspension proceeding in Docket No. G—15087 is hereby termi- 
nated and Neathery is released from their obligation to refund any amounts 
collected subject to refund under Supplement No. 1 to Neathery’s FPC Gas 
Rate Schedule No. 3. 

(D) The acceptance of this Offer is without prejudice to any findings or 
determinations that may be made in any proceeding now pending or herein- 
after instituted by or against Neathery. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Arthur Kline and 
Paul A. Sweeney. 


PORTLAND GENERAL ELECTRIC COMPANY, CROWN ZELLERBACH 
CORPORATION, AND PUBLISHERS’ PAPER CO., PROJECT NO. 2253 


ORDER ON REHEARING DENYING MODIFICATION OF ORDER ISSUING LICENSE (MAJOR) 
(Issued December 2, 1960) 


The Commission by order issued June 21, 1960, 23 FPC 831, issued jointly 
to Portland General Electric Company, Crown Zellerbach Corporation, and 
Publishers’ Paper Co. a license for a period of 50 years, effective as of January 
1, 1955, to the extent of the interest of each joint licensee in the ownership of 
the project facilities, for the continued operation and maintenance of constructed 
Project No. 2233, located at Willamette Falls on the Willamette River, a 
navigable water of the United States, in Clackamas County, Oregon, in the 
region of Oregon City and West Linn, Oregon, about 13 miles south of Port- 
land, Oregon. 

Petitions for rehearing on the Commission’s June 21, 1960 order were filed 
by Portland General Electric Company on July 18, 1960, as supplemented July 
25, 1960, by Crown Zellerbach Corporation on July 20, 1960, and by Publishers’ 
Paper Co. on July 21, 1960; seeking modification of the Commission’s order 
by the deletion therefrom of Articles 9 and 10, reading as follows: 

Article 9. Whenever the United States shall desire to construct, complete, or 
improve navigation facilities in connection with the project, the licensee shall 
convey to the United States, free of cost, such of its lands and its rights-of- 
way and such right of passage through its dams or other structures, and permit 
such control of pools as may be required to complete and maintain such naviga- 
tion facilities. 

Article 10. The Licensee shall furnish free of cost to the United States power 
for the operation and maintenance of navigation facilities at the voltage and 
frequency required by such facilities and at a point adjacent thereto whether 
said facilities are constructed by the Licensee or by the United States. 

The Commission on August 18, 1960, issued an order granting rehearing, sub- 
ject to further order of the Commission. 

The Corps of Engineers, in commenting on the requested modification of the 
Commission’s order, stated that the existing project (No. 2233) is located 
within the limits of an existing Corps of Engineers’ navigation project on the 
“"llamette River; that the articles were recommended for insertion in the 
license in order to safeguard any navigation interest; that the basis for the 
recommendation was the consideration that insertion in the license of articles 
in the interest of navigation usually included in licenses for such projects was 
proper for the protection of the interests of navigation of the Willamette River 
and is in accord with Section 11 of the Federal Power Act; and that inasmuch 
as deletion from the license of Articles 9 and 10 would be contrary to this 
purpose, such deletion is not recommended. 


The Commission finds: 


(1) The language of Articles 9 and 10 of our order is in accord with Section 
11 of the Federal Power Act to which our order is specifically made subject 
under the provisions of Paragraph (A) thereof. The provisions of Articles 
9 and 10 are included in licenses for projects affecting navigable waters of the 
United States pursuant to Section 11 which the Commission deems reasonably 
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necessary in the interests of navigation and, consequently, the aforesaid articles 
should not be deleted. 

(2) It is appropriate and in the public interest, in carrying out the provisions 
of the Federal Power Act, that the requested modification of the order entered 
June 21, 1960, issuing license for Project No. 2233 be denied. 


The Commission orders: 


(A) The request for modification of the order entered June 21, 1960, issuing 
license for Project No. 2233 is denied. 

(B) This order shall become final 60 days from the date of its issuance 
unless a petition for review is filed as provided by Section 313(b) of the Federal 
Power Act, and failure to file such a petition shall constitute acceptance of the 
license previously issued for Project No. 2233. In acknowledgement of the 
acceptance of the license, it shall be signed for the Joint Licensees and returned 
to the Commission within 90 days from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MAKING PRODUCER RATES EFFECTIVE AT THE END OF THE SUS- 
PENSION PERIOD, DOCKET NO. R-193 


ORDER NO. 230 
AMENDING SECTION 154.102 OF THE REGULATIONS UNDER THE NATURAL GAS ACT 
(Issued December 5, 1960) * 


The Commission has before it for consideration the amendment of § 154.102, 
Part 154, Rate Schedules and Tariffs, of Subchapter E, Regulations under the 
Natural Gas Act, Chapter I of Title 18, Code of Federal Regulations. 

The section amended hereby was prescribed by Order No. 215 issued October 
9, 1959 (24 F.R. 8373; 22 FPC 668), and was designed to establish a procedure 
whereby suspended filings of proposed changes in rates may be made effective 
at the expiration of the suspension period as provided in section 4(e) of the 
Natural Gas Act which reads, in pertinent part, as follows: 

If the proceeding on the lawfulness of the proposed changes has not been 
concluded and an order made at the expiration of the suspension period, 
on motion of the natural gas company making the filing, the proposed 
change of rate, charge, classification, or service shall go into effect. 

The purpose of the amendment herein adopted is to make it clear that the rate 
or charge which thus “shall go into effect” upon the filing of a motion is the 
only legally effective rate which the producer may charge until or unless other- 
wise ordered by the Commission. The regulation, as amended, directs that that 
rate shall be charged. 


The Commission finds: 


(1) Since the amendment herein prescribed (a) is an interpretation of the 
Natural Gas Act; (b) a clarification of the regulation which is amended; and 
(c) could be provided for by the Commission order without notice in the case 
of each individual motion to make proposed changes effective at the expiration 
of the suspension period, prior notice under the provisions of section 4(a) of 
the Adminstrative Procedure Act is not required. 


*Published in Federal Register, December 10, 1960 (25 F.R. 12658). 
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(2) The amendments herein adopted are necessary and appropriate to carry 
out the provisions of the Natural Gas Act. 

The Commission, acting pursuant to the authority contained in the Natural 
Gas Act, particularly sections 4 and 16 thereof (52 Stat. 822, 830; 15 U.S.C. 
717ce, 7170), orders: 

(A) Paragraphs (a) and (b) of § 154.102, Part 154 of Subchapter E, Chapter 
I of Title 18 of the Code of Federal Regulations are amended to read as follows: 

“(a) If a rate suspension proceeding initiated under section 4(e) of the 
Natural Gas Act has not been concluded and an order made at the expiration 
of the suspension period, the proposed change of rate, charge, classification, or 
service shall go into effect upon motion of the independent producer proposing 
the change as the legally effective rate and shall be charged, effective as of a 
date not earlier than the date of receipt of such motion by the Commission or 
the expiration of the suspension period, whichever is later. The Secretary, 
upon receipt of such a motion, shall, if the motion is legally adequate for the 
purpose, notify the movant that the proposed change shall be effective as pro- 
vided in this section. Provided, That the Secretary shall refer to the Commis- 
sion any motion requesting that a change in rate, charge, classification, or serv- 
ice be made effective, if in his judgment the motion, should receive the specific 
attention of the Commission ; 

“(b) Unless otherwise ordered by the Commission, increased rates or charges 
shall be charged and collected pursuant to paragraph (a) of this section and 
there shall be filed by the independent producer. a surety bond, or other under- 
taking, to be approved by the Secretary, to comply with the provisions of para- 
graph (c) of this section.” 

(B) In paragraph (c) of § 154.102 delete the words “allowed to become effec- 
tive” near the end of the paragraph and insert in lieu thereof “which become 
effective pursuant to the motion”. 

(C) In paragraph (d) of § 154.102, insert the words “the bond or under- 
taking” in lieu of “his bond or agreement and undertaking.” 

(D) Paragraph (e) of § 154.102 is amended to read as follows: 

“(e) The bond or undertaking required by paragraph (b) of this section 
may be filed concurrently with the motion to make the increased rates effective. 
If with his motion the producer has not filed a satisfactory bond or undertaking 
such bond or undertaking must be filed within 30 days after the issuance of the 
Secretary’s notice provided for in paragraph (a) of this section. Unless notified 
to the contrary by the Secretary of the Commission within 30 days from the 
date of filing, such bond or undertaking shall be deemed to be satisfactory and 
to have been accepted for filing.” 

(E) These amendments shall be effective on the issuance of this order. 

(F) The Secretary shall cause prompt publication of this order to be made in 
the Federal Register. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IOWA POWER AND LIGHT COMPANY, DOCKET NO. E-6965 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 


(Issued December 6, 1960) 


By order issued November 23, 1960, 24 FPC 1002, in the above-entitled matter, 
the Commission authorized Iowa Power and Light Company (Applicant) to 
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issue and sell at competitive bidding 100,000 shares of Common Stock, par 
value $10 per share,* subject to the provisions, among others, set forth in 
Paragraph (B) of that order, as follows: 

(B) The proposed issuances and sales of Stock and Bonds at competitive 
bidding shall not be consummated until : 

(i) Applicant shall have amended its application pursuant to the requirements 
of Section 34.2(k) (8) of the Commission’s Rules relating to compliance with 
competitive bidding requirements and Section 34.2(k) (4) of the Rules relating 
to affiliation, and shall have either filed such amendments or shall have mailed 
them and advised the Commission by telephone and telegram as contemplated 
by Section 34.9 of the Rules; 

(ii) The Commission, by further orders, shall have (1) approved the price per 
share to be received by Applicant for the proposed issuance of Stock, and (2) 
approved the price to be received by Applicant for the proposed issuance of 
Bonds and the interest rate thereof. 

Subsequent to the issuance of that order, Applicant by letter amendment 
filed December 1, 1960, requested that the period of public invitation for bids 
for the purchase of the proposed Common Stock be fixed so as to permit the 
opening of bids and selection of a bid therefor by Applicant (subject to Com- 
mission approval) 6 days after the date of initial publication (November 30, 
1960) of the public invitation for such bids. Section 34.la(b) of the Commis- 
sion’s Regulations under the Federal Power Act provides, inter alia, that such 
period of public invitation shall be a minimum of one week unless otherwise 
ordered by the Commission. Applicant advised that delay was encountered in 
connection with the transmission to The Wall Street Journal of the release for 
publication of the Invitation for Bids for Common Stock. 

Applicant, on December 6, 1960, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, in which it states that it 
proposes to accept the bid of The First Boston Corporation to purchase the pro- 
posed issuance of Common Stock for the price of $36.454 per share, as resulting 
in the highest price per share therefor. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Paragraph 
(B) of the Commission’s order issued November 23, 1960, in the above docket, 
and under the bid it proposes to accept for the purchase of the 100,000 shares 
of Common Stock, the price to be received by Applicant therefor is reasonable. 

(2) Under the circumstances herein, the 6-day period of publication of Appli- 
cant’s invitation for bids for the purchase of the proposed Common Stock, as 
set forth above, should be approved as hereinafter provided. 

(3) The proposed issuance and sale of Common Stock, as hereinafter author- 
ized, will be for a lawful object, within the corporate purposes of Applicant 
and compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 


The Commission orders: 


(A) The price to be received by Applicant for the proposed issuance of 
Common Stock under the bid referred to above is approved as reasonable. 


*That order also authorized Applicant to issue and sell at competitive bidding $10,000,- 
000, principal amount of First Mortgage Bonds, Series due 1991. Unless postponed, all 
bids for the purchase of tke Bonds must be presented before 10 a.m., Central Standard 
Time, on January 11, 1961. 
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(B) The period of publication of Applicant’s invitation for bids for the 
purchase of the proposed issuance of Common Stock is hereby approved. 

(C) The proposed issuance and sale of Common Stock referred to above, 
upon the terms and conditions, and for the purposes specified in the application, 
as supplemented by the amendment referred to above are hereby authorized, 
subject only to the provisions of Paragraphs (A), (C), (D), and (E) of the 
Commission’s order issued November 23, 1960, in the above docket. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN STATES POWER COMPANY, DOCKET NO. E-6964 
SUPPLEMENTAL ORDER AUTHORIZING THE ISSUANCE OF FIRST MORTGAGE BONDS 
(Issued December 6, 1960) 


By order issued November 23, 1960, 24 FPC 1004, in the above-entitled matter, 
the Commission authorized Northern States Power Company (Applicant) to 
issue and sell at competitive bidding $35,000,000, principal amount of First 
Mortgage Bonds, Series due 1990, subject to the provisions, among others, 
set forth in Paragraph (B) of that order, as follows: 

(B) The proposed issuance and sale of Bonds at competitive bidding shall 
not be consummated until: 

(i) Applicant shall have amended its application pursuant to the require 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements, 
and Section 34.2(k) (4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised 
the Commission by telephone and telegraph, as contemplated in Section 34.9 
of the Regulations. 

(ii) The Commission, by further order, shall have approved the price to 
be received by Applicant for the proposed issuance of Bonds and the interest 
rate thereof. 

Applicant, on December 6, 1960, filed an amendment, pursuant to the require- 
ments of the afore-mentioned Commission order, setting forth, among other 
things, that it proposes to accept, as providing the lowest annual cost of 
money to it, the bid of Halsey, Stuart & Co., Inc. to purchase the proposed 
issuance of $35,000,000 principal amount of Bonds, for the price of 99.28% 
of principal amount, with an interest rate of 5%. 


The Commission finds: 


(1) Applicant has satisfactorily complied with the requirements of Para- 
graph (B) of the Commission’s order issued November 23, 1960, in the above- 
entitled matter, and, under the bid it proposes to accept for the Bonds, 
the price to be received by Applicant therefor and the interest rate thereof 
are reasonable. 

(2) The proposed issuance and sale of Bonds, as hereinafter authorized, 
will be for a lawful object, within the corporate purposes of Applicant and 
compatible with the public interest, which is appropriate for and consistent 
with the proper performance of service by Applicant as a public utility and 
which will not impair its ability to perform that service, and is reasonably 
appropriate for such purposes. 
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The Commission orders: 

(A) The price to be received by Applicant for the proposed Bonds and the 
interest rate thereof under the bid referred to above are approved as reasonable. 

(B) The proposed issuance and sale of Bonds referred to above, upon 
the terms and conditions, and for the purposes specified in the application, 
as supplemented by the amendment referred to above, are authorized subject 
only to the provisions of Paragraphs (A), (C), (D), and (E) of the Com- 
mission’s order issued November 23, 1960, in the above docket. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PART 104—UNIFORM SYSTEM OF ACCOUNTS FOR CLASS C PUBLIC 
UTILITIES AND LICENSEES, DOCKET NO. R-184 


ORDER NO. 225 
(Issued December 13, 1960) * 


This Commission has under consideration in this proceeding the revision 
of Part 104—Application of Uniform System of Accounts to Class C and 
Class D Public Utilities and Licensees of Subchapter C—Accounts, Federal 
Power Act, of Chapter I—Federal Power Commission, Title 18—Conservation 
of Power, of the Code of Federal Regulations (CFR), to prescribe a revised 
Uniform System of Accounts Prescribed for Public Utilities and Licensees 
Subject to the Provisions of the Federal Power Act (Class C). That revised 
System of Accounts, as set forth in the attachment to the Notice of Proposed 
Rulemaking in this docket (25 F.R. 7567-7600) is prescribed hereinafter to 
become effective January 1, 1961. 

Part 104, §$ 104.1 through 104.11, of said Title and Code correspond to, 
and appear at pages 195-219 of the Commission’s pamphlet publication of 
its Uniform System of Accounts Prescribed for Public Utilities and Licensees 
Subject to the Provisions of the Federal Power Act, effective January 1, 1937 
(effective January 1, 1938, as to Class C and Class D Public Utilities and 
Licensees),’ revised to September 1, 1957, as amended by Order No. 204? 
issued May 29, 1958 (23 F.R. 4160, June 12, 1958). That System of Accounts, 
as revised and prescribed hereinafter, follows the numbering system accounts, 
instructions, definitions, ete.) used in the Notice of Proposed Rulemaking 
referred to above. 

Important developments in the electric power industry since the adoption 
in 1986 of the Uniform System of Accounts effective January 1, 1938, and 
the experience of the Commission over the past 24 years indicated the need 
for a revision of the System of Accounts. Accordingly, this proceeding was 
commenced by Notice of Proposed Rulemaking served upon interested parties, 
including State and Federal regulatory agencies, and by publication in the 
Federal Register on August 10, 1960, (25 F.R. 7566). Copies of the proposed 
revised System of Accounts were served and published as a part of that 
general notice, as heretofore noted. 







































*Published in Federal Register, December 13, 1960 (25 F.R. 12764, et seq.). 

1The Uniform System of Accounts effective January 1, 1938, was prescribed by Com- 
mission Order No. 43, dated December 31, 1936 (2 F.R. 77, January 16, 1937) ; and was 
contained in the codification and reissuance of the Commission’s general rules promulgated | 
by Commission Order No. 141, December 11, 1947, effective January 1, 1948 (12 F.R. | 
8461). Insofar as the above sections are by their terms applicable to State and munic- | 
ipal licensees, that requirement was dispensed with by the Act of August 15, 1953, 67 
Stat. 587. 
2 Also see Order No. 216 issued October 22, 1959 (24 F.R. 8790, October 29, 1959). 
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The revisions of the Commission’s System of Accounts, as then proposed 
are prescribed hereinafter as a part of the Commission’s Uniform System 
of Accounts to become effective January 1, 1961. 

Heretofore, the Commission has not had a separately issued Uniform Sys- 
tem of Accounts for Class C Public Utilities and Licensees, as such. The 
accounting requirements presently effective for small utilities (Class C and 
Class D), consist of an abridgement of the accounts for large public utilities 
and licensees by means of account charts appearing as Appendix III of the 
pamphlet version of the Uniform System of Accounts. In these account charts, 
the condensed accounts applicable to the small utilities are indicated by bracket- 
ing related account titles applicable to Class A and B utilities. The result is 
that small utilities have had to work with inordinate amount of textual materials 
designed for larger utilities. An objective of the System of Accounts, pre- 
scribed hereinafter is to relieve small utilities from that burden. It is be 
lieved that the revised System of Accounts provides these smaller utilities 
with a simplified System of Accounts appropriate for the magnitude of their 
operations. The revised System of Accounts prescribed herein reflects the 
basic principles found in this Commission’s recently issued revised Uniform 
System of Accounts Prescribed for Class A and Class B Public Utilities and 
Licensees subject to the Provisions of the Federal Power Act, Docket No. 
R-173. The revised System of Accounts introduces the following important 
improvements in this Commission’s small utility accounting requirements: 

a. New size classifications for electric utilities ; 

b. Certain necessary new accounts; 

c. New arrangement of balance sheet and certain other accounts to make 
them more informative; 

d. A reduced number of expense account classifications, mainly but not entirely, 
by the discontinuance of segregations of numerous functional accounts as to 
labor and other expenses ; 

e. Expanded items lists of account texts and clearer description of such items 
according to their functional nature, to facilitate use and consistency of respec- 
tive account classifications ; and 

f. Restatements of the accounting aspects of certain accounting interpreta- 
tions issued in the past. 

In recommending the form of revised System of Accounts accompanying the 
Notice of Proposed Rulemaking in this proceeding, the staff of this Commission 
correlated its activities with the activities of the National Association of Rail- 
road and Utility Commissioners (NARUC) which has recently prepared a form 
of NARUC Uniform System of Accounts for Class C electric utilities. This was 
done to promote continued consistency and uniformity of approach to the com- 
mon problems with which the two accounting systems are concerned; and to 
assure a minimum amount of deviation where the two accounting systems do 
differ. The staff's activities in this regard were undertaken mainly with the 
Committee on Statistics and Accounts of the NARUC. 

The aforesaid Notice of Proposed Rulemaking provided for the submission of 
data, views, comments, or protests in writing not later than September 12, 1960. 
To date no such data, views, comments, or protests have been received. 

The Commission recognizes that some burden and expense will have to be 
borne by the accounting and reporting parties affected in connection with the 
transition from the present to the revised System of Accounts. However, the 
Commission is of the opinion that the physical burden and monetary costs of the 
change over is of minor importance when viewed in relation to the immediate 
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and future benefits to be derived from the revised System of Accounts, as pre- 
scribed herein. 

For the convenience of all parties concerned, Appendix A set forth below 
correlates the account titles of the Commission’s Uniform System of Accounts 
applicable to Class C Public Utilities and Licensees effective January 1, 1938, 
with the revised System of Accounts prescribed herein effective January 1, 1961. 
Being a schematic presentation only, and of a very general nature, nothing 
contained therein shall be construed as in any way modifying the general or 
specific account titles, texts, and instructions of either of the Systems of Accounts. 

Also, it should be noted that for the period of time required for the prepara- 
tion and publication of the revised System of Accounts prescribed herein in 
pamphlet form, the revised System of Accounts (18 CFR Part 104) will be 
available in the printed form set forth below as Appendix B. 


The Commission finds: 


(1) In view of the foregoing, and upon consideration of all relevant matters 
presented, it is necessary and appropriate for the purposes of the Federal Power 
Act, that the proposed revised System of Accounts as set forth in the Notice of 
Proposed Rulemaking (25 F.R. 7567-7600), be adopted and promulgated as 
this Commission’s revised Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal Power Act 
(Class C), effective January 1, 1961, all in the manner as hereinafter provided. 

(2) Good cause exists for the adoption of the revised System of Accounts set 
forth herein to be effective as of January 1, 1961. 

The Commission, acting pursuant to the Federal Power Act as amended, par- 
ticularly sections 301(a), 304, and 309 (16 U.S.C. 825, 825c, and 825h), orders: 

(A) Effective January 1, 1961, Part 104, Subchapter C—Accounts, Federal 
Power Act of Chapter I—Federal Power Commission, Title 18—Conservation of 
Power, of the Code of Federal Regulations is amended to read as set forth in 
Appendix B below. 

(B) Effective January 1, 1961, all Class C Public Utilities and Licensees under 
the Federal Power Act shall keep their accounts in the manner set forth in the 
revised System of Accounts appearing in Appendix B below. 

(C) The Secretary of the Commission shall cause prompt publication of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-—16235; PACIFIC 
NORTHWEST PIPELINE CORPORATION, DOCKET NOS. G—16236 AND 
G-16237; COLORADO INTERSTATE GAS COMPANY, DOCKET NO. G- 
16904; PLATEAU NATURAL GAS COMPANY, DOCKET NO. G-18280; 
PUEBLO GAS AND FUEL COMPANY, DOCKET NO. G—19216; PUBLIC 
SERVICE COMPANY OF COLORADO, DOCKET NO. G-19225 


ORDER SEVERING PROCEEDINGS AND GRANTING APPLICATIONS UNDER SECTION 7(&) 
OF THE NATURAL GAS ACT 


(Issued December 14, 1960) 


Docket Nos. G—18280, G-19216, and G—19225 herein involve applications under 
Section 7(a) of the Natural Gas Act for orders directing Colorado Interstate 
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Gas Company to establish and maintain physical connection of its transportation 
facilities with facilities which the applicants propose to construct and to 
deliver and sell to such applicants the following volumes : 


Peak day requirements— 
Mef @ 14.73 p.s.i.a. 


Applicants and communities to be served 


Plateau Natural Gas Company: Black Forest area 
Pueblo Gas and Fuel Company: North Avondale, Boone, South 

Avondale. Pe ‘ . 219.8 | 369. 4 
Public Service Company of Colorado: Valley Country Club area _-_.- 460.0 710. 950. 0 


These applications were previously consolidated with the other proceedings 
in Docket No. G—16235, et al., listed in the caption hereof. In his initial decision 
issued in the consolidated proceeding on July 15, 1960, the presiding examiner 
found that the service proposed in these applications under Section 7(a) is 
necessary and desirable in the public interest. Weagree. The evidence adduced 
by the applicants sufficiently supports the conclusion that there is a public 
need for, and a public benefit to be derived from, natural gas service in the 
communities concerned; that the proposed projects can be adequately financed ; 
that they are economically feasible; and that granting these applications 
will not impair Colorado’s ability to render adequate service to its existing 
customers. The volumes requested are very small in relation to Colorado’s 
total sales. No exceptions were filed with regard to the examiner’s findings 
that these applications should be granted. 

We also conclude from the record that these small projects are not related 
to nor dependent on the outcome of the main proceedings in Docket No. G—16235, 
et al., and should be severed therefrom and granted on their own merits with- 
out further delay. This action will not, however, affect the status of these 
applicants as interveners in the proceedings in Docket No. G—16235. 

The Commission finds: 

(1) The applicants in Docket Nos. G—18280, G-19216, and G—19225 are persons 
engaged or legally authorized to engage in the local distribution of natural gas 
to the public. 

(2) It is necessary and desirable in the public interest that the Commission, 
by order, direct Colorado Interstate Gas Company to establish physical con- 
nection of its transportation facilities with those of each of the applicants in 
Docket Nos. G—18280, G—19216, and G—19225 and to sell and deliver natural 
gas to such applicants as requested in their respective applications, subject to 
the conditions of this order. 

(3) The ability of Colorado Interstate Gas Company to render adequate 
service to its customers will not be impaired and no undue burden will be 
placed on it by reason of the requirement that it render the service requested 
by these applicants, nor will it be compelled to enlarge its transportation 
facilities. 

The Commission orders: 

(A) The proceedings in Docket Nos. G—18280, G—19216, and G—19225 are 
severed from the consolidated proceedings in Docket No. G—16235, et al. 

(B) Colorado Interstate Gas Company is directed to establish and maintain 
physical connection of its transportation facilities with the facilities to be 
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constructed by Plateau Natural Gas Company, Pueblo Gas and Fuel Company, 
and Public Service Company of Colorado, and to deliver and sell to these ap- 
plicants natural gas as requested in their respective applications, under Colo- 
rado’s appropriate rate schedules on file with the Commission. 

(C) Colorado shall report to the Commission in writing and under oath 
the date of commencement of service to each of these applicants. 

(D) Each of these applicants shall be prepared to receive service from Colo- 
rado as directed herein within one year from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, PROJECT NO. 1971 
ORDER FURTHER AMENDING LICENSE (MAJOR) 
(Issued December 14, 1960) 


Application was filed July 8, 1960 and supplemented by Idaho Power Company 
(Licensee), for amendment of license for Project No. 1971, to include a 230- 
kilowatt single-circuit transmission line designated the Boise-Brady No. 2 line. 

The proposed Boise-Brady No. 2 line will connect at the Boise Bench sub- 
station with the Brownlee-Boise Bench line and will extend to the Brady sub- 
station near American Falls, a distance of about 186.6 miles, 110.771 miles of 
which will be on lands of the United States. The Boise-Brady No. 2 line will 
transmit a large part of the project output of Project No. 1971 to the inter- 
connected primary transmission system of the Licensee near American Falls, 
Idaho. 

The Licensee has commenced construction of the Boise-Brady No. 2 line pur- 
suant to a Department of the Interior Bureau of Land Management permit. 
An Assistant Secretary of the Interior, in reporting on the application in the 
interests of the Department of the Interior, has recommended two license con- 
ditions which will be covered by Articles 20 and 47. 

The Department of the Army, in reporting on the application, has advised 
that additional license terms and conditions in the interest of navigation are 
not considered necessary. 

The proposed amendment would increase the annual charges under the li- 
cense for occupancy of lands of the United States for transmission line purposes 
from $839.72 to $2,168.97. 


The Commission finds: 


(1) The license, further amended as hereinafter provided, will not inter- 
fere or be inconsistent with the purposes for which a reservation of the United 
States was created or acquired. 

(2) The afore-mentioned Boise-Brady No. 2 transmission line is part of 
Project No. 1971 within the meaning of Section 3 (11) of the Federal Power 
Act, and should be included in the license for the project. 

(3) The increased amount of annual charges to be paid under the license, 
as hereinafter fixed and specified, for the purposes of recompensing the United 
States for the use, occupancy, and enjoyment of its lands for transmission line 
purposes only, is reasonable. 
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(4) The following described exhibits filed as part of the application for 
amendment, revised by the Licensee in October 1960 to correct certain land 
status deficiencies and revised by Commission staff to reflect mileage changes 
on Exhibit “J” tracing, Sheet 1 (FPC No. 1971-154) in accordance with Li- 
censee’s letter of October 19, 1960, conform to the Commission’s rules and regu- 
lations and should be approved as part of the license for the project: 

Exhibit “J” Sheets 1 and 2 (FPC Nos. 1971-154, —155) ; 

Exhibit “K” Sheets 1 through 4 (FPC Nos. 1971-156 through -159) ; 

Exhibit “L” Sheets 1 and 2 (FPC Nos. 1971-160-161) ; and 

Exhibit “M” General Description and Specifications. 


The Commission orders: 


(A) The exhibits described in finding (4) above are approved as part of the 
license for the project. 

(B) The license issued to Idaho Power Company for Project No. 1971 is 
further amended, effective as of November 1, 1960, as follows: 

PARAGRAPH I. Paragraph (5) (b)(1) of the license is amended by adding 
thereto the following: 

A 230-kv single circuit transmission line known as the Boise-Brady No. 2 line 
extending between the Licensee’s Boise-Bench transmission substation and the 
Brady transmission substation near American Falls, a distance of about 186.6 
miles. 

PARAGRAPH II. Article 28 of the license is further amended by addition 
thereto of sub-paragraph (g) reading as follows: 

(g) The Licensee having started construction of the 230-kv Boise-Brady 
No. 2 transmission line under Bureau of Land Management permit shall con- 
tinue to prosecute such construction and complete construction of the line on 
or before December 31, 1961. 

PARAGRAPH III. Sub-paragraph (b) of Article 44 of the license is further 
amended to read as follows: 

(b) For the purpose of recompensing the United States for the use, occu- 
pancy, and enjoyment of its lands for transmission lines only, $839.72 effective 
March 1, 1959 and $2,168.97, effective November 1, 1960. 

PARAGRAPH IV. The license is amended by adding Article 47 thereto, 
reading as follows: 

Article 47. The Licensee hereby releases the United States from all damages 
or claims for damages which may result from the construction, operation or 
maintenance by the United States, on lands of the United States occupied by the 
project transmission lines, of such roads, pipelines, ditches, canals or other 
irrigation works, power works, or telegraph, telephone, electric transmission or 
distribution lines and shall at its own expense make such reasonable alterations 
of its transmission lines and appurtenant structures and works to accommodate 
such works of the United States as may be requested by the Commission upon 
the recommendation of the Secretary of the Interior. 

(C) This order shall become final 30 days from the date of its issuance unless 
application for rehearing shall be filed as provided in Section 313(a) of the 
Federal Power Act, and failure to file such an application shall constitute ac- 
ceptance of this amendment of the license, this instrument shall be signed for 
the Licensee and returned to the Commission within 60 days from the date of 
issuance of this order. 


676-807—64——_-70 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TRUNKLINE GAS COMPANY, DOCKET NOS. CP60-22 AND CP60-61; MIS- 
SISSIPPI RIVER TRANSMISSION CORPORATION, DOCKET NO. CP60- 
95; RICHARDSON & BASS (OPERATOR), DOCKET NO. CI60-209; THE 
CALIFORNIA COMPANY, DOCKET NO. CI60-215; HUMBLE OIL & RE- 
FINING COMPANY, DOCKET NO. CI60-259; RICHARDSON & BASS 
(OPERATOR), DOCKET NO. CI60-291. 


ORDER PERMITTING PARTIAL ACCEPTANCE OF CERTIFICATE AND DEFERRING DECISION ON 
REQUESTED MODIFICATION OF OPINION AND ORDER ISSUING CERTIFICATES OF PUBLIC 
CONVENIENCE AND NECESSITY 


(Issued December 14, 1960) 


On December 9, 1960, Mississippi River Transmission Corporation (Trans- 
mission) filed a motion containing two requests with respect to the Commission’s 
Opinion No. 339 and accompanying order issued in this proceeding on No- 
vember 29, 1960, 24 FPC 1020. 

First, stating that the company has considered with care the authorization 
by that opinion and order of Transmission’s proposed St. Jacob Storage Project 
on a temporary basis and subject to various conditions, instead of permanently 
on the basis proposed by the company, Transmission sets forth that it cannot 
comply with the conditions thus imposed within the reasonably near future, and 
accordingly must refuse acceptance of the certificate so issued by the Commis- 
sion insofar as it pertains to the aforesaid storage project. However, the com- 
pany states that it desires to accept the certificate issued it, as conditioned, inso- 
far as it pertains to the pipeline facilities aspect of its project, and proposes to 
proceed with all possible dispatch in constructing such pipeline facilities. Ac- 
cordingly, Transmission requests that the Commission assent to the company’s 
acceptance of the certificate issued it in Opinion No. 339 and accompanying 
order, only insofar as it authorizes the construction and operation of the pipeline 
facilities proposed by Transmission and the sale and delivery of gas therefrom 
to Laclede Gas Company and Illinois River Company. 

To support the above-described request, Transmission filed as Appendix A to 
its motion a revision of its hearing exhibit No. 51, which it contends demon- 
strates the economic feasibility of the pipeline project apart from the other 
facilities embraced in its project as initially proposed. Appendix A also re- 
flects the generally applicable modifications ordered by Opinion No. 339 in the 
project, including a return at an annual rate of 6.5 percent rather than 7 per- 
cent as proposed by Transmission. Transmission also filed as Appendix B to 
its motion an agreement between it and Laclede Gas Company and Illinois Power 
Company, supplementing the amended precedent agreement dated April 22, 1960, 
between these parties, expressing the consent of Laclede and Illinois Power to 
the amendment of the said precedent agreement to eliminate therefrom all pro- 
visions relating to the proposed acquisition and development of the storage area 
and the service proposed to be rendered therefrom. Laclede and Illinois Power 
were the only proposed purchasers of gas from Transmission and had agreed 
in effect to share with Transmission the risks of developing the storage project. 

We conclude that the above-described request of Transmission should be 
granted. The storage portion of Transmission’s project may be consummated 
at an early date in the future, in view of the company’s statement that (p. 3), 
“The proposed separation of the pipeline facilities project from the remainder 
of the initially proposed project should not be interpreted as a total abandon- 
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ment of the heretofore stated intentions to develop the St. Jacob area for gas 
storage purposes.” 

Meanwhile, the matter of important concern to us and to the gas-needy 
public in the St. Louis area is that the service which Transmission is still 
willing to undertake, and which it can render by means of the pipeline project 
alone, be approved if reasonable and proper. And in our view, the facts es- 
tablish that approval of the pipeline project alone is fully justified. Laclede 
and Illinois Power, the only two purchasers involved, are agreeable to the 
change. Questions of gas supply, facilities, and markets are fully answered 
by our findings in Opinion No. 339, respecting these matters. The needed 
supplies of gas in the volume of 50,000 Mcf per day contract demand would be 
forthcoming from Trunkline Gas Company for resale to Laclede and Illinois 
Power, and the facilities are adequate and reasonable in estimated cost, as 
we have found. As appears from Appendix A to Transmission’s motion, the 
economic feasibility of the pipeline project is not endangered by the elimination 
of the storage project, and we so find. As to rates, of course Opinion No. 339 
and accompanying order require Transmission to file a new tariff and service 
agreement; the filings so made should give effect to the company’s instant pro- 
posal as approved by this order. Since it is impossible to know in advance 
what the precise provisions of the new tariff and service agreements in con- 
formity with this order will be, we shall require that in this respect too they 
shall be satisfactory to the Commission. 

With respect to Transmission’s other request, that we modify subparagraph 
(i) of paragraph (E) of the order accompanying Opinion No. 339, relating to 
the pipeline aspect of the company’s proposal as initially advanced, to provide 
that the new tariff and service agreements thereby required to be filed reflect 
the estimates for first-year operations, rather than third-year operations as 
presently provided, the Commission reserves its ruling at this time and will 
decide this question in the immediate future. 


The Commission orders: 


(A) The Commission hereby permits and approves the acceptance by Mis- 
sissippi River Transmission Corporation of that part of the certificate granted 
the company by Opinion No. 339 and accompanying order issued herein on 
November 29, 1960, which authorizes the pipeline facilities project only, as 
more fully described in that opinion and the company’s application herein. 

(B) Decision is hereby deferred on Transmission’s request hereinabove de- 
scribed that we modify subparagraph (i) of paragraph (E) of the order ac- 
companying Opinion No. 339. However, the filings required by paragraph (E) 
shall, insofar as they reflect the changed authorizations permitted by this 
order and in every other respect, be satisfactory to the Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


BURCH SPEARS, INC., DOCKET NO. G—15072 
ORDER DENYING OFFER OF SETTLEMENT 
(Issued December 15, 1960) 


By order issued herein on May 16, 1958, the Commission provided for a 
hearing on and suspended the favored-nation increased rate of 15.0¢ per Mcf 
proposed by Burch Spears, Inc. (Spears) for its jurisdictional sales of natural 
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gas to Trunkline Gas Company from the Medio Creek Field, Bee County, Texas. 
Such increased rate, designated as Supplement No. 5 to Spears’ FPC Gas Rate 
Schedule No. 1, became effective on October 18, 1958, pursuant to Spears’ mo- 
tion therefor and subject to a bond to assure refund of excess charges. 

On November 4, 1960, Spears filed an offer of settlement wherein it pro- 
posed a settlement rate of 14.0¢ per Mcf for the suspended 15.0¢ per Mcf 
rate involved herein, provided that such suspended rate would be effective 
from October 18, 1958, until the date the Commission accepted such offer, 
at which time the settlement rate would become effective without refunding 
obligations, and requested that the proceeding in Docket No. G—15072 be termi- 
nated. In the offer, Spears reserved all of its rights under the contract, in- 
cluding the favored-nations provisions, with the exception of its purported 
right to the favored-nation increased rate in said Supplement No. 5. 

As the offer of settlement provides for the collection of a suspended increased 
rate which is over the price level set for Texas Railroad District No. 2, pur- 
suant to our “Statement of General Policy No. 61-1” issued September 28, 1960, 
it is considered that such offer should be denied. 


The Commission finds: 


Good cause has not been shown and it would not be appropriate in the public 
interest to accept Spears’ offer of settlement filed November 4, 1960, in Docket 
No. G-15072. 


The Commission orders: 
Spears’ offer of settlement filed herein on November 4, 1960, is denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NO. CP60-100 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 15, 1960) 


On May 13, 1960, East Tennessee Natural Gas Company (Applicant) filed 
in Docket No. CP60—-100 an application pursuant to Section 7(c) of the Natural 
Gas Act for a certificate of public convenience and necessity authorizing Appli- 
cant to sell and deliver natural gas, system-wide, to its existing jurisdictional 
customers for resale to large industrial consumers on a seasonal, off-peak, 
interruptible basis, during the period April 1 through October 31, of each 
year, as more fully set forth in the application. 

The proposed service, intended for resale to industrial consumers having 
requirements of at least 1,000 Mcf per day, would be rendered at a rate of 
28 cents per Mcf under Applicant’s FPC Rate Schedule S. 

The purpose of the requested service is to benefit Applicant’s resale cus- 
tomers as a group by improving the system load factor and reducing the 
system unit cost of service. 

No new facilities or additional capital investment are required to render 
the proposed service. 

Temporary authority to deliver and sell natural gas to Chattanooga Gas 
Company, as proposed in the subject application, was granted to Applicant on 
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June 20, 1960. The letter granting temporary authority also accepted Appli- 
cant’s FPC Rate Schedule § for filing. 

On October 20, 1960, a joint petition for leave to intervene in this proceed- 
ing was filed by Fuels Research Council, Inc., National Coal Association and 
United Mine Workers of America. These petitioners filed on November 28, 
1960, a joint notice of withdrawal of said petition. No other petitions to inter- 
vene or protests to the granting of the subject application have been received. 

Pursuant to due notice, a public hearing (originally set for October 27, 1960, 
and postponed by notice issued on October 24, 1960, by the Secretary of the 
Commission) was held in Washington, D.C., on November 29, 1960, respecting 
the matters involved in and the issues presented by the application herein. 
Staff counsel moved orally at the hearing that the intermediate decision pro- 
cedure be omitted and that the Commission render a decision herein pursuant 
to Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, East Tennessee Natural Gas Company, a Tennessee corpora- 
tion having its principal place of business in Knox County, Tennessee, near 
Knoxville, is a “natural-gas company” within the meaning of the Natural Gas 
Act, as heretofore found by the Commission in its order issued Februarv 2, 
1948, in Docket No. G-S89 (7 FPC 5). 

(2) The sale and delivery of natural gas by Applicant, as hereinbefore 
described and as more fully described in the application in this proceeding, 
will be made in interstate commerce, subject to the jurisdiction of the Commis: 
sion, and such sale and delivery are subject to the requirements of Subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The sale and delivery of natural gas by Applicant as hereinbefore 
described are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraph (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate granted hereinafter and to the exercise of the rights 
granted thereunder. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Oommission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing the sale and delivery of natural gas by East Tennes- 
see Natural Gas Company to existing customers for resale in interstate com- 
merce as hereinbefore described and as more fully described in the application 
in this proceeding. 

(B) The general terms and conditions set forth in paragraph (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act shall attach 
to the issuance of the certificate granted in paragraph (A) above and to the 
exercise of the rights granted thereunder. 


1072 FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G—19966 
ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 15, 1960) 


El Paso Natural Gas Company, El Paso, Texas, filed on October 23, 1959, 
pursuant to Section 7 (c) of the Natural Gas Act, an application for a certificate 
of public convenience and necessity authorizing the construction and operation 
of facilities necessary for the acquisition, gathering, processing and transpor- 
tation of up to approximately 221,180 Mcf (at 14.734 P B) of raw gas-well 
gas per day. The gas will be produced from the Brown-Bassett (Hoge Ranch) 
field in Terrell County, Texas, and will be purchased by El Paso from Western 
Natural Gas Company, Magnolia Petroleum Company, and Continental Oil 
Company, pursuant to the Commission’s order issued February 15, 1960, under 
Docket Nos. G—16099, G-—16220, and G-17587, respectively, authorizing the sale 
to El Paso of gas produced in said field from the Ellenburger formation but 
denying authorization to sell gas produced from the Fusselman formation. 
Ellenburger gas, which constitutes approximately 98% of the total Brown- 
Bassett estimated reserves, is sour, containing more than 50% by volume of 
carbon dioxide and other impurities which must be removed to a great extent 
in order to make the gas of merchantable quality. Although El Paso proposes 
to acquire up to a total of approximately 221,180,000 cubic feet of raw gas 
per day from said field, because of the shrinkage caused by processing and the 
use of gas for fuel, only approximately 100,000 Mcf per day of pipeline quality 
gas will be available from that area for marketing. 

Facilities to accomplish the purposes stated herein were proposed also in 
El Paso’s applications now pending under Docket Nos. G—15696 and G—18616 
involving the sale by El Paso of large additional volumes of natural gas to 
Pacific Gas and Electric Company, San Francisco. By the 5th Supplement to 
its application under Docket No. G—15696 and the 3rd Supplement to its appli- 
cation under Docket No. G—18616, El Paso withdrew its request in those appli- 
eations for authorization to construct and operate the Brown-Bassett field 
facilities in order to obtain such facilities through this separate application 
at an earlier date than such authorization would probably be obtained other- 
wise. The facilities requested in this application differ from those facilities 
originally proposed under Docket Nos. G—15696 and G—18616 however, because 
of the development of a new process for removing impurities from the gas 
which El Paso says provides more efficient separation of such diluents and 
indicates that substantial savings can be made in the capital cost of the 
facilities. 

The facilities for which El Paso now seeks authorization in this application 
are as follows: 


A purification and dehydration plant in Terrell County, Texas, to be known as 
the Terrell Treating Plant, having a design inlet capacity of approximately 
221,180 Mcf per day and to be located in the SW/4 SE/4, Section 227, Block Y, 
T.C.R.R. Co. Survey. 

52 miles of 20’’ transmission pipeline, with necessary appurtenances, extending 
from said proposed Terrell Treating Plant to a connection with El Paso’s 20’’ 
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pipeline at the discharge of the Puckett Dehydration Plant in the N/2 NE/4, 
See. 13, Block 126, T. & St. L. R.R. Survey, Pecos County, Texas. 

A field pipeline system comprising 23.4 miles of pipeline, 654’’ to 24’’, general 
structures, equipment and appurtenances for transporting Brown-Bassett gas 
to the Terrell Treating Plant. 


Metering and communications facilities. 


The total estimated cost of the facilities, including overhead and contingency 
funds is $10,033,000, of which $9,121,000 is the estimated direct cost of the 
facilities. El Paso proposes to finance temporarily the construction cost of the 
facilities out of its current working funds and by short term bank loans. 
Permanent financing is provided in the financing plans set forth under Docket 
Nos. G—15696 and G-18616. 

The Commission on February 15, 1960, granted, and El Paso, on March 18, 
1960, accepted temporary authority to construct and operate said proposed 
facilities. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 1, 1960, respecting the issues presented by the application. No 
notice or petition to intervene or protest was received. Staff counsel moved 
orally at the hearing that the intermediate decision procedure be omitted and 
that the Commission render a final decision pursuant to Section 1.30 (c) (1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) The applicant, El Paso Natural Gas Company, is a natural-gas company 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission. 

(2) The facilities which El Paso proposes to construct and operate will be 
used in the transportation and sale for resale of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, and the construction and 
operation thereof by El Paso are subject to the requirements of subsections (c) 
and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the proposed facilities, as described in 
El Paso’s application, are required by the public convenience and necessity and 
a certificate therefor should be issued as hereinafter ordered and conditioned. 

(5) The motion by staff counsel made orally during the hearing that the 
intermediate decision procedure be omitted pursuant to Section 1.30 (c) (1) of 
the Commission’s Rules of Practice and Procedure was not opposed by any party 
of record and, not having been denied by the Commission, is hereby granted. 


The Commission orders: 

(A) A certificate of public convenience and necessity is hereby issued to 
El Paso Natural Gas Company authorizing the construction and operation of 
the facilities described in its application in Docket No. G—19966. 

(B) The facilities authorized hereby shall be constructed and placed in 
operation within six months from the issue date of this order. 

(C) The certificate hereby issued is subject to the general conditions set 
forth in Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NEW YORK STATE NATURAL GAS CORPORATION, DOCKET NO. CP61-48 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 15, 1960) 


New York State Natural Gas Corporation filed an application on August 18, 
1960, for a certificate of public convenience and necessity pursuant to Section 7 
of the Natural Gas Act authorizing the construction and operation of a measuring 
and regulating station at a point of connection on its Line No. 531 at Eaton, 
New York, with a line of New York State Blectric and Gas Corporation (New 
York State Electric), which the latter proposes to construct through the 
Town of Eaton and which will terminate in the Village of Morrisville, all in 
Madison County, New York, all as more fully described in the application on 
file with the Commission. 

The purpose of the proposed construction is to enable Applicant to sell and 
deliver natural gas to New York State Electric for resale and distribution in 
Eaton and Morrisville. New York State Electric will construct and operate 
distribution systems in both towns. 

Applicant states the estimated cost of its proposed construction is $10,923 
which will be paid from funds on hand. 

The record shows that under a service agreement between Applicant and 
New York State Electric, Applicant proposes to deliver to New York State 
Electric up to a maximum of 150,000 Mcf annually and a maximum of one per- 
cent of the annual requirements for such year in any one day for service in the 
two communities. New York State Electric estimates annual requirements of 
the two communities at 46,000 Mcf in the first year and increasing to 116,900 
Mcf in the fifth year. New York Natural estimates the peak day deliveries 
for Eaton and Morrisville at 1170 Mcf in the fifth year of service. 

No question of gas supply is involved in this case. 

Temporary authorization to construct and operate the proposed facilities was 
issned on October 17, 1960. 

Pursuant to due notice a public hearing was held in Washington, D.C., on 
November 29, 1960, respecting the matters involved in and the issues presented 
by the application. No objection or protest to the granting of the application 
has been received. Staff counsel moved orally at the hearing that the inter- 
mediate decision procedure be omitted and the Commission render a decision 
herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of Practice 
and Procedure. 


The Commission finds: 

(1) Applicant, a New York Corporation with a principal office in Pittsburgh, 
Pennsylvania, is engaged in the transportation of natural gas in interstate 
commerce and the sale of natural gas in interstate commerce for resale for ulti- 
mate public consumption subject to the jurisdiction of the Commission, and is, 
therefore, a “natural-gas company” within the meaning of the Natural Gas Act, 
as heretofore found by the Commission. 

(2) The facilities as hereinbefore described and as more fully described in 
the application are to be used for the transportation and sale of natural gas 
in interstate commerce as an integral part of Applicant’s existing natural gas 
pipeline system, and are subject, therefore, to the jurisdiction of the Com- 
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mission and the requirements of Subsections (c) and (e) of Section 7 of the 
Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation by Applicant of the facilities 
hereinbefore described, as more fully described in the application, are required 
by the public convenience and necessity and a certificate therefor should be 
issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b) (c)(1), (c)(3), (ce) (4) and (e) of 
Section 157.20 of the Commission’s Rules of Practice and Procedure should 
attach to the certificate hereinafter issued by paragraph (A) hereof, and to 
the exercise of the rights granted thereunder, and that the time within which 
construction of facilities authorized by this order shall be completed and in 
actual operation should be fixed at 6 months from the date on which this order 
issues. 

(6) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s Rules 
of Practice and Procedure was unopposed by any party of record, and, not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) 
(1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Applicant to construct and operate the facilities 
hereinbefore described, and as more fully described in the application, for the 
transportation and sale of natural gas in interstate commerce as therein set 
forth, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (1), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s General Rules 
and Regulations shall attach to the issuance of the certificate granted in para- 
graph (A) hereof, and to the exercise of the rights thereunder. 

(C) The construction of the natural gas facilities herein authorized shall be 
completed and such facilities shall be placed in actual operation by Applicant 
within 6 months from the date of issuance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE OHIO FUEL GAS COMPANY, DOCKET NO. CP61-49 ; TEXAS EASTERN 
TRANSMISSION CORPORATION, DOCKET NO. CP61-56 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 15, 1960) 


The Ohio Fuel Gas Company (Ohio Fuel), an Ohio corporation with its prin- 
cipal place of business in Columbus, Ohio, and Texas Eastern Transmission 
Corporation (Texas Eastern), a Delaware corporation with a principal place 
of business in Shreveport, Louisiana, filed in the above-designated dockets ap- 
plications for certificates of public convenience and necessity on August 18 and 
August 25, 1960, respectively, for authorization to establish a delivery point on 
Texas Eastern’s main line in Butler County, Ohio, and initiate deliveries by 
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Texas Eastern at this point to Cincinnati Gas and Electric Company (Cincin- 
nati) for the account of Ohio Fuel, an existing customer of Texas Eastern, all 
as more fully described in the applications on file with the Commission. 

The record shows the purpose of the new delivery point is to provide Cincin- 
nati with gas for resale in the Village of Millville in Butler County, Ohio. 
Cincinnati, an existing wholesale customer of Ohio Fuel, will build an 8 mile 
lateral to connect its distribution system in Millville with the proposed new 
delivery point. Ohio Fuel states that Millville has granted Cincinnati a fran- 
chise to provide natural gas service in the village. Ohio Fuel will own the 
proposed metering and regulating facilities though such facilities will be oper- 
ated by Texas Eastern. 

Texas Eastern proposes, in Docket No. CP61-56, to construct and operate 
metering and regulating facilities on its 24inch main transmission line in Butler 
County, Ohio, and to sell and deliver gas to Ohio Fuel for resale to Cincinnati 
for further resale in the Village of Millville. Ohio Fuel, in Docket No. CP61-—49, 
seeks authorization for the establishment on its own account of this new 
delivery point to Cincinnati. The estimated gas requirements for the new 
service will be provided from Ohio Fuel’s existing contract demand with Texas 
Eastern. Under a joint contract with an affiliate, The Manufacturers Light and 
Heat Company, Ohio Fuel is presently scheduled to receive from Texas Eastern 
211,200 Mcf per day. The natural gas requirements of Millville are estimated 
as follows: 


Year Peak Day (Mcf)| Annual (Mcf) 
rs sac deastiieeassiici avietniesAniasclidatone asad neh aiegiie ended aks es eeaemaueaaee ae 91 9, 922 
Riteedi bb cdnditk cde dbabbhsnitadsninanbcdusdddiinaphnilaeteaRaihodintes 265 29, 014 
Dds anctundecdsedneweausiihenscbnnaidinididiidaaansadeaiaaimiiiatmniiell 461 50, 192 





No increase in contract demand of Ohio Fuel or Cincinnati will be required 
for the proposed service to Millville. 

Texas Eastern estimates the total cost of the proposed facilities at $24,981, 
which it will finance from funds on hand, and will be reimbursed by Ohio Fuel 
for the cost of such construction, in exchange for the title to the facilities, 
except for the main line tap, estimated to cost $1,401. 

The estimated cost to Ohio Fuel of $23,580 for the reimbursement to Texas 
Eastern will be defrayed from cash on hand. 

Temporary authorizations were issued to both Applicants on October 18, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 30, 1960, respecting the matters involved in and the issues presented 
by the applications herein. No petition to intervene or protest to the granting 
of the applications has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Ohio Fuel, an Ohio corporation having its principal place 
of business in Columbus, Ohio, is a “naturai-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) Applicant, Texas Eastern, a Delaware corporation having its principal 
place of business in Shreveport, Louisiana, is a “natural-gas company” within 
the meaning of the Natural Gas Act, as heretofore found by the Commission. 
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(3) The facilities hereinbefore described, as more fully described in the 
applications in this proceeding, are proposed to be used in the transportation 
and sale of natural gas in interstate commerce, subject to the jurisdiction of 
the Commission, and the construction thereof by Texas Eastern and the opera- 
tion thereof by Ohio Fuel and Texas Eastern, are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) Ohio Fuel and Texas Eastern are able and willing properly to do the 
acts and to perform the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regulations of the Commis- 
sion thereunder. 

(5) The proposed construction of facilities by Texas Eastern and the opera- 
tion thereof by Ohio Fuel and Texas Eastern and the service proposed by both 
Applicants are required by the public convenience and necessity and certificates 
therefor should be issued as hereinafter ordered and conditioned. 

(6) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(4) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificates hereinafter issued to Ohio Fuel and Texas 
Eastern and to the exercise of the rights granted thereunder. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Certificates of public convenience and necessity be and the same are 
hereby issued authorizing Texas Eastern to construct and Ohio Fuel and Texas 
Eastern to operate the facilities hereinbefore described and to render the service 
proposed as more fully described in the applications in this proceeding, for the 
transportation and sale of natural gas as therein set forth, subject to the 
jurisdiction of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (b), (c) (4) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificates granted in paragraph 
(A) above and to the exercise of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


THE UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTH- 
EASTERN POWER ADMINISTRATION, JIM WOODRUFF PROJECT, 
DOCKET NO. E-6957 


ORDER CONFIRMING AND APPROVING RATES AND CHARGES 
(Issued December 15, 1960) 


Pursuant to the Flood Control Act of 1944 (58 Stat. 887), the Secretary of 
the Interior (Interior), acting on behalf of the Southeastern Power Adminis- 
tration (SEPA), on September 16, 1960, filed with the Federal Power Com- 
mission for confirmation and approval two proposed long-term schedules of rates 
and charges for the sale of electric power from the Jim Woodruff Project by 
SEPA. Approval of the two proposed schedules, consisting of Rate Schedule 
JW-1, which is applicable to power from the project sold to preference customers 
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of SEPA, and Rate Schedule JW-2, which is applicable to sales of project power 
to Florida Power Corporation (Florida Power), is requested for the period 
ending August 19, 1962. 

At present SEPA is selling this project power under interim rates that are 
similar to those here proposed and for which it received an extension of Com- 
mission approval by letter dated June 29, 1960, for a one-year period, be- 
ginning July 1, 1960, or until the effective date of Commission approval of 
long-term rates, whichever is earlier. 

The Jim Woodruff Project is located in the State of Florida, on the Apala- 
chicola River, approximately on the Georgia-Florida state line, and is a run-of- 
river plant, containing three 10,000 kw generating units. The average annual 
energy output of the project is 220,000 mwh. In order to render more stable 
the capacity of the project, which is reduced during periods of high flows, its 
operation and that of the Allatoona, Buford and Clark Hill Projects are inte- 
grated through the transmission facilities of the Georgia Power Company and 
Florida Power. The entire output of the project is now being sold to six prefer- 
ence customers and to Florida Power, which delivers the energy sold to five 
of the preference customers over its facilities for the account of SEPA. 

The proposed Rate Schedule JW-1 provides for a monthly demand charge of 
$1.70 per kw and an energy charge of 4.5 mills per kwh. Florida Power will 
purchase all project energy in excess of the requirements of preference cus- 
tomers, of energy supplied to the Allatoona, ion and Clark Hill Projects to 
insure their dependable capacity, and of ener&y returned to the aforementioned 
projects in exchange for energy received to insure the dependable capacity of 
the Jim Woodruff Project. 

The proposed Rate Schedule JW-2, which applies to sales of secondary energy, 
contains charges of 4.5 mills per kwh for on-peak energy and 3.0 mills per kwh for 
off-peak energy, subject to adjustment for changes in the cost of fuel at Florida 
Power’s generating stations, 

Under the contractual arrangements between Florida Power and SEPA (though 
not a part of the above-described rate schedules for which Commission approval 
and confirmation is requested), the latter will be billed for energy transmitted to 
preference customers by Florida Power at a rate of 1 mill per kwh for energy 
delivered within 100 miles of the project and 1.75 mills per kwh for energy de- 
livered within a radius of 100-150 miles. In addition, SEPA will pay for support 
service furnished by Florida Power at a rate of $2.29 per kw, plus 5.0 mills per 
kwh after adjustment for fuel and construction index changes. 

Based on an estimate of annual project costs and proposed revenues prepared 
by the United States Army Corps of Engineers and SEPA, annual revenues are 
expected to exceed costs by approximately $100,000. That amount of annual 
excess of revenues over costs is dependent upon full utilization of the output of 
the project as planned. 

Along with its filing of the proposed long-term rate schedules, Interior has 
submitted a repayment study, showing that the total investment in the project 
will be repaid by the year 1997, 40 years subsequent to the date of initial commer- 
cial operation of the project and that almost $9,000,000 of earned surplus will 
have accumulated by the end of the allowabie 50-year amortization period. 

Notice of the request for approval of the proposed rates and charges was sent 
to state officials and other interested parties and published in the Federal Register 
on October 7, 1960 (25 F.R. 9657), stating that any person desiring to make com- 
ments or suggestions for the Commission’s consideration should submit same on 
or before October 21, 1960. No comments or suggestions were received. 
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The Commission finds: 


(1) The proposed rates and charges of SEPA for the sale of electric energy 
from the Jim Woodruff Project, as such are set forth in Rate Schedules JW-1 
and JW-2 described above, for a period beginning with the date of issuance of 
this order and ending August 19, 1962, will not be inconsistent with the provisions 
of the Flood Control Act of 1944. 

(2) The period of public notice given in this matter is reasonable. 

The Commission orders: 

The proposed rates and charges of SEPA for the sale of electric energy from 
the Jim Woodruff Project, as such are set forth in Rate Schedules JW-1 and 
JW-2 described above, hereby are confirmed and approved for a period beginning 
with the date of issuance of this order and ending August 19, 1962. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EAST TENNESSEE NATURAL GAS COMPANY, DOCKET NOS. G—12264, 
G-17330 AND G-20072_ 


ORDER APPROVING PROPOSED SETTLEMENT, PRESCRIBING REFUNDS AND TERMINATING 
PROCEEDINGS, IN PART 


(Issued December 16, 1960) 


On November 22, 1960, and pursuant to Section 1.18 of the Commission’s Rules 
of Practice and Procedure, East Tennessee Natural Gas Company (East Ten- 
nessee) filed a “Settlement Agreement” in the above-entitled rate proceedings. 
The proposal for settlement is the result of conferences between East Tennessee 
and its jurisdictional customers in Knoxville, Tennessee, and between said con- 
ferees and the Commission staff in Washington, D.C., where agreement was 
reached by all parties and the staff. The settlement relates to rates for sales of 
natural gas subject to the Commission’s jurisdiction, and provides for refunds 
of excess charges aggregating $594,302 plus interest, in Docket Nos. G—12264 and 
G-—17330 covering the period extending from July 14, 1957, to and including April 
4, 1960 ; for the filing of reduced rates and/or making refunds in the future should 
East Tennessee’s gas purchase cost be reduced by subsequent Commission action 
as is hereinafter set out; and further, that these proposals are without prejudice 
to the Commission’s determination of a proper rate of return and proper income 
taxes for East Tennessee for the period subsequent to April 4, 1960, which issues 
are specifically reserved for resolution in Docket No. G-20072. Said agreement 
is attached hereto as Exhibit No. 1. 

East Tennessee on February 20, 1957, filed certain revised tariff sheets. Said 
sheets were suspended in Docket No. G—12264 by order issued March 21, 1957, 
and by order issued July 18, 1957 were permitted to be effective as of July 14, 
1957, subject to further orders of the Commission. Subsequently, East Tennessee 
filed other revised tariff sheets? which were suspended in Docket No. G—17330, 
and which, by order issued therein on June 11, 1959, were permitted to be simi- 
larly effective as of May 15,1959. On October 8, 1959, East Tennessee filed a third 


21Second Revised Sheets Nos. 5, 8, 11, 14, 16, 17, 19 and 20 to its FPC Gas Tariff, 
Third Revised Volume No. 1. 

2 Third Revised Sheets Nos. 5, 11, 16, 17 and 19 and Fourth Revised Sheets Nos. 8 
and 14 to said tariff. 
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set of revised tariff sheets* to said tariff. These, likewise, were suspended and 
were permitted to become effective as of April 5, 1960, subject to further orders 
of the Commission in Docket No. G—20072. 

Each of the foregoing was tendered, at least in part, for the purpose of re- 
couping increases in the cost of gas incurred by East Tennessee as a result of 
increased rates filed by its sole supplier (Tennessee Gas Transmission Company 
(TGT)) which rates are currently subject to review in Docket Nos. G—11980, 
G-17166 and G—19983. 

The proposed settlement agreement also sets out (1) that the determination 
of the issues resulting from an earlier East Tennessee filing in Docket No. 
G-5470, which is currently before the Commission for decision, is explicitly 
excluded from the agreement and that nothing contained in the proposed agree- 
ment shall alter, modify or revise the positions of the parties taken in that 
proceeding; (2) that the $594,302 excess revenues collected in Docket Nos. 
G—12264 and G-17330 shall be refunded to jurisdictional customers as set out 
in Appendix D to the agreement, and that interest be added to the amounts 
therein set forth as is provided by orders issued on July 18, 1957 and July 11, 
1959, respectively, in those proceedings; (3) that East Tennessee shall file 
separate I Rate Schedules applicable to Rate Zones 1 and 2 as set out in Pro- 
vision IV of the Agreement; (4) that, as hereinbefore stated, the issue of the 
proper rate of return and proper income taxes for the period beginning April 5, 
1960, shall be reserved from this agreement and shall be submitted to the Com- 
mission for its separate ultimate determination in Docket No. G—20072, and that 
if said tax and return as determined therein aggregate less than $2,433,268 for 
the 12-month period ending June 30, 1960, East Tennessee shall file revised 
tariff sheets effective as of April 5, 1960, and shall make refunds with interest, 
all as provided in the agreement, including Appendix E thereto; (5) that upon 
receipt of refunds by East Tennessee and/or rate reductions resulting from 
proceedings in Docket Nos. G—11980, G-17166 and G—19983, East Tennessee shall 
make refunds and file appropriate revised tariff sheets as provided in the 
agreement including said Appendix E; (6) that East Tennessee shall dismiss its 
suit in Chancery Court, Hamilton County, Tennessee (Hast Tennessee Natural 
Gas Company v. Chattanooga Gas Company, No. 35031), and Chattanooga Gas 
Company shall dismiss its Cross Suit; (7) that East Tennessee agrees not to file 
a rate increase with the Commission prior to December 15, 1961; and (8) that 
acceptance of the agreement by the Commission and by the parties is not to be 
construed as necessarily approving the specific methods and principles utilized 
in determining and allocating costs and in determining rates and refunds and 
that the aforementioned parties shall not be bound by such methods and princi- 
ples in proceedings before the Commission subsequent to Docket No. G—20072. 

In support of the proposed settlement, East Tennessee submitted costs for 
the years ended June 30, 1958, June 30, 1959, March 31, 1960, and June 30, 1960. 
The total cost of service in each of the foregoing is classified between demand 
and commodity in a manner consistent with the usual practices of the Com- 
mission. Demand costs are allocated between jurisdictional and non-jurisdic- 
tional customers on the basis of the relative deliveries on the 3-day peak within 
each test period. The commodity costs are allocated according to annual de- 
liveries. On this basis it appears that the jurisdictional revenues received 
during the period covered by Docket No. G-—12264 exceeded allocated costs 


* First Revised Sheets Nos. 1, 18, 24, 36, 37, 88, 39, 40, 41 and 42; Second Revised 
Sheet No. 23; Fourth Revised Sheets Nos. 5, 11, 16 and 17, and Fifth Revised Sheets 
Nos. 8 and 14. 
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(utilizing 6% rate of return) by $587,283* (Appendix A) of the agreement, that 
the revenues received during the period covered by Docket No. G—17330 exceeded 
allocated costs (utilizing 644% rate of return) by $56,591 (Appendix B) of the 
agreement, and that allocated costs (utilizing 6%,% rate of return) incurred 
during the period covered by Docket No. G—20072 exceeded jurisdictional reve- 
nues by $4,722 (Appendix C) of the agreement. This deficiency, of course, is 
predicated upon the use of 6%,% rate of return. And, as hereinbefore stated, 
proper rate of return and proper income taxes are the two unresolved issues 
in Docket No. G-20072. Hearings as to these two issues will be had as soon as 
practicable. Approval of the proposed settlement would result in the termina- 
tion of the proceedings in Docket Nos. G—12264 and G—17330 and would leave 
unresolved only the two aforementioned issues in Docket No. G—20072. 


The Commission finds: 


(1) The proposed settlement of the proceedings in Docket Nos. G—12264 
and G-—17330 and the partial settlement of the proceedings in Docket No. 
G—20072, on the basis described herein, as more fully described in the Settle- 
ment Agreement filed by East Tennessee with the Commission on November 
22, 1960 (attached as Exhibit No. 1 to this order) is in the public interest 
and appropriate to carry out the provisions of the Natural Gas Act and 
should be approved by the Commission as hereinafter ordered. 


The Commission orders: 


(A) The Settlement Agreement filed by East Tennessee on November 22, 
1960, is hereby accepted. 

(B) The increased rates and charges contained in East Tennessee’s revised 
tariff sheets which are under review in Docket Nos. G—12264 and G—17330 are 
disallowed. 

(C) Within 30 days from the date of this order, East Tennessee shall 
refund to its jurisdictional customers the amounts set out in Appendix D 
of the settlement, plus interest computed as required by Commission orders 
issued July 18, 1957 and July 11, 1959, in Docket Nos. G—12264 and G—17330, 
respectively. 

(D) Upon disposition of the aforementioned TGT proceedings in Docket 
Nos. G—11980, G-17166 and G—19983, East Tennessee shall make refunds and/or 
file revised tariff sheets in conformity with Provisions 2, 3 and 4 of the 
agreement. 

(EB) Upon full compliance with the foregoing paragraphs (O) and (D) 
by East Tennessee and upon the filing with the Commission of releases from 
its jurisdictional customers showing the receipt of the principal and interest 
in conformity with the plan of settlement herein approved, the proceedings 
in Docket Nos. G—12264 and G—17330 shall be terminated. 

(F) Within 30 days from the date of this order, East Tennessee shall 
file separate I Rate Schedules applicable to Rate Zones 1 and 2 as set out in 
Provision IV of the agreement. 

(G) The proceeding in Docket No. G—20072 is subject to further order 
of the Commission as to the issues of rate of return and income taxes. 

(H) This order is without prejudice to any findings or orders which may 
hereinafter be made as to the lawful rate of return and proper income taxes 
for East Tennessee for the period covered by the proceeding in Docket No. 
G-20072 and to the resulting return and income tax cost components for 
inclusion in the cost of service as such appears in Appendix C of the agreement. 





“Refund amounts to $537,711 after adjustment for settlement of litigation heretofore 
described. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LONE STAR GAS COMPANY, DOCKET NO. CP61-61 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 16, 1960) 


On August 29, 1960, Lone Star Gas Company (Applicant) filed in Docket 
No. CP61-61 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the con- 
struction and operation of lateral pipelines and related facilities to enable 
Applicant to take into its certificated main pipeline system natural gas which 
will be purchased from time to time from producers thereof during the 
ealendar year 1961, at a total estimated cost not to exceed $1,000,000, with 
no single project to exceed a cost of $250,000, all as more fully set forth 
in the application which is on file with the Commission and open to public 
inspection. 

The purpose of this “budget-type”’ application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to 
its pipeline system new supplies of natural gas in various producing areas 
generally coextensive with said system. 

Applicant will finance the cost of its proposed facilities from funds on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., 
on December 8, 1960, respecting the matters involved in and the issues pre 
sented by the application herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that 
the Commission render a decision herein pursuant to Section 1.30(c) (1) of 
the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Lone Star Gas Company, a Texas corporation having its 
principal place of business in Dallas, Texas, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of April 11, 1944, in Docket No. G-442 (4 FPC 565). 

(2) The facilities hereinbefore described, as more fully described in the 
application herein, are proposed to be used in the transportation of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, 
and the construction and operation thereof by Applicant are subject to the 
requirements of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas 
from producers thereof during the calendar year 1961, as proposed by Applicant, 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 157.20) should 
attach to the issuance of the certificate referred to in paragraph (4) above 
and to the exercise of the rights granted thereunder. 





FEDERAL POWER COMMISSION 1083 


(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, 
a statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of gas supplies attached, (c) a description of the project or 
projects that have been constructed pursuant to the authorization granted 
hereinafter, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers 
involved, together with the respective dates of the gas sales contracts and 
the docket numbers of the related producer certificate applications. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $1,000,000, with no single project 
to exceed a cost of $250,000, as proposed by Applicant. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Lone Star Gas Company to construct and operate the 
proposed facilities to take natural gas from producers thereof during the 
calendar year 1961, all as more fully described in the application in this pro- 
ceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects that have been 
eonstructed pursuant to the authorization granted in paragraph (A) above, 
(d) the location of said project or projects, (e) the costs of the facilities so 
constructed, and (f) the names of the independent producers involved, together 
with the respective dates of the gas sales contracts and the docket numbers of 
the related producer certificate applications. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $1,000,000, with 
no single project to exceed a cost of $250,000. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PART 105 UNIFORM SYSTEM OF ACCOUNTS FOR CLASS D PUBLIC 
UTILITIES AND LICENSEES, DOCKET NO. R-185 


ORDER NO. 226 
(Issued December 17, 1960) * 


This Commission has under consideration in this proceeding the revision of 
Part 104—Application of Uniform System of Accounts to Class C and Class D 
Public Utilities and Licensees of Subchapter C—Accounts, Federal Power Act, 


*Published in Federal Register, December 17, 1960 (25 F.R. 12961, et seq.). 
676-S07—64 71 
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of Chapter I—Federal Power Commission, Title 18—Conservation of Power, 
of the Code of Federal Regulations (CFR), to prescribe a revised Uniform 
System of Accounts Prescribed for Public Utilities and Licensees Subject to the 
Provisions of the Federal Power Act (Class D). That revised system of Ac- 
counts, as set forth in the attachment to the Notice of proposed Rulemaking in 
this docket (25 F.R. 7602-7616) is prescribed hereinafter to become effective 
January 1, 1961, as a new part of the CFR, Part 105. 

Part 104, §§ 104.1 through 104.11, of said Title and Code correspond to, and 
appear at pages 195-219 of the Commission’s pamphlet publication of its Uni- 
form System of Accounts Prescribed for Public Utilities and Licensees Subject 
to the Provisions of the Federal Power Act, effective January 1, 1937 (effective 
January 1, 1938, as to Class C and Class D Public Utilities and Licensees)’ 
revised to September 1, 1957, as amended by Order No. 204? issued May 29, 
1958 (23 F.R. 4160, June 12, 1958). That System of Accounts, as revised and 
prescribed hereinafter, follows the numbering system (accounts, instructions, 
definitions, etc.) used in the Notice of Proposed Rulemaking referred to above. 

Important developments in the electric power industry since the adoption in 
1936 of the Uniform System of Accounts effective January 1, 1938, and the 
experience of the Commission over the past 24 years indicated the need for a 
revision of the System of Accounts. Accordingly, this proceeding was com- 
menced by Notice of Proposed Rulemaking served upon interested parties, 
including State and Federal regulatory agencies and by publication in the 
Federal Register on August 10, 1960 (25 F.R. 7601). Copies of the proposed 
revised System of Accounts were served and published as a part of that general 
notice, as heretofore noted. 

The revisions of the Commission’s System of Accounts, as then proposed are 
prescribed hereinafter as part of the Commission’s Uniform System of Accounts 
to become effective January 1, 1961. 

Heretofore, the Commission has not had a separately issued Uniform System 
of Accounts for Class D Public Utilities and Licensees, as such. The accounting 
requirements presently effective for small utilities (Class C and Class D), con- 
sist of an abridgment of the aceounts for large public utilities and licensees by 
means of account charts appearing as Appendix III of the pamphlet version 
of the Uniform System of Accounts. In these account charts, the condensed 
accounts applicable to the small utilities are indicated by bracketing related ac- 
count titles applicable to Class A and Class B utilities. The result is that small 
utilities have had to work with an inordinate amount of textual materials 
designed for larger utilities. An objective of the System of Accounts, prescribed 
hereinafter, is to relieve small utilities from that burden. It is believed that 
the revised System of Accounts provides these smaller utilities with a simplified 
System of Accounts appropriate for the magnitude of their operations. The 
revised System of Accounts prescribed herein reflects the basic principles found 
in this Commission’s recently issued revised Uniform System of Accounts Pre- 
scribed for Class A and Class B Public Utilities and Licensees Subject to the 
Provisions of the Federal Power Act, Docket No. R-173. The revised System 


1The Uniform System of Accounts effective January 1, 1938, was prescribed by Com- 
mission Order No. 43, dated December 31, 1936 (2 F.R. 77, January 16, 1937) ; and was 
contained in the codification and reissuance of the Commission’s general rules promul- 
gated by Commission Order No. 141, December 11, 1947, effective January 1, 1948 (12 
F.R. 8461). Insofar as the above sections are by their terms applicable to State and 
municipal licensees, that requirement was dispensed with by the Act of August 15, 1953, 
67 Stat. 587. 


2 Also see Order No. 216 issued October 21, 1959 (24 F.R. 8790, October 29, 1959). 
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of Accounts introduces the following important improvements in this Com- 
mission’s small utility accounting requirements: 

a. New size classifications for electric utilities ; 

b. Certain necessary new accounts; 

ec. New arrangement of balance sheet and certain other accounts to make 
them more informative; 

d. A reduced number of expense account classifications, mainly but not en- 
tirely, by the discontinuance of segregations of numerous functional accounts 
as to labor and other expenses; 

e. Expanded items lists of account texts and clearer description of such items 
according to their functional nature, to facilitate use and consistency of respec- 
tive account classifications; and 

f. Restatements of the accounting aspects of certain accounting interpreta- 
tions issued in the past. 

In recommending the form of revised System of Accounts accompanying the 
Notice of Proposed Rulemaking in this proceeding, the staff of this Commis- 
sion correlated its activities with the activities of the National Association of 
Railroad and Utility Commissioners (NARUC) which has recently prepared 
a form of NARUC Uniform System of Accounts for Class D electric utilities. 
This was done to promote continued consistency and uniformity of approach to 
the common problems with which the two accounting systems are concerned ; 
and to assure a minimum amount of deviation where the two accounting sys- 
tems do differ. The staff’s activities in this regard were undertaken mainly with 
the Committee on Statistics and Accounts of the NARUC. 

The aforesaid Notice of Proposed Rulemaking provided for the submission 
of data, views, comments, or protests in writing not later than September 12, 
1960. To date no such data, views, comments, or protests have been received. 

The Commission recognizes that some burden and expense will have to be 
borne by the accounting and reporting parties affected in connection with the 
transition from the present to the revised System of Accounts. However, the 
Commission is of the opinion that the physical burden and monetary cost of 
the change over is of minor importance when viewed in relation to the immediate 
and future benefits to be derived from the revised System of Accounts, as pre- 
scribed herein. 

For the convenience of all parties concerned, Appendix A set forth below 
correlates the account titles of the Commission’s Uniform System of Accounts 
applicable to Class D Public Utilities and Licensees, effective January 1, 1938, 
when the revised System of Accounts prescribed herein effective January 1, 
1961. Being a schematic presentation only, and of a very general nature, nothing 
contained therein shall be construed as in any way modifying the general or 
specific account titles, texts, and instructions of either of the Systems of 
Accounts. 

Also, it should be noted that for the period of time required for the prepara- 
tion and publication of the revised System of Accounts prescribed herein in 
pamphlet form, the revised System of Accounts (18 CFR Part 105) will be 
available in the printed form set forth below as Appendix B. 


The Commission finds: 

(1) In view of the foregoing, and upon consideration of all relevant matters 
presented, it is necessary and appropriate for the purposes of the Federal Power 
Act, that the proposed revised System of Accounts as set forth in the Notice of 
Proposed Rulemaking (25 F.R. 7602-7616), be adopted and promulgated as this 
Commission’s revised Uniform: System of Accounts Prescribed for Public Utili- 
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ties and Licensees Subject to the Provisions of the Federal Power Act (Class D), 
effective January 1, 1961, all in the manner as hereinafter provided. 

(2) Good cause exists for the adoption of the revised System of Accounts 
set forth herein to be effective as of January 1, 1961. 

The Commission, acting pursuant to the Federal Power Act, as amended 
particularly sections 301 (a), 304, and 309 (16 U.S.C. 825, 825c, and 825h) orders: 

(A) Effective January 1, 1961, Subchapter C—Accounts, Federal Power Act 
of Chapter I—Federal Power Commission, Title 18—Conservation of Power, of 
the Code of Federal Regulations is amended by the addition of a new Part 105 
to read as set forth in Appendix B below. 

(B) Effective January 1, 1961, all Class D Public Utilities and Licensees under 
the Federal Power Act shall keep their accounts in the manner set forth in 
the revised System of Accounts appearing in Appendix B below. 

(C) The Secretary of the Commission shall cause prompt publication of this 
order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


ATLANTIC SEABOARD CORPORATION, DOCKET NO. CP61-—4 
FINDING AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


Atlantic Seaboard Corporation (Applicant), a Delaware corporation with a 
principal office in Charleston, West Virginia, filed an application on July 8, 1960, 
and a supplement thereto on August 25, 1960, in Docket No. CP61-4, for a 
certificate of public convenience and necessity authorizing it to construct and 
operate an additional delivery point and appurtenances on its 20-inch main line 
in Fairfax County, Virginia for deliveries to an existing wholesale customer, 
Virginia Gas Distribution Corporation (VGD). Through the new delivery 
point, Applicant will sell and deliver natural gas to VGD for resale to the 
United States Federal Aviation Agency near Chantilly, Virginia, for use at the 
Dulles International Airport, which is now being constructed, all as more 
fully described in the application on file with the Commission. 

The record shows that for the present, measurement of the gas to be delivered 
at the new delivery point will be made through the metering facilities which 
VGD will install at its point of delivery to Federal Aviation. VGD will also 
construct approximately 13,500 feet of 6-inch pipeline extending from Applicant’s 
proposed new delivery point to the area of the Dulles International Airport, 
at an estimated cost of $58,350. The Federal Aviation Agency will make a 
$20,000 contribution to VGD in aid of construction, which will be repaid by 
refunds on revenues received by VGD from all gas sold in excess of 140,000 
Mcf per year, during each of the first five years of service. The gas require- 
ments of the Federal Aviation Agency are estimated at 1,200 Mcf on the peak 
day, and 146,000 Mcf annually for each of the first three years of proposed 
service. Seaboard states that these volumes are curtailable by 700 Mcf on a 
peak day, and 10,000 Mcf per year. 

The total estimated capital cost of the proposed new delivery point is $5,920, 
which will be financed by Applicant from cash on hand. 

The volume of gas required for this new service is too small to have any 
appreciable effect on Applicant’s over-all gas supply or the service rendered 
to its existing customers. 
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Pursuant to due notice, a public hearing was held in Washington, D.C. on 
November 29, 1960, respecting the matters involved in, and the issues presented 
by, the application filed herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and the Com- 
mission render a decision herein pursuant to Section 1.30(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 

The Commission finds: 

(1) Applicant, a Delaware corporation, having its principal place of business 
in Charleston, West Virginia, is a “natural-gas company” within the meaning 
of the Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission and the con- 
struction and operation thereof by Applicant are subect to the requirements of 
Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, 
and the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (¢)(1), (¢)(8), (¢)(4) and (e) of 
Section 157.20 of the Commission’s General Rules and Regulations, including 
the Rules of Practice and Procedure, should attach to the issuance of the 
certificate referred to in paragraph (3) above, and to the exercise of the rights 
granted thereunder, and that the time within which construction of facilities 
authorized by this order should be completed and said facilities should be 
placed in actual operation should be fixed at 6 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of said Rules. 

The Commission orders: 

(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas facili- 
ties as hereinbefore described, all as more fully described in the application in 
this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (1), (e¢) (3), (e) (4) and (e) of Section 157.20 of the Commission’s General 
Rules and Regulations, including Rules of Practice and Procedure, shall attach 
to the issuance of the certificate granted in paragraph (A) hereof, and to the 
exercise of the rights thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of said 


= 


Section 157.20 of the Commission’s Rules is hereby fixed at 6 months from the 


date on which this order issues. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LONE STAR GAS COMPANY, DOCKET NO. CP61-43 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT 
(Issued December 19, 1960) 


On August 15, 1960, Lone Star Gas Company (Applicant) filed in Docket 
No. CP61-43 an application pursuant to Section 7(b) of the Natural Gas Act 
for permission and approval to abandon approximately 6.77 miles of Applicant’s 
existing 16-inch transmission pipeline Line F, located in Dallas County, Texas, 
all as more fully described in the application. 

The section to be abandoned extends from Applicant’s Dallas Central Meas- 
uring Station in a southerly direction to Applicant’s Dallas Irving Measuring 
Station through a densely populated area within the distribution area of the 
Cities of Dallas and Irving, Texas, and it appears that continued operation 
of this segment of line creates operational problems and hazards. It is proposed 
to leave approximately 1.95 miles of the subject segment in the ground for 
use as a distribution facility and to remove and salvage the remaining 4.82 
miles. 

The total investment in the line to be abandoned is about $144,454, of 
which $38,506 is attributed to the portion to be retained as a distribution 
facility and $105,948 to the portion to be salvaged. The cost of retiring the 
4.82 miles of pipeline is estimated at $16,200 and the salvage value is estimated 
at $17,008. 

Existing facilities are available and able to continue present service without 
adverse effect from the proposed abandonment. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 23, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Lone Star Gas Company, a Texas corporation having its princi- 
pal place of business in Dallas, Texas, is a “natural-gas company” within the 
meaning of the Natural Gas Act, as heretofore found by the Commission in its 
order of April 11, 1944, in Docket No. G-442 (4 FPC 565). 

(2) The facilities proposed to be abandoned, as hereinbefore described and 
as more fully described in the application in this proceeding, are subject to the 
jurisdiction of the Commission and the abandonment of such facilities by Ap- 
plicant is subject to the requirements of Subsection (b) of Section 7 of the 
Natural Gas Act. 

(3) Such abandonment by Applicant is permitted by the public convenience 
and necessity and an order approving same should be issued, as hereinafter 
ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 
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The Commission orders: 


(A) Permission for and approval of the abandonment by Lone Star Gas 
Company of the natural gas facilities hereinbefore described, all as more 
fully described in the application in this proceeding, be and the same is hereby 
granted. 

(B) Applicant shall advise the Commission of the date of such abandonment 
within ten days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


MICHIGAN WISCONSIN PIPE LINE COMPANY, DOCKET NO. CP61-52 
FINDINGS AND ORDER PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued December 19, 1960) 


Michigan Wisconsin Pipe Line Company (Applicant), a Delaware corporation 
with a principal office in Detroit, Michigan, filed an application in Docket No. 
CP61-52 on August 22, 1960, pursuant to Section 7(b) of the Natural Gas Act 
for permission and approval to abandon 7,341 feet of 444 inch lateral, a meter 
station, the sale and delivery of natural gas to Northern Illinois Gas Company 
(Northern Illinois), for resale in the City of Earlville, Illinois, all as more fully 
described in the application on file with the Commission. 

Applicant was directed in Docket No. G—13408 on April 24, 1959, to establish 
physical connection of its transmission facilities with those to be constructed by 
Northern Illinois and to sell and deliver gas to Northern Illinois for resale in 
Earlville. 

The record shows Northern Illinois commenced service to Earlville on Sep- 
tember 9, 1959, pursuant to the order in Docket No. G-13408. Northern Illinois 
is now in the process of construction of a 30-inch transmission line from its 
recently developed Troy Grove Storage Field in Illinois which will pass close to 
Earlville and now wishes to serve Earlville from the proposed 30-inch line in 
lieu of receiving service directly from Michigan Wisconsin which proposed re- 
arrangement will give Northern Illinois control over the direct source of supply 
for Earlville and will enable it to serve Earlville at reduced rates. 

Northern proposes to purchase from Applicant the lateral and metering facili- 
ties at their net depreciated cost, stated to be $34,991 on May 31, 1960. 

Applicant states the abandonment will not adversely affect it since it can sell 
the relatively small volume of gas involved to its other existing customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 30, 1960 respecting the matters involved in and the issues presented 
by the application. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and the Commission render a de- 
cision herein pursuant to Section 1.30(c)(1) of the Commission’s Rules of 
Practice and Procedure. 


The Commission finds: 


(1) Applicant, Michigan Wisconsin Pipe Line Company, is a “natural-gas 
company” within the meaning of Section 7 of the Natural Gas Act, as heretofore 
found by the Commission. 
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(2) The proposed abandonment of the facilities and service as hereinbefore 
described is subject to the requirements of Subsection (b) of Section 7 of the 
Natural Gas Act. 

(3) Such abandonment, as hereinbefore described, is permitted by the public 
convenience and necessity and an order authorizing and approving the same 
should be issued as hereinafter ordered. 

(4) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure was unopposed by any party of record, and not 
having been denied by the Commission, is granted pursuant to Section 1.30(c) (1) 
of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) Permission for and approval of the abandonment by Applicant of the 
facilities and service as hereinbefore described, all as more fully described in 
the application in this proceeding, be and the same is hereby granted. 

(B) Applicant shall advise the Commission of the date of such abandonment 
within ten days of the date thereof. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NATURAL GAS PIPELINE COMPANY OF AMERICA, DOCKET NO. G-—16026 ; 
PEOPLES GULF COAST NATURAL GAS PIPELINE COMPANY, DOCKET 
NO. G-13951 


ORDER APPROVING PROPOSED SETTLEMENT AGREEMENTS AS CONDITIONED AND 
PRESCRIBING REFUNDS 


(Issued December 19, 1960) 


On May 31, 1960, Natural Gas Pipeline Company of America (Natural Gas) 
and Peoples Gulf Coast Natural Gas Pipeline Company (Peoples Gulf) filed 
motions to terminate the above-entitled proceedings under Section 4 of the 
Natural Gas Act. The motions to terminate are based upon proposed settlements 
agreed to by all of the customers of the two companies, and are also agreed to 
by the non-customer interveners in these proceedings. 

Effective December 15 1959, in accordance with the authority granted by 
the Commission in its order issued December 8, 1959, Docket No. G—19963, 22 
FPC 1013, Peoples Gulf succeeded to all of the assets and liabilities of Texas 
Illinois Natural Gas Pipeline Company, the original proponent of the rate- 
increase application in Docket No. G-13951. Thereafter on October 11, 1960, in 
accordance with the authority granted by the Commission in its order issued 
September 29, 1960, Docket No. CP60—-97, Peoples Gulf and Natural Gas were 
merged, with Natural Gas the surviving company. Thus, although Peoples 
Gulf is referred to in the prospective frame of reference in this order for pur- 
poses of convenience, Natural Gas will perform the obligations of Peoples Gulf 
under this order. 

Under the proposed settlements Natural Gas would refund $2,779,438 and 
Peoples Gulf $1,037,907, exclusive of interest, for the locked-in periods involved. 
Based upon estimates made in the rate-increase applications, the proposed 
annual increases in rates above those then in effect were estimated at approxi- 
mately $8,192,000 for Natural Gas, and approximately $2,723,000 for Peoples 
Gulf (see orders issued August 21, 1958, in Docket No. G—16026, and December 
20, 1957, in Docket No. G—13951). The locked-in periods are as follows: (a), 
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for Natural Gas, December 20, 1958, to September 2, 1959, at which time the 
rate-increase application in Docket No. G-18148 became effective, and, (b), for 
Peoples Gulf, May 22, 1958, to September 2, 1959, at which time the rate-increase 
application in Docket No. G-18149 became effective. Natural Gas and Peoples 
Gulf are subsidiaries of Peoples Gas Light and Coke Company. The settlement 
proposals are supported by cost-of-service and other data submitted with the 
proposals. No hearings have been held upon either of the above-entitled 
proceedings. 

The appendices* hereto set forth a summary of the cost-of-service data sub- 
mitted by Natural Gas and Peoples Gulf, a schedule of the proposed refunds, 
exclusive of interest, and a schedule showing the proposed settlement rates. As 
is shown by Appendix B, some of the refunds proposed by Peoples Gulf would 
be made to Natural Gas, which would in turn pass them on to certain of its 
customers. Actual book figures are used in the cost-of-service determinations 
supporting the proposed settlements, and the principles employed are said to be 
identical with those which were agreed to in Natural Gas’ previous rate proceed- 
ings in Docket Nos. G—3123, G—12157 and G—13950, wherein settlements were 
approved by the Commission in orders issued on June 20, 1958, and July 20, 
1959 (19 FPC 1002 and 22 FPC 108). The agreed-upon costs of service provide 
a return of 6% to Peoples Gulf and 614% to Natural Gas. 

The staff has conducted a field examination of the books and records of Natural 
Gas and Peoples Gulf for the locked-in periods of time involved in these pro- 
ceedings, and has made its own cost-of-service determinations. The staff’s de- 
terminations differ from those of Natural Gas and Peoples Gulf with respect 
to a number of items, but the differences in results, apart from the matter of 
consolidated tax savings hereafter discussed, are negligible. A 644% rate of 
return for Natural Gas will provide a return on equity of approximately 10%. 
The proposed settlement rates contain a slight “tilt” to demand charges when 
compared with demand and commodity unit costs derived by the Atlantic Sea- 
board cost classification (Opinion No. 225, Atlantic Seaboard Corp., et al., Docket 
Nos. G—1384, et al., issued April 25, 1952, 11 FPC 43). However, for purposes 
of settlement, the staff does not consider the “tilt” serious enough to be ob- 
jectionable. Therefore, except for the question of consolidated tax savings, 
the staff recommends approval of the proposed settlements. 

Natural Gas contends that its federal income tax liability should be computed 
at the statutory corporate tax rate of 52%, and its cost-of-service study reflects 
this rate. The staff contends that the effective tax rate should be lower as the 
result of reflecting the savings attributable to participation in a consolidated 
system tax return. Peoples Gulf, unlike Natural Gas, was ineligible during 
the times involved to participate in a consolidated tax return. We shall reserve 
for future determination this question of the proper tax rate to be applied to 
Natural Gas by means of a condition, as hereinafter ordered. Such a condition 
was not contemplated in the proposed settlement, but a reservation providing 
possible additional refunds should not be objected to by the customers. 


The Commission finds: 

(1) Natural Gas is and Peoples Gulf was a “natural-gas company” within 
the meaning of the Natural Gas Act, with sales of natural gas for resale subject 
to our jurisdiction. 

(2) The increased rates and charges contained in Natural Gas’ tariff sheets 
filed August 5, 1958, as revisions to its FPC Gas Tariff, First Revised Volume 


*Omitted in printing. 
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No. 1, in Docket No. G—16026, and the increased rates and charges contained in 
Peoples Gulf’s tariff sheets filed May 14, 1958’ as revisions to its FPC Gas Tariff, 
Original Volume No. 1, in Docket No. G—13951, have not been shown to be just 
and reasonable, or otherwise lawful under the terms and provisions of the Natural 
Gas Act, and they should be disallowed and denied as hereinafter provided and 
ordered. 

(3) The settlement of these proceedings on the basis proposed and agreed to 
by the parties and submitted for our consideration in the motions to terminate 
filed May 31, 1960, subject to the terms and conditions hereinafter ordered, is 
just and reasonable and in the public interest in carrying out the provisions of 
the Natural Gas Act and such settlement should be approved, and made effective, 
as hereinafter provided and ordered. 


The Commission orders: 


(A) The increased rates and charges contained in the filings by Natural Gas 
and Peoples Gulf referred to in paragraph (2) above are disallowed and denied. 

(B) The settlement of these proceedings on the basis and terms proposed and 
agreed to between Natural Gas and Peoples Gulf and all of their utility customers 
as well as all of the non-customer intervenors herein is approved and made effec- 
tive, subject to the terms and conditions hereinafter ordered. 

(C) Natural Gas shall refund to its jurisdictional customers, within 60 days 
from the date of issuance of this order, the sums of money set forth in Appendix 
B hereto, together with interest at the rate of six percent per annum from the 
25th day of each month in which payment under the settlement rates is assumed 
to have been made to the date upon which refunds as provided for in this order 
shall have been made. 

(D) Peoples Gulf shall refund to its jurisdictional customers, within 60 days 
from the date of issuance of this order, the sums of money set forth in Appendix 
B hereto, together with interest at the rate of six percent per annum from the 
25th day of each month in which payment under the settlement rates is assumed 
to have been made to the date upon which refunds as provided for in this order, 
shall have been made. 

(E) Within 30 days after refunds have been made as provided for by para- 
graph (C) hereof, Natural Gas shall report to the Commission, in writing and 
under oath, the amount of the refund made to each of its utility customers, 
showing separately the amount of principal and interest so paid, the basis upon 
which said interest was determined, and shall serve a copy of such report upon 
each of the customers receiving a refund. Concurrently therewith, Natural Gas 
shall file with the Commission releases from its jurisdictional customers showing 
receipt of principal and interest so paid. 

(F) Within 30 days after refunds have been made as provided for by para- 
graph (D) hereof, Peoples Gulf shall report to the Commission, in writing and 
under oath, the amount of the refund made to each of its utility customers, 
showing separately the amount of principal and interest so paid, the basis upon 
which said interest was determined, and shall serve a copy of such report upon 
each of the customers receiving a refund. Concurrently therewith, Peoples Gulf 
shall file with the Commission releases from its jurisdictional customers show- 
ing receipt of principal and interest so paid. 

(G) The settlement approved by this order in Docket No. G—16026 is subject 
to the following condition and reservation: in the event it is determined by a 


1Tendered April 1, 1958 as revisions to the filing of November 21, 1957, and resub- 
mitted on May 14, 1958. 
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subsequent order or orders of the Commission that the proper tax rate for 
Natural Gas in computing its cost-of-service is one based upon a consolidated 
effective tax rate rather than an individual corporate tax rate as used in de- 
termining the refunds presently ordered, then Natural Gas shall be required 
to make further refunds in Docket No. G-16026 with interest at 6% reflecting 
the use of such a lesser Federal Income tax rate by a method satisfactory to the 
Commission. 

(H) The settlement agreements approved by this order are subject to the 
further condition and requirement that Natural Gas shall make future refunds 
and necessary rate reductions to its customers in accordance with the provisions 
of the “Agreement of Natural Gas Pipeline Company of America Relating to 
Future Refunds by Suppliers of Gas,” filed April 1, 1958, as amended by Natural 
Gas’ letter dated April 9, 1959, and Peoples Gulf shall likewise make future 
refunds and necessary rate reductions to its customers in accordance with the 
provisions of the “Agreement of Peoples Gulf Coast Natural Gas Pipeline Com- 
pany Relating to Future Refunds by Suppliers of Gas,” filed April 1, 1958, such 
future refunds to be made when the suppliers’ applicable refunds for gas deliv- 
ered during the locked-in periods involved in these proceedings amounts to an 
aggregate of $25,000 or more for either company. 

(1) Natural Gas and Peoples Gulf shall file with the Commission within 60 
days from the date of issuance of this order appropriate tariff sheets reflecting 
the settlement rates as substitute sheets to their respective FPC Gas Tariffs. 

(J) Upon full compliance by Peoples Gulf with all the terms and conditions 
of this order, the proceeding in Docket No. G—13951 shall be terminated. 

(K) This order is without prejudice to any findings or orders which have 
been or may hereafter be made by the Commission and is without prejudice 
to any claims or contentions which may be made by the Commission, Natural 
Gas, Peoples Gulf, the Commission’s staff, or any other party affected by this 
order, in any proceeding now pending or hereafter instituted by or against 
Natural Gas, Peoples Gulf or any other companies, persons or parties affected 
by this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-75 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUSLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


On September 14, 1960, as supplemented on October 19, 1960, Northern Natural 
Gas Company (Applicant) filed in Docket No. CP61-75 an application pursuant 
to Section 7(c) of the Natural Gas Act for a certificate of public convenience 
and necessity authorizing Applicant to render economy replacement service 
(ERS) on a day-to-day basis to its utility customers during the heating seasons 
between October 27 and May 1 of each year, all as more fully set forth in the 
application. 

The gas to be sold under the proposal herein will be made available from 
Applicant’s total existing system supply and authorized capacity. The purpose 
of this proposed service is to reduce or eliminate where possible the manufacture 
of high cost peaking service gas by the utility customers. Said service would be 
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available under Applicant’s present Rate Schedule ERS-1 to all utilities who 
purchase gas under Applicant’s firm rate schedules. 

The additional deliveries proposed herein should have no appreciable effect on 
Applicant’s system gas supply. 

Temporary authority to render the service proposed herein was granted to 
Applicant on October 31, 1960, subject to a refund condition which is repeated 
hereinafter. Northern states such refund condition is acceptable to it. 

Pursuant to due notice, a public hearing was held in Washington, D.C. on 
December 8, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporation 
having its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of April 6, 1943, in Docket No. G-280 (3 FPC 967). 

(2) The sale of natural gas as hereinbefore described and as more fully 
described in the application herein, will be made in interstate commerce, subject 
to the jurisdiction of the Commission, and is subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The sale of natural gas by Applicant as proposed herein is required by 
the public convenience and necessity and a certificate therefor should be issued 
as hereinafter ordered and conditioned. 

(5) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued upon the terms and conditions of this order, authorizing the sale 
by Northern Natural Gas Company of natural gas in interstate commerce for 
resale, as hereinbefore described and as more fully described in the application 
and exhibits in this proceeding. 


(B) The authorization granted in paragraph (A) above is subject to the 
following conditions: 


Northern shall refund to those entitled thereto any amounts by which the 
revenues at the filed rates for economy replacement service exceed the revenues 
at the rates under Northern’s CD Rate Schedules finally determined in Docket 
No. G—19040 at load factors of 33.2 percent, 36.6 percent, 40.2 percent and 41.8 
percent in Zones 1, 2, 3 and B, respectively. 


(C) The certificate granted in paragraph (A) above as conditioned shall be 
subject to the terms and conditions of paragraphs (a) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act. 
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} who 
Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
lh ties Arthur Kline and Paul A. Sweeney. 
sh ae THE OHIO FUEL GAS COMPANY, DOCKET NO. CP61-23 
eated FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
S OG 
— (Issued December 19, 1960) 
ented On July 27, 1960, The Ohio Fuel Gas Company (Applicant) filed in Docket 
nting No. CP61-—23 an application pursuant to Section 7(c) of the Natural Gas Act for 
aring a certificate of public convenience and necessity authorizing the construction 
iSsion and operation of certain natural gas facilities to replace sections of three existing 
sion’s lines with larger diameter pipe in order to maintain adequate service to existing 
customers in northern and eastern Ohio, all as more fully set forth in the 
application. 
ation The new facilities for which authorization is sought are: 
1l-gas (1) 2.3 miles of 85-inch pipeline to replace an equal length of the 4%4-inch 


1d by line presently serving Vermillion, Ohio (designated as Line D-55) ; 
(2) A total of 9.6 miles of 12%-inch pipeline to replace 9.6 miles of 85-inch 


ae line at eight locations on the line from the Holmes compressor station to markets 
bject in eastern Ohio (designated L—400, 6004 and 6015) ; 
 Sub- (3) 2.0 miles of 514-inch pipeline to replace an equal length of 34-inch line 
presently serving Dalton and East Greenville, Ohio (designated L-1368); and 
m the necessary appurtenant facilities. 
+ and The total estimated cost of the proposed replacement facilities is $543,000; 
estimated cost of retirement of facilities to be replaced is $16,400; estimated 
od by salvage value is $16,000; and estimated credit to fixed capital is $54,900. 
seued Applicant has included the cost of the proposed construction in its system- 
wide construction program for 1960 which it has financed by the sale and 
f the issuance of $14,000,000 of common stock and promissory notes to its parent, 
ecord The Columbia Gas System, Inc. 
iam There is no issue of gas supply. Applicant’s proposal herein will enable it to 
distribute more adequately the gas presently available to it. 
Temporary authority to construct, operate and replace facilities as proposed 
was granted to Applicant on October 6, 1960. 
me is Pursuant to due notice, a public hearing was held in Washington, D.C., on 
> sale November 22, 1960, respecting the matters involved in and the issues presented 
e for by the application herein. No petition to intervene or protest to the granting of 
ation i the application has been received. Staff Counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
o the i render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 
nh the The Commission finds: 
enues (1) Applicant, The Ohio Fuel Gas Company, an Ohio corporation having its 
ocket principal place of business in Columbus, Ohio, is a “natural-gas company” within 
1 41.8 the meaning of the Natural Gas Act, as heretofore found by the Commission in 
its order of August 21, 1945, in Docket No. G-371 (4 FPC 1033). 
all be (2) The facilities proposed to be constructed and operated, as hereinbefore 
57.20 described and as more fully described in the application in this proceeding, will 


be used in the transportation and sale of natural gas in interstate commerce, 
subject to the jurisdiction of the Commission, and the construction and operation 
thereof by Applicant are subject to the requirements of Subsections (c) and (e) 
of Section 7 of the Natural Gas Act. 
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(3) The construction, operation and replacement of facilities as proposed by 
Applicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Publie convenience and necessity require that the general terms set forth 
in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificate referred to in paragraph (3) above, and that the time 
within which the facilities authorized by this order should be constructed and 
placed in actual operation should be fixed at 6 months from the date on which 
this order issues. 

(6) A request during the public hearing by staff counsel for the omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing The Ohio Fuel Gas Company to construct, operate and replace 
facilities as hereinbefore described and as more fully described in the application 
in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed, replaced and placed in actual operation as provided by paragraph (b) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NOS. G- 
18968 AND G-—18969; ALGONQUIN GAS TRANSMISSION COMPANY, 
DOCKET NO. G-18970 ; TRANSCONTINENTAL GAS PIPE LINE CORPORA- 
TION, DOCKET NO. G-19181; NEW YORK STATE NATURAL GAS COR- 
PORATION, TEXAS tASTERN TRANSMISSION CORPORATION, 
TRANSCONTINENTAL GAS PIPE LINE CORPORATION, DOCKET NO. 
G-18961. 


ORDER AMENDING ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


On November 2, 1960, Algonquin Gas Transmission Company (Algonquin), 
filed a motion requesting modification of the order of the Commission issued 
September 1, 1960, 24 FPC 364 adopting and accepting as therein modified the 
Examiner’s decision issuing a certificate of public convenience and necessity to 
Algonquin in Docket No. G—18970. 

The aforesaid order authorized among other things, certain sales of Maxi- 
mum Daily Quantities (MDQ) and Winter Contract Quantities (WCQ) to be 
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made by Algonquin on a long term firm basis, under its Winter Service (WS) 
Rate Schedule WS-1. Due to the increase in the Algonquin WS rate from 
89.5 cents per Mcf to 95.8 cents per Mcf, certain customers of Algonquin have 
requested modification of their purchase volumes under the WS-1 rate schedule. 
Algonquin now requests modification of our order so as to authorize the follow- 
ing volumetric sales to these customers for the period specified, in substitution 
for the volumes heretofore authorized : 


Mef (at 14.73 psia) 


| 
| | ™ 
1960-1961 Winter 1961-1962 Winter 





(MDQ) | (WCQ) | (MDQ) | (WCQ) 
| - 
| 






POE Be TEIN GON ao osteo cecntncceconnminmnctionaencnninintnmepnil 3525 1, 500 50 | 3,000 
ES ES GE Glin ancicenanacosesdiabhadiebaamtnntalendl } 5,500 | 330,000 5, 947 356, 820 
DING CORIOID, in nitsssnddbestiinncdenioosmiasnnibenied 7,200 | 432,000 (*) (*) 

IT TET: cccininntinr a atescceh ascii nieeatiaennadaeee nd 700 42, 000 (*) (*) 

Hartford Electric Light Co. (*) (*) 1,050 63, 000 
Pequot Gas Co--.......... 0 0 5 300 
South County Gas Co--.. 5 300 10 600 


Worcester Gas Light Co--__- 1,500 | 90,000 1, 500 90, 000 











*No proposed change in volumes as previously authorized, 


The aforesaid substitution does not alter the total 1961-1962 maximum day 
and winter contract quantities previously authorized. The change in the 1960- 
1961 volumes previously authorized is too small to have any significant effect on 
Algonquin’s system sales and revenues. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural Gas 
Act, and the public convenience and necessity require, that the order of the 
Commission issued in these proceedings on September 1, 1960, be amended as 
hereinbefore described. 


The Commission orders: 


(A) The order of the Commission issued on September 1, 1960 in Docket Nos. 
G-18968, et al., is hereby amended to authorize Algonquin to make deliveries of 
natural gas to the aforementioned customers and in the volumes hereinbefore 
specified. 

(B) In all other respects, said order shall remain in full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED FUEL GAS COMPANY, DOCKET NO. CP61-70. 
FINDINGS AND ORDER ISSUING OERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


On September 6, 1960, United Fuel Gas Company (Applicant) filed in Docket 
No. CP61-70 an application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of measuring and regulating facilities on Applicant’s exist- 
ing 8-inch pipeline BM-91 to serve the natural gas requirements of Novamont 
Corporation at Novamont’s chemical plant under construction at the Town of 
Neal, Wayne County, West Virginia, all as more fully set forth in the application. 
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The Novamont plant will eventually use coal as primary fuel, but until the 
coal boilers are ready for operation it is planned to use gas to fire small package 
type boilers in 1961 and again in 1962 for initial operation of a second chemical 
unit to be installed in that year. Thereafter, the gas boilers will be used only 
during emergencies and for short periods each year when the coal boilers are 
shut down for inspection and repair, and for space heating in the plant. 

The estimated annual natural gas requirements under this application are: 
















Mcf 


NS sere ctor pciam acme 200, 000 
Pbk oeh x cusunssencSonauenee 80, 000 
Wp chccnca acc as ean eamee es 40, 000 
DOr c cosh eee dee eae 40, 000 


PP eee ee ana de aemnes ws 40, 000 


Maximum delivery is estimated at 2,000 Mcf per day, all on a direct inter- 
ruptible basis. 

The cost of constructing the proposed facilities is estimated to be $8,650, which 
Novamont has agreed to pay Applicant because of the standby nature of the 
service herein proposed. 

There is no question of gas supply or capacity involved herein. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 23, 1960, respecting the matters involved in and the issues presented by 
the application herein. No petition to intervene or protest to the granting of the 
application has been received. Staff counsel moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render a 
decision herein pursuant to Section 1.30(c) (1) of the Commission’s Rules of 
Practice and Procedure. 






































The Commission finds: 
(1) Applicant, United Fuel Gas Company, a West Virginia corporation having 
its principal place of business in Charleston, West Virginia, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of March 1, 1944, in Docket No. G-341 (4 FPC 534). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation and exhibits in this proceeding, are proposed to be used in the transporta- 
tion of natural gas in interstate commerce, subject to the jurisdiction of the 
Commission, and the construction and operation thereof by Applicant are subject 
to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act and the 
requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities by Applicant are 
required by the public convenience and necessity and a certificate therefor should 
be issued, as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (4) above 
and to the exercise of the rights granted thereunder, and that the time within 
which construction of the facilities authorized by this order shall be completed 
and placed in actual operation should be fixed at 6 months from the date on 
which this order issues. 
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(6) The volume of natural gas which Applicant may deliver to Novamont 
Corporation should be limited to a maximum of 2,000 Mcf per day as proposed. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Fuel Gas Company to construct and operate the facili- 
ties hereinbefore described, as more fully described in the application and 
exhibits in this proceeding, for the transportation of natural gas as therein set 
forth, subject to the jurisdiction of the Commission, upon the terms and conditions 
of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (c) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized to Applicant shall 
be constructed and placed in actual operation as provided by paragraph (b) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act is 
hereby fixed at 6 months from the date on which this order issues. 

(D) The volume of natural gas which Applicant may deliver to Novamont 
Corporation is hereby limited to a maximum of 2,000 Mcf per day as proposed. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY AND TEXAS GAS TRANSMISSION 
CORPORATION, DOCKET NO. CP61-79 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


On September 20, 1960, United Gas Pipe Line Company (United) and Texas 
Gas Transmission Corporation (Texas Gas) filed in Docket No. CP61-79 a joint 
application pursuant to Section 7(c) of the Natural Gas Act for a certificate of 
public convenience and necessity authorizing the exchange of natural gas at 
existing and proposed points of interconnection between their two systems as set 
forth in their exchange agreement dated August 30, 1960, and authorizing the 
installation and operation of new metering and interconnecting facilities at said 
proposed points of interconnection, all as more fully set forth in the joint 
application. 

Proposed interconnections are: 

(A) The intersection of United’s 26-inch pipeline with Texas Gas’ 20-inch 
pipeline near Bayou Sale, St. Mary Parish, Louisiana; 

(B) The intersection of United’s 16-inch pipeline with Texas Gas’ 20-inch 
pipeline near Patoutville, Iberia Parish, Louisiana ; 

(C) The intersection of United’s 6-inch pipeline with Texas Gas’ 10-inch 
pipeline near Church Point, Acadia Parish, Louisiana; 

(D) The intersection of United’s 20-inch pipeline with Texas Gas’ 16-inch 
pipeline near Iowa, Calecasieu Parish, Louisiana; and 


676—807—64 
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(E) The intersection of United’s 3-inch pipeline with Texas Gas’ 26-inch 
pipeline near Meeker, Rapides Parish, Louisiana. 

Existing interconnections at which exchange of gas is proposed are: 

(F) The intersection of United’s 26-inch pipeline with Texas Gas’ 26-inch 
and 18-inch pipelines near Guthrie, Ouachita Parish, Louisiana ; 

(G) The intersection of United’s 8-inch pipeline with Texas Gas’ 20-inch 
pipeline near the Carthage Corporation’s gasoline plant in Carthage Field, Texas; 
and 

(H) The tailgate of the Champlain Oil and Refining Company’s gasoline plant 
in Carthage Field, Texas, where United and Texas Gas receive gas. 

Texas Gas proposes to install, maintain and own metering facilities at (A) 
and (C). Estimated capital cost of such facilities is $18,020. 

United proposes to install, maintain and own metering facilities at (B), (D) 
and (E). Estimated capital cost of such facilities is $29,465. 

The exchange agreement contemplates deliveries of gas from either party 
when the system operation of the other party requires assistance, provided that 
such delivery causes no curtailment or interruption of service to the market of 
the party making the delivery. The company receiving the delivery must return 
an equal volume of gas within 60 days or such other period as is mutually 
agreeable. No money will change hands under the proposed agreement. 

Each Applicant will finance the cost of its respective facilities from funds 
on hand. The proposal will have no effect on either company’s gas supply since 
equal volumes will be exchanged. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 6, 1960, respecting the matters involved in and the issues presented 
hy the joint application herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.30(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of November 10, 1942, in Docket No. G—232 (3 FPC 863). 

(2) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order issued March 30, 1949, in Docket No. G-—S859 
(8 FPC 190 at 228). 

(3) The facilities to be constructed and operated, and the proposed exchange 
of natural gas hereinbefore described, as more fully described in the application 
in this proceeding, will be used and made, respectively, in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and said construction, operation, and exchange are subject to the require- 
ments of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(4) The construction and operation of the aforesaid facilities and the proposed 
exchange of natural gas hereinbefore described are required by the public con- 
venience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(5) The Applicants herein are able and willing properly to do the acts and to 
perform the services proposed and to conform to the provisions of the Natural 
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Gas Act and the requirements, rules and regulations of the Commission 
thereunder. 

(6) Public convenience and necessity require that the general terms and condi- 
tions set forth in paragraphs (a), (b), (c) (3), (c) (4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (4) above 
and to the exercise of the rights granted thereunder, and that the time within 
which the construction of the facilities authorized by this order should be com- 
pleted and said facilities placed in actual operation should be fixed at 6 months 
from the date on which this order issues. 

(7) The issuance of the certificate referred to in paragraph (4) above should 
be further conditioned to provide that exchange deliveries under this authoriza- 
tion may be made only when they will not impair service to the customers of 
either company, as provided in the exchange agreement of August 30, 1960. 

(8) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing United Gas Pipe Line Company and Texas Gas Transmission 
Corporation, respectively, to construct and operate facilities and to exchange 
natural gas, all as hereinbefore described and as more fully described in the 
application in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ec) (3), (ec) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation by United and Texas Gas, respectively, 
as provided by paragraph (b) of Section 157.20 of the Commission’s Regulations 
under the Natural Gas Act, is hereby fixed at 6 months from the date on which 
this order issues. 

(D) Exchange deliveries between United and Texas Gas under this authoriza- 
tion shall be made only when they will not impair service to the customers of 
either company, as provided in the exchange agreement of August 30, 1960. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
Arthur Kline and Paul A. Sweeney. 


ZENITH GAS SYSTEM, INC. AND CITIES SERVICE GAS COMPANY, 
DOCKET NO. CP60-113 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 19, 1960) 


On June &, 1960, as supplemented on August 16, 1960, Zenith Gas System, Inc. 
(Zenith) and Cities Service Gas Company (Cities Service) filed in Docket No. 
CP60-113 a joint application pursuant to Section 7(c) of the Natural Gas Act 
for a certificate of public convenience and necessity authorizing the construc- 
tion and operation of certain facilities the exchange of natural gas between the 
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joint Applicants, and the occasional sale of natural gas by Zenith to Cities 
Service, all as more fully set forth in the application as supplemented. 

The proposed facilities consist of approximately 1.9 miles of 6-inch pipeline to 
be constructed by Cities Service at an estimated cost of $23,000, connecting 
Zenith’s Aetna 6-inch and 8-inch lines with Cities Service’s 20-inch main gather- 
ing line in Barber County, Kansas, and a tieover exchange meter to be con- 
structed by Zenith at an estimated cost of $1,909, located at the junction of 
Zenith’s 6-inch and 8-inch lines with the aforesaid proposed 6-inch line to be 
constructed by Cities Service. 

The volumes of natural gas proposed to be exchanged between Zenith and 
Cities Service through the aforementioned facilities are, for the years 1961-1963, 
2,188 Mcf per peak day and 316,500 Mcf per year. These volumes are sub- 
ject to sale by Zenith to Cities Service at times when Zenith does not need the 
gas, all as set forth in the exchange agreement between the Applicants dated 
February 23, 1960, as amended and dated July 23, 1960. 

Each Applicant will finance the cost of its respective facilities from treasury 
funds. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
November 22, 1960, respecting the matters involved in and the issues presented 
by the joint application herein. No petition to intervene or protest to the grant- 
ing of the application has been received. Staff counsel moved orally at the 
hearing that the intermediate decision procedure be omitted and that the Com- 
mission render a decision herein pursuant to Section 1.80(c)(1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Zenith Gas System, Inc., a Delaware corporation having its 
principal place of business in Alva, Oklahoma, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its order of December 11, 1945, in Docket No. G-393 (4 FPC 1122). 

(2) Applicant, Cities Service Gas Company, a Delaware corporation having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of December 28, 1943, in Docket No. G—298 (4 FPC 471). 

(3) The facilities to be constructed and the proposed exchange and occasional 
sale hereinbefore described, as more fully described in the joint application, as 
supplemented, in this proceeding, will be used and made, respectively, in the 
transportation and sale of natural gas in interstate commerce, subject to the 
jurisdiction of the Commission, and said construction, exchange and sale are 
subject to the requirements of subsections (c) and (e) of Section 7 of the Na- 
tural Gas Act. 

(4) The construction and operation of the aforesaid facilities, and the pro- 
posed exchange and occasional sale of natural gas hereinbefore described are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) The Applicants herein are able and willing properly to do the acts and 
to perform the services proposed and to conform to the provisions of the Natural 
Gas Act and the requirements, and rules and regulations of the Commission 
thereunder. 

(6) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (ce) (8), (ec) (4) and (e) of Section 
157.20 [18 CFR 157.20] of the Commission’s Regulations under the Natural Gas 
Act should attach to the issuance of the certificate referred to in paragraph (4) 
above and to the exercise of the rights granted thereunder, and that the time 
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within which the construction of the facilities authorized by this order should 
be completed and the said facilities placed in actual operation should be fixed 
at six months from the date on which this order issues. 

(7) A request during the public hearing by staff counsel for the omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted pursuant to 
Section 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same 
is hereby issued authorizing Zenith Gas System, Inc., and Cities Service Gas 
Company, respectively, to construct and operate the facilities, to exchange 
natural gas and to make the proposed sale of natural gas, all as hereinbefore 
described and as more fully described in the application, as supplemented, in 
this proceeding, upon the terms and conditions of this order 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(c) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall attach to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation by Zenith and Cities Service, respec- 
tively, as provided by paragraph (b) of Section 157.20 of the Commission's 
Regulations under the Natural Gas Act, is hereby fixed at six months from 
the date on which this order issues. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


GULF STATES UTILITIES COMPANY, DOCKET NO. E-6967 
ORDER AUTHORIZING THE ISSUANCE OF COMMON STOCK 
(Issued December 20, 1960) 


Gulf States Utilities Company (Applicant), incorporated under the laws of 
the State of Texas and qualified to do business as a foreign corporation in the 
State of Louisiana, with its principal place of business in Beaumont, Texas, 
filed an application on November 17, 1960, as amended November 29, and 
December 15, 1960, for authorization pursuant to Section 204 of the Federal 
Power Act, to issue 350,000 shares of no par value Common Stock. 

Applicant proposes, on or about January 4, 1961, to invite bids for the pur- 
chase of the proposed issuance of Common Stock by newspaper publication 
and through distribution of a form of bid therefor, together with a Public 
Invitation for Bids, and a Statement of Terms and Conditions relating thereto 
and a Form of Purchase Contract. 

All bids, whether from a single bidder or a group of bidders, must be on the 
form of bid provided by Applicant and must be for the purchase of all the 
Common Stock. Each bid must specify the price per share of the Common 
Stock to be received by Applicant and must state that each bidder agrees to 
make a public offering as soon as practicable of all the shares of Common 
Stock to be purchased by it in accordance with the terms of the Common Stock 
purchase contract. In addition, each bid must be accompanied by a certified 
or official bank check or checks in the aggregate amount of $400,000. 
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All bids for the proposed issuance must be presented to Applicant at The 
Hanover Bank, Corporate Trust Department, Room A, 70 Broadway, New 
York 15, New York, before 11:00 a.m., New York Time, on January 17, 1961, 
unless postponed. Unless Applicant shall reject all bids (which it reserves 
the privilege to do), or shall exclude a bid or bids for reasons specified in the 
Public Invitation, it will accept the bid for the proposed Common Stock which 
provides it with the higest price per share therefor. 

Applicant proposes to utilize the net proceeds to be obtained from the 
contemplated issuance of Common Stock, estimated in the approximate total 
amount of $11,491,030, to repay short-term borrowings expected to aggregate 
approximately $7,800,000 prior to the date of sale of the proposed issu- 
ance of Common Stock,* and carry forward its current construction pro- 
gram, along with fulfilling other corporate purposes. Applicant’s construction 
program is estimated to cost approximately $45,000,000 for the year 1961 and 
approximately $187,000,000 for the four-year period 1960-1963. Applicant ex- 
pects to add 984,000 kw of generating capacity during the period January 1, 
1960 to the spring of 1964. One 162,000 kilowatt generating unit was placed 
in service in March, 1960 at the Nelson Station near Lake Charles, Louisi- 
ana, and a similar unit was placed in service at the Willow Glen Station 
located near Baton Rouge, Louisiana, also in March, 1960. A new power 
station is under construction between Orange and Port Arthur, Texas, where 
two 220,000 kilowatt units are being installed, the first to be in operation 
in 1962 and the second, in 1963. Two additional units of 220,000 kilowatts, 
scheduled for operation in 1964 and 1965 have been ordered for the Willow 
Glen Station, near Baton Rouge, Louisiana. Work is continuing on the con- 
struction of new or increased capacity transmission and distribution lines, 
substations and equipment. 

Written notice of the application has been given to the Louisiana Public 
Service Commission and the Texas Railroad Commission, and to the Gov- 
ernor of each of those States. Notice has also been given by publication 
in the Federal Register on December 6, 1960 (25 F.R. 12486), stating that 
any person desiring to be heard or to make any protest with reference to 
the application should file a petition or protest on or before December 19, 
1960 with the Federal Power Commission, Washington 25, D.C. No protest, 
petition or request to be heard in opposition to the granting of the application 
has been received. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of 
Section 204 of the Federal Power Act, subject to the jurisdiction of the 
Commission as heretofore described and set forth in the Commission’s order 
issued November 27, 1957, Gulf States Utilities Company, Docket No. E-6785 
(18 FPC 701). 

(2) The proposed issuance and sale of Common Stock, as described above, 
will constitute an issuance of securities within the purview of Section 204 
of the Act. 

(3) Applicant is not organized and operating in a State under the laws 
of which the security issue here involved is regulated by a State commission 
within the meaning of Section 204(f) of the Act; and the proposed issuance 


*By order issued November 23, 1960, Gulf States Utilities Company, Docket No. B-6963, 
the Commission authorized Applicant to issue not to exceed $20,000,000, aggregate prin- 
cipal amount of Promissory Notes outstanding at any one time, subject to the condition 
that the final maturity date of all such Notes be not later than December 31, 1961. 
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of securities is, therefore, not exempt by virtue of that Section from the 
requirements of Section 204 of the Act. 

(4) The proposed issuance and sale of Common Stock, as hereinafter au- 
thorized, will be for a lawful object, within the corporate purposes of Appli- 
cant and compatible with the public interest, which is appropriate for and 
consistent with the proper performance by Applicant of service as a public 
utility and which will not impair its ability to perform that service, and is 
reasonably appropriate for such purposes. 


The Commission orders: 

(A) The proposed issuance and sale of Common Stock, upon the terms and 
conditions and for the purposes specified in the application, as described 
above, are hereby authorized, subject to the provisions of this order. 

(B) The proposed issuance and sale of Common Stock at competitive bid- 
ding shall not be consummated until : 

(i) Applicant shall have amended its application pursuant to the require- 
ments of Section 34.2(k) (3) of the Commission’s Regulations under the Fed- 
eral Power Act relating to compliance with competitive bidding requirements, 
and Section 34.2(k) (4) of those Regulations relating to affiliation, and shall 
have either filed such amendments or shall have mailed them and advised the 
Commission by telephone and telegraph, as contemplated in Section 34.9 of the 
Regulations. 

(ii) The Commission, by a further order, shall have approved the price 
per share to be received by Applicant for the proposed issuance of Common Stock. 

(C) This authorization shall expire unless the transaction hereby author- 
ized is consummated within 90 days from the date of issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service ac- 
counts, valuation, estimates or determinations of cost, or any other matter 
whatsoever now pending or which may come before this Commission. 

(E) Nothing in this order shall be construed to imply any guarantee or 
obligation on the part of the United States with respect to any securities to 
which this order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PACIFIC POWER & LIGHT COMPANY, DOCKET NO. E-6970 
ORDER AUTHORIZING ACQUISITION AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued December 20, 1960) 


Pacific Power & Light Company (Applicant), incorporated under the laws of 
the State of Maine and doing business as a qualified foreign corporation in the 
States of Oregon, Washington, Wyoming, Montana and Idaho, with its prin- 
cipal place of business at Portland, Oregon, filed an application on November 25, 
1960 for an order, pursuant to Section 203 of the Federal Power Act, authorizing 
it to acquire and to merge or consolidate with its own facilities all of the utility 
assets now owned by Southern Wyoming Utilities Company (Southern Wyoming) 
and substantially all of the electric utility assets now owned by the Union Pacific 
Coal Company (Coal Company). 

Applicant is engaged principally in the business of generating, purchasing, 
transmitting, distributing, and selling electric energy in Oregon, Washington, 
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Wyoming, Montana and Idaho. Applicant, also, supplies water, steam-heating 
and telephone service in various communities in its service area. Southern 
Wyoming and Coal Company are wholly owned subsidiaries of Union Pacific 
Railroad Company and operate properties situated in Carbon and Sweetwater 
Counties, in Wyoming. 

The properties to be acquired are used to provide electric and water service 
to the communities of Green River, Rock Springs and Hanna, Wyoming and 
adjacent areas. Southern Wyoming presently serves approximately 5,900 elec- 
tric customers in Rock Springs, Green River and Hanna, and approximately 4,200 
water customers in Rock Springs, Green River, Reliance and Superior. Coal 
Company is engaged principally in the mining and sale of coal in the State 
of Wyoming; in addition, it owns a steam electric generation plant and related 
transmission and distribution facilities in the Rock Spring area, certain of which 
are operated under lease by Southern Wyoming. 

Applicant will acquire from Southern Wyoming the following facilities: ap- 
proximately 35 miles of 34,500 volt transmission lines; 70 miles of 13,200 volt 
transmission lines; substations with total capacity of 9,600 kva, together with 
distribution and service lines and appurtenant equipment located in Rock 
Springs, Green River and Hanna, Wyoming; its water plant and system, includ- 
ing 15 miles of 8-inch transmission main and 15 miles of 12-inch transmission 
main, a pumping plant with a capacity of approximately 7,900 gallons per minute, 
associated storage of approximately 9 million gallons, and water distribution 
and service facilities, principally in the towns of Green River and Rock Springs, 
Wyoming. Applicant will acquire from Coal Company: a steam-electric, coal- 
fired generating plant of 20,000 kw capacity, a 34.5 kv substation with a capacity 
of 11,000 kva and appurtenant equipment, including approximately 40 miles 
of 34,500 volt, wood pole transmission lines. 

The base consideration to be paid by Applicant for the facilities to be acquired 
is $3,200,000, subject to certain adustments as set forth in the Letter Agreement, 
dated October 26, 1960, between Union Pacific Railroad Company, Coal Company, 
and.Applicant. Applicant states that it has no affiliation with any of the 
corporations which presently own the facilities proposed to be acquired, that 
it has no affiliation with Railroad Company, and that the purchase price was 
arrived at asa result of arms-length negotiations. 

Applicant represents that after it has acquired the aforementioned facilities 
of Southern Wyoming and Coal Company there will be no change in the use of 
those facilities, and that such acquisition will not, to Applicant’s knowledge, 
have any effect upon any contract for the purchase, sale or interchange of any 
electric energy. 

The application states that the proposed acquisition and merger of the 
electric utility facilities of Southern Wyoming and Coal Company and con- 
solidation with Applicant’s existing Wyoming network will be consistent with 
the public interest because it will result in providing abundant and dependable 
supplies of power to meet the needs of expanding business, new homes and 
ranches and will make available adequate electric power in the area for 
industrial development resulting from utilization of the area’s natura 
resources. 

Written notice of the application has been given to the Publie Utility 
Commissioner of Oregon, the Washington Public Service Commission, the Public 
Service Commission of Wyoming, the Board of Railroad Commissioners of 
Montana, and the Idaho Public Utilities Commission, and to the Governor 
of each of those States. Notice of the application has also been given by 
publication in the Federal Register on December 7, 1960 (25 F.R. 15528), 





FEDERAL POWER COMMISSION 1107 


stating that any person desiring to be heard or to make any protest with 
reference to the application should on or before December 19, 1960, file with 
the Federal Power Commission, Washington 25, D.C., petitions or protests. 
No petition or protest or request to be heard in opposition to the granting of 
the application has been received. 

The Commission finds: 

(1) Applicant, a corporation, is a public utility within the meaning of 
Section 201 of the Federal Power Act, subject to the jurisdiction of the 
Commission as heretofore described and set forth in the Commission’s order 
issued April 24, 1958, In the Matters of The California Oregon Power Company 
and Pacific Power & Light Company, Docket No. E-6778 (19 FPC 573). 

(2) By the proposed transactions, as described above, Applicant will acquire 
and merge or consolidate its facilities subject to the jurisdiction of the Com- 
mission with facilities of Southern Wyoming and Coal Company, another person 
within the meaning and subject to the requirements of Section 203 of the 
Act. 

(3) The proposed acquisition and merger or consolidation of facilities of 
Southern Wyoming and Coal Company with its own facilities by Applicant will 
be consistent with the public interest for the reasons set forth in the recital 
above. 

(4) The period of public notice given in this matter is reasonable. 

The Commission orders: 

(A) The proposed acquisition and merger or consolidation of the facilities 
of Southern Wyoming and Coal Company with those of its own by Applicant, 
as described above, is authorized and approved upon the terms and conditions 
set forth in the application, subject to the provision of this order. 

(B) Applicant shall account for the proposed transaction in accordance 
with the provisions of this Commission’s Uniform System of Accounts Pre- 
scribed for Public Utilities and Licensees. 

(C) This authorization shall expire unless the transactions herein author- 
ized are consummated within 90 days from the issuance of this order. 

(D) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuations, estimates or determinations of cost, or any other matter what- 
soever which is now pending or may come before this Commission, and 
nothing in this order shall be construed as an acquiescence by this Commission 
in any estimate or determination of cost or any valuation of property claimed 
or asserted. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SECOND AMENDMENT TO STATEMENT OF GENERAL POLICY NO. 61-1 
(Issued December 20, 1960) * 


In our Statement of General Policy No. 61-1, issued September 28, 1960, 24 
FPC 818, we announced a price level of 14.0 cents per Mecf for increased rates 
of independent producers in Texas District Nos. 2, 3, 4, and 6. We also stated 
therein that as it becomes apparent that certain adjustments have general ap- 


*Published in Federal Register, December 28, 1960 (25 F.R. 13799). 
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plicability in a specific area, the area price standard will be revised and set forth 
in greater detail with regard to the conditions to which the rate applies. 

Prior to the issuance of Statement of General Policy No. 61-1, the Commis- 
sion had in numerous cases accepted settlement offers providing for elimination 
of price redetermination and favored-nation provisions and had accepted in- 
creased rates higher than the ceiling for increased rates announced in our 
Policy Statement for Texas District Nos. 2, 3, 4, and 6. 

As a result of our considerable experience with the effects of favored-nation 
and price redetermination provisions upon independent producer prices, we con- 
cluded that acceptance of settlement offers was desirable in the public interest, 
appropriate to carry out the provisions of the Natural Gas Act, and beneficial 
to ultimate consumers, pipeline purchasers and independent producers. In 
view of the foregoing, an adjustment to the price level for increased rates in 
Texas District Nos. 2, 3, 4, and 6, when coupled with the elimination of price 
redetermination provisions and favored-nation provisions in existing filed rate 
schedules appears to be appropriate. 

Accordingly, the Commission’s Statement of General Policy No. 61-1, issued 
September 28, 1960, as amended, is hereby further amended to provide: 

For rate schedules from which favored-nation provisions, price redetermina- 
tion provisions, and periodic escalation clauses have been eliminated, the area 
price level for increased rates for natural gas sales by independent producers in 
Texas District Nos. 2, 3, 4, and 6is 15¢ per Mcf at 14.65 psia. 

For rate schedules from which favored-nation and price redetermination 
provisions have been eliminated, the area price level for increased rates for 
natural gas sales by independent producers in Texas District Nos. 2, 3, 4, and 
6 is 14.6¢ per Mcf at 14.65 psia, provided, however, that any escalations con- 
tained in such rate schedules shall not take effect prior to February 5, 1963, 
further escalations shall not take effect at less than five-year intervals from 
the effective date of the initial escalation, and the increase in rate for such 
escalation shall not exceed one cent per Mcf. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NOS. CP61-28 AND CP61- 

41; MISSISSIPPI RIVER FUEL CORPORATION, DOCKET NO. CP61-62; 
TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. CP61-66; 
THD CALIFORNIA COMPANY, DOCKET NO. G-13078 


FINDINGS AND ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY, 
PERMITTING AND APPROVING ABANDONMENT, AND AMENDING CERTIFICATE ORDER 


(Issued December 20, 1960) 


On July 28 and August 11, 1960, United Gas Pipe Line Company, 1525 Fair- 
field Avenue, Shreveport, Louisiana (United), filed in Docket Nos. CP61-28 
and CP61-41, respectively, applications pursuant to Section 7 of the Natural 
Gas Act, notice of which filing was issued by the Commission on November 1, 
1960, and published in the Federal Register on November 8, 1960 (25 FR 10672), 
fixing date of hearing for November 30, 1960, at 9:30 a.m. Said hearing was 
eancelled and rescheduled by the notice of consolidation and date of hearing 
issued in present proceeding on November 15, 1960. 
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In Docket No. CP61-41, United seeks authorization to construct and oper- 
ate additional compressor facilities at its existing Carthage Compressor Sta- 
tion, and to sell and deliver to Mississippi River Fuel Corporation up to an 
additional 30,000 Mcf per day of natural gas which will become available 
by reason of the termination of the sale and delivery by United of approxi- 
mately 56,868 Mcf per day to two utility companies presently using the same 
in the generation of electricity at five power plants in Dallas and Fort Worth, 
Texas. United is requesting authorization for such abandonment in subject 
Docket No. CP61-28. 

On August 31, as supplemented on October 3, 1960, Mississippi River Fuel 
Corporation, 407 North Eighth Street, St. Louis 1, Missouri, (Mississippi), 
filed in Docket No. CP61-62 an application pursuant to Section 7 of the Act 
for authority to abandon, by sale to Texas Gas Transmission Corporation, 
approximately 3.7 miles of 8-inch pipeline extending from Mississippi’s prop- 
erties in the Simon Pass Field, St. Martin Parish, Louisiana, to the pipeline 
of Texas Gas Transmission Corporation in Assumption Parish, Louisiana, and 
for certificate authority to sell and deliver to Hope Natural Gas Company 
natural gas which Mississippi now produces in said Simon Pass Field, all as 
more fully set forth in the application and supplement in said Docket No. 
CP61-62. 

On September 2, 1960, Texas Gas Transmission Corporation (Texas Gas), 
416 West Third Street, Owensboro, Kentucky, filed in Docket No. CP61-66 an 
application pursuant to Section 7 of the Act for authority to acquire and 
operate the aforesaid facilities which Mississippi seeks authority to abandon 
in Docket No. CP61-62, and for permission and approval to abandon certain 
transportation service now being performed under authorization heretofore 
granted to Texas Gas in Docket No. G—12344, said service being the trans- 
portation of natural gas for Mississippi, under Texas Gas’ FPC Rate Schedule 
X-11, from a point near the Simon Pass Field where Texas Gas’ facilities 
connect with the gathering facilities of Mississippi, to a point on Mississippi’s 
transmission system at Perryville, Louisiana, all as more fully set forth in the 
application in said Docket No. CP61-66. This transportation service by Texas 
Gas is of an interruptible nature. 

The facilities above referred to will be purchased by Texas Gas from Mis- 
sissippi at their depreciated original cost as of the date of sale which cost, 
as of June 30, 1960, was represented to be $175,090.49. Texas Gas proposes to 
finance the acquisition from funds on hand. Said facilities are intended to be 
used by Texas Gas to purchase and receive gas from The California Company 
in the Simon Pass Field and to transport, for the account of Hope Natural Gas 
Company (Hope), the gas to be purchased by Hope from Mississippi as pro- 
posed in Docket No. CP61-62 described above. The transportation for Hope 
will be rendered under certificate authority granted to Texas Gas on August 10, 
1959, in Docket No. G—17335 and will not involve any change in the presently 
authorized maximum transportation obligation of Texas Gas of 100,000 Mcf 
per day. 

On September 2, 1960, The California Company (Calco), 800 The Caliiornia 
Company Building, New Orleans 12, Louisiana, filed an application for per- 
mission to abandon the sale of natural gas to Mississippi in the Simon Pass 
Field and, in lieu thereof, for certificate authority to sell said gas to Texas 
Gas. Calco’s said application of September 2, 1960, is being treated as an ap- 
plication to amend the Commission’s order issued January 26, 1959, in Docket 
No. G-13078 so as to substitute Texas Gas for Mississippi as purchaser of the 
subject gas. Calco, upon receipt of the authorization requested herein, will file 
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the instrument reflecting the change in purchaser as a supplement to its FPC 
Rate Schedule No. 6. There will be no change in price. 

The subject proposals will enable United to achieve greater flexibility in its 
takes of gas from its overall system sources and to make 30,000 Mcf per day 
of additional gas available to Mississippi at an existing connection. As a re 
sult, Mississippi will be able to substitute the firm supply of gas from United 
for its Simon Pass supply which is dependent on an interruptible transporta- 
tion service by Texas Gas. 

Temporary authority was granted to United on October 6, 1960, in Docket 
No. CP61-41, for construction and operation of the proposed compressor facili- 
ties only, action on that part of the application which seeks authority to sell 
and deliver the 30,000 Mcf of gas per day to Mississippi being withheld for dis- 
position in the present consolidated proceeding. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 15, 1960, respecting the matters involved in and the issues presented 
by the respective applications herein. No petition to intervene or protest to the 
granting of the applications has been received. Staff counsel moved orally 
at the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c) (1) of the Com- 
mission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation hav- 
ing its principal place of business in Shreveport, Louisiana, is a “natural-gas com- 
pany” within the meaning of the Natural Gas Act, as heretofore found by the 
Commission in its order of November 10, 1942, in Docket No. G-232 (3 FPC 863). 

(2) Applicant, Mississippi River Fuel Corporation, a Delaware corporation 
having its principal place of business in St. Louis, Missouri, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of March 1, 1944, in Docket No. G-291 (4 FPC 535). 

(3) Applicant, Texas Gas Transmission Corporation, a Delaware corporation 
having its principal place of business in Owensboro, Kentucky, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of August 12, 1948, in Docket No. G-1033 (7 FPC 857). 

(4) Applicant, The California Company, a California corporation having its 
principal place of business in New Orleans, Louisiana, is a “natural-gas company” 
within the meaning of the Natural Gas Act, as heretofore found by the Com- 
mission in its opinion and order in Docket No. G—8810 (Docket Nos. G—8809, 
et al.), made final by order issued December 30, 1955 (14 FPC 480, 490). 

(5) The service and facilities to be abandoned by United in Docket No. 
CP61-28 and the facilities proposed to be abandoned by Mississippi in Docket 
No. CP61-62, as hereinbefore described and as more fully described in the 
respective applications are involved in the transportation and sale of natural 
gas in interstate commerce, subect to the jurisdiction of the Commission, 
and such abandonment is subect to the requirements of Subsection (b) of 
Section 7 of the Natural Gas Act. Likewise, the transportation service pro- 
posed to be abandoned by Texas Gas in Docket No. CP61-66, as hereinbefore 
described and as more fully described in the application therein, is subject 
to the jurisdiction of the Commission and such abandonment is subject to the 
requirements of Subsection (b) of Section 7 of the Act. 

(6) The proposed abandonment of the aforesaid facilities and service are 
permitted by the public convenience and necessity and permission and approval 
therefor should be granted as hereinafter ordered. 
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(7) The facilities proposed to be constructed and operated by United, and 
the facilities to be acquired by Texas Gas, as hereinbefore set forth and as 
more fully described in the applications in Docket Nos. CP61-41 and CP61-66, 
respectively, will be used in the transportation and sale of natural gas in 
interstate commerce, subject to the jurisdiction of the Commission and the 
construction and operation thereof by United and the acquisition and operation 
thereof by Texas Gas, respectively, are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 

(8) The proposed sale and delivery of natural gas by United to Mississippi 
and the proposed sale and delivery of natural gas by Mississippi to Hope, as 
hereinbefore described and as more fully described in the applications in 
Docket Nos. CP61-41 and CP61-62, respectively, will be made in interstate com- 
merce, subject to the jurisdiction of the Commission, and the said sale and 
delivery by United and Mississippi, respectively, are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(9) The construction, acquisition and operation of facilities referred to in 
paragraph (7) above, and the sale and delivery of natural gas referred to in 
paragraph (8) above, are required by the public convenience and necessity 
and certificates therefor should be issued as hereinafter ordered and conditioned. 

(10) United, Texas Gas and Mississippi, respectively, are able and willing 
properly to do the acts and to perform the services proposed and to conform 
to the provisions of the Natural Gas Act and the requirements, rules and 
regulations of the Commission thereunder. 

(11) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (1), (c) (3), (ce) (4), (d) (2), (d) (3), 
(whichever are appropriate) and (e) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act (18 CFR 157.20) should attach to the 
issuance of the certificates referred to in paragraph (9) above and to the exer- 
cise of the rights granted thereunder, and that the time within which construc- 
tion and acquisition, respectively, of the facilities authorized by this order 
should be completed and said facilities placed in actual operation should be 
fixed at six months from the date on which this order issues. 

(12) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act and the public convenience and necessity require that the order 
of the Commission issued January 26, 1959, in Docket No. G—-13078 be amended 
so as to substitute Texas Gas for Mississippi as purchaser of the subject gas 


from The California Company, as requested by Calco in its filing of September 
2, 1960. 


(13) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(¢) (1) of the Commission’s Rules of Practice and Procedure. 

The Commission orders: 

(A) Permission for and approval of the abandonment of the facilities and 
service by United, Mississippi and Texas Gas, respectively, as hereinbefore de- 
scribed and as more fully described in the respective applications in Docket Nos. 
CP61-28, CP61-62 and CP61-66, are hereby granted. 

(B) United, Mississippi, and Texas Gas, respectively, shall advise the Com- 
mission of the dates of abandonment of the aforesaid facilities and service 
within 10 days of such abandonment. 

(C) Certificates of public convenience and necessity be and the same are here- 
by issued authorizing United to construct and operate facilities as proposed in 
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Docket No. CP61-41, Texas Gas to acquire and operate facilities as proposed in 
Docket No. CP61-66, United to sell and deliver gas to Mississippi as proposed 
in Docket No. CP61-41, and Mississippi to sell and deliver gas to Hope as proposed 
in Docket No. CP61-62, upon the terms and conditions of this order. 

(D) The general terms and conditions set forth in paragraphs (a), (b), (¢) (1), 
(c) (3), (ce) (4), (d) (2), (d) (3) (whichever are appropriate) and (e) of Sec- 
tion 157.20 of the Commission’s Regulations under the Natural Gas Act shall 
attach to the issuance of the certificates granted in paragraph (C) above and 
to the exercise of the rights granted thereunder. 

(E) The time within which construction and acquisition, respectively, of 
the facilities authorized by this order shall be completed and said facilities 
placed in actual operation as provided by paragraph (b) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act is hereby fixed at six 
months from the date on which this order issues. 

(F) The order of the Commission issued January 26, 1959, in Docket No. G- 
13078 be and the same is hereby amended so as to substitute Texas Gas for 
Mississippi as purchaser of the subject gas from The California Company, as 
requested in the latter’s filing of September 2, 1960. In all other respects, said 
order of January 26, 1959, in Docket No. G-13078 shall remain unchanged and 
in full force and effect. 

(G) Mississippi shall file a rate schedule in conformity with the Commission’s 
Regulations, and acceptable to the Commission, covering its proposed sale of 
natural gas to Hope. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED STATES DEPARTMENT OF THD INTERIOR, BONNEVILLE 
POWER ADMINISTRATION, DOCKET NO. E-6956 


ORDER CONFIRMING AND APPROVING MODIFICATION OF GENERAL RATE SCHEDULE 
PROVISIONS 


(Issued December 20, 1960) 


The Secretary of the Interior, on behalf of the Bonneville Power Administra- 
tion (Bonneville), on September 12, 1960 filed for confirmation and approval, 
pursuant to the Bonneville Act (50 Stat. 731), as amended, a proposed modifica- 
tion of Bonneville’s General Rate Schedule Provisions, which are applicable to 
the general rate schedules for electric energy sold by Bonneville. The proposed 
modification consists of revising General Rate Schedule Provision 15.1 entitled 
“Sale Of Interruptible Power” and adding a new General Rate Schedule Pro- 
vision 15.2 entitled “Sale Of Industrial Power”. The proposed revised Section 
15.1 and the proposed additional Section 15.2 read as follows: 


GENERAL RATE SCHEDULE PROVISIONS 


15.1 SALE OF INTERRUPTIBLE POWER: 

Interruptible power is nonfirm power which the Administrator agrees to de- 
liver except when curtailed by him upon reasonable notice. The wholesale 
power rate schedules applicable to the sales of firm power by the Administrator 
shall also apply to sales of interruptible power, subject to the following pro- 
visions : 















































1), 
ec- 
all 
ind 


of 
ties 
| of 
six 


for 


said 
and 


on’s 
2 of 


eck, 


LE 


stra- 
oval, 
ifica- 
le to 
posed 
itled 
Pro- 
ction 


Oo de- 
esale 
rator 
| pro- 





FEDERAL POWER COMMISSION 1113 


A. A reduction of $0.50 per month per kilowatt of billing demand shall be 
made in the demand or kilowatt charge of any new applicable rate adopted sub- 
sequent to December 20, 1959; provided, that the resulting billing for interrupti- 
ble power will not be less than the billing would be under the applicable rate 
schedule effective December 20, 1959. 

B. The billing demand for interruptible power shall be the measured demand 
for that class of power for the month adjusted for average power factor for the 
month. 

C. The minimum monthly charge included in such firm power rate schedules 
shall not be applicable to sale of interruptible power. 

D. If the Administrator curtails or agrees at the request of the purchaser 
either to curtail or to increase deliveries of interruptible power during any 
month: 

(1) The rates per kilowatt and the energy blocks, if any, stated in the appli- 
cable rate schedule shall be prorated according to the ratio that the time in 
each portion of the month during which the same stipulations regarding de- 
liveries were continuously in effect bears to the total time in the month, and 

(2) The billing demand for interruptible power for each portion of the month 
mentioned in (1) above shall be the measured demand for that class of power 
during such portion of the month adjusted for average power factor for the 
month. 

BH. Interruptible power delivered for resale shall be separately metered or 
scheduled, and billed independently of the regular firm power purchases. 


15.2 SALE OF INDUSTRIAL POWER: 


Industrial power is nonfirm power which the Administrator agrees to deliver 
and which the purchaser agrees to purchase in accordance with a stipulated con- 
tract demand except when curtailed either by the Administrator or by the pur- 
chaser in accordance with specific contractual provisions. The wholesale power 
rate schedules applicable to the sales of firm power by the Administrator shall 
also apply to sales of industrial power, subject to the following provisions: 

A. A reduction of $0.50 per month per kilowatt of billing demand shall be 
made in the demand or kilowatt charge of any new applicable rate adopted sub- 
sequent to December 20, 1959; provided, that the resulting billing for indus- 
trial power will not be less than the billing would be under the applicable rate 
scheduled effective December 20, 1959. 

B. The billing demand for industrial power shall be the higher of (1) the con- 
tract demand, or (2) the measured demand for that class of power for the month 
adjusted for average power factor for the month. 

C. The minimum monthly charge included in such firm power rate schedules 
shall not be applicable to sale of industrial power. 

D. If either the Administrator or the purchaser curtails deliveries of in- 
dustrial power during any month in accordance with specific contractual pro- 
visions : 

(1) The rates per kilowatt and the energy blocks, if any, stated in the appli- 
cable rate schedule shall be prorated according to the ratio that the time in 
each portion of the month during which the same stipulations regarding de- 
liveries were continuously in effect bears to the total time in the month. 

(2) The billing demand for industrial power for each portion of the month 
mentioned in (1) above shall be the higher of (a) the contract demand for 
that class of power for such portion of the month after adjustments to reflect 
any authorized curtailments by the Administrator or the purchaser, or (b) the 
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measured demand for that class of power during such portion of the month 
adjusted for average power factor for the month. 

(3) If an industrial purchaser resumes operation of a portion of its plant 
which was shut down during a period of curtailment and which is dependent 
for operation upon industrial power, the billing for industrial power during 
such period of resumption will be based on the maximum measured demand 
for each day until such portion of the plant is operating normally, but not 
longer than 14 days. 

The principal difference between the present General Rate Schedule Pro- 
vision 15.1 and the proposed revision thereof is in the rate. Under the pro- 
posed revision, the firm power wholesale rate schedules of Bonneville would 
apply to the sale of interruptible power, as at present, but there would be a 
reduction in the demand charge of up to 50¢ per month per kilowatt in the 
event of an increase in the presently effective firm power rates. 

The proposed additional General Rate Schedule Provision 15.2 establishes 
a new class of service designated as “Industrial Power”. This industrial power, 
like interruptible power, is a non-firm service and would be sold under a stip- 
ulated contract demand except when curtailed either by Bonneville or by the 
purchaser in accordance with certain specified provisions. As in the case of 
interruptible power, the firm power wholesale rate schedules of Bonneville apply 
to this service, including the above-mentioned 50¢ rate differential in the event 
of an increase in those rates. Although industrial power will be of a higher 
priority than interruptible power, the curtailment of industrial power by the 
purchaser will be more restrictive than the curtailment of interruptible power 
by the purchaser. 

In support of the proposed modification of the rate schedule provisions, the 
Secretary of the Interior indicates that these rate proposals would provide a 
means of increasing Bonneville’s sales of non-firm power available on the Co- 
lumbia River system. The anticipated result is that industrial expansion of 
the Pacific Northwest area will be promoted and Bonneville will achieve wider 
use of available electric resources. The Secretary of the Interior further states 
that studies which Bonneville has made indicate that the 50¢ per month per 
kilowatt ($6 per year) differential reasonably approximates the additional 
cost, on the average, that its customers would incur by the purchase of steam- 
generated energy required when Bonneville curtails the power. The $6 per 
year per kilowatt differential is further justified as it is a reasonably accurate 
measure of the fixed cost for peaking capacity. 

By order issued December 16, 1959 (22 FPC 1046), the Commission approved 
Bonneville’s general rate schedules and the General Rate Schedule Provisions 
applicable thereto for a period of not more than five years beginning December 
20, 1959 and terminating December 19, 1964. 

Written notice of the proposed modification of Bonneville’s General Rate 
Schedule Provisions was given to the Public Utilities Commission of Idaho, the 
Public Utility Commissioner of Oregon, and the Public Service Commission of 
the State of Washington and to the Governor of each of those States. Notice 
of the proposed modification was also published in the Federal Register on 
October 7, 1960 (25 F.R. 9655), stating that any person desiring to make com- 
ments or suggestions for Commission consideration with respect to such rate 
proposals should submit the same in writing on or before October 21, 1960 to 
the Federal Power Commission, Washington 25, D.C. Pacific Power & Light 
Company, upon its request, was granted an extension of time to and including 
November 4, 1960 within which to file comments. No comments or suggestions 
have been received. 
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The Commission finds: 


It is appropriate for the purposes of the Bonneville Act that the proposed 
modification of Bonneville’s General Rate Schedule Provisions, referred to 
above, be confirmed and approved for a period beginning with the date of is- 
suance of this order and terminating December 19, 1964, as hereinafter provided. 


The Commission orders: 


The proposed modification of Bonneville’s General Rate Schedule Provisions, 
referred to above, is hereby confirmed and approved for a period beginning 
with the date of issuance of this order and terminating December 19, 1964. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PART 204—UNIFORM SYSTEM OF ACCOUNTS FOR CLASS C NATURAL 
GAS COMPANIES, DOCKET NO. R-186 


ORDER NO. 227 
(Issued December 21, 1960) * 


This Commission has under consideration in this proceeding the revision of 
Part 204—Application of Uniform System of Accounts to Class C and Class D 
Natural Gas Companies of Subchapter F—Accounts, Natural Gas Act, of Chapter 
I—Federal Power Commission, Title 18—Conservation of Power, of the Code 
of Federal Regulations (CFR), to prescribe a revised Uniform System of Ac- 
counts Prescribed for Natural Gas Companies Subject to the Provisions of the 
Natural Gas Act (Class C). That revised System of Accounts, as set forth in 
the attachment to the Notice of Proposed Rulemaking in this docket (25 F.R. 
7919-7953) is prescribed hereinafter to become effective January 1, 1961. 

Part 204, §§$ 204.1 through 204.8 of said Title and Code correspond to, and 
appear at pages 179-200 of the Commission’s pamphlet publication of its Uni- 
form System of Accounts Prescribed for Natural Gas Companies Subject to 
the Provisions of the Natural Gas Act, effective January 1, 1940, revised to Janu- 
ary 1, 1954,’ as amended by Order No. 208, issued May 29, 1958 (23 F.R. 4164, 
June 12, 1958). That System of Accounts, as revised and prescribed hereinafter, 
follows the numbering system (accounts, instructions, definitions, etc.) used in 
the Notice of Proposed Rulemaking referred to above. 

Important developments in the natural gas industry since the adoption of the 
Uniform System of Accounts effective January 1, 1940, and the experience of 
the Commission over the past 20 years indicated the need for a revision of the 
System of Accounts. Accordingly, this proceeding was commenced by Notice of 
Proposed Rulemaking served upon interested parties, including State and Fed- 
eral regulatory agencies, and by publication in the FepERAL ReGIsTer on August 
17, 1960 (25 F.R. 7918). Copies of the proposed revised System of Accounts 
were served and published as a part of that general notice, as heretofore noted. 

The revisions of the Commission’s System of Accounts, as then proposed are 
prescribed hereinafter as a part of the Commission's Uniform System of Accounts 
to become effective January 1, 1961. 


*Published in Federal Register, December 21, 1960 (25 F.R. 13161 et seq.). 

1The Uniform System of Accounts effective January 1, 1940 was prescribed by Commis- 
sion Order No. 69 dated November 3, 1939 (4 F.R. 4764, December 5, 1939); and was 
contained in the codification and reissuance of the Commission’s general rules promul- 
gated by Commission Order No. 141, December 11, 1947, effective January 1, 1948 (12 
F.R. 8461). 


676—S07—641——_73 






















































1116 FEDERAL POWER COMMISSION 


Heretofore, the Commission has not had a separately issued Uniform System 
of Accounts for Class C Natural Gas Companies, as such. The accounting re- 
quirements presently effective for small utilities (Class C and Class D), consist 
of an abridgement of the accounts for large natural gas companies by means 
of account charts appearing as Appendix II of the pamphlet version of the 
Uniform System of Accounts. In these account charts, the condensed accounts 
applicable to the small utilities are indicated by bracketing related account titles 
applicable to Class A and Class B utilities. The result is that small utilities 
have had to work with an inordinate amount of textual materials designed 
for larger utilities. An objective of the System of Accounts, prescribed herein- 
after is to relieve small utilities from that burden. It is believed that the 
revised System of Accounts provides these smaller utilities with a simplified 
System of Accounts appropriate for the magnitude of their operations. The 
revised System of Accounts prescribed herein reflects the basic principles found 
in this Commission’s recently issued revised Uniform System of Accounts Pre- 
scribed for Class A and Class B Natural Gas Companies Subject to the Provi- 
sions of the Natural Gas Act Docket No. R-174. The revised System of Ac- 
counts introduces the following important improvements in this Commission’s 
small utility accounting requirements: 

a. New size classifications for gas utilities; 

b. Simple plant and expense classifications for manufactured gas ; 

ce. Certain necessary new accounts; 

d. New arrangement of balance sheet and certain other accounts to make 
them more informative; 

e. A reduced number of expense account classifications, mainly but not 
entirely, by the discontinuance of segregations of numerous functional accounts 
as to labor and other expenses; 

f. Expanded items lists of account texts and clearer description of such items 
according to their functional nature, to facilitate use and consistency of respec- 
tive account classifications ; and 

g. Restatements of the accounting aspects of certain accounting interpreta- 
tions issued in the past. 

In recommending the form of revised System of Accounts accompanying the 
Notice of Proposed Rulemaking in this proceeding, the staff of this Commission 
correlated its activities with the activities of the National Association of Rail- 
road and Utility Commissioners (NARUC) which has recently prepared a form 
of NARUC Uniform System of Accounts for Class © gas utilities. This was 
done to promote continued consistency and uniformity of approach to the com- 
mon problems with which the two accounting systems are concerned: and to 
assure a minimum amount of deviation where the two accounting systems do 
differ. The staff’s activities in this regard were undertaken mainly with the 
Committee on Statistics and Accounts of the NARUC. 

The aforesaid Notice of Proposed Rulemaking provided for the submission 
of data, views, comments, or protests in writing not later than September 19, 
1960. To date no such data, views, comments, or protests have been received. 

The Commission recognizes that some burden and expense will have to be 
borne by the accounting and reporting parties affected in connection with the 
transition from the present to the revised System of Accounts. However, the 
Commission is of the opinion that the physical burden and monetary cost of 
the change over is of minor importance when viewed in relation to the imme 
diate and future benefits to be derived from the revised System of Accounts, 
as prescribed herein. 
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For the convenience of all parties concerned, Appendix A set forth below cor- 
relates the account titles of the Commission’s Uniform System of Accounts 
applicable to Class C Natural Gas Companies, effective January 1, 1940, with 
the revised System of Accounts prescribed herein effective January 1, 1961. 
Being a schematic presentation only, and of a very general nature, nothing 
contained therein shall be construed as in any way modifying the general or 
specific account titles, texts, and instructions of either of the Systems of 
Accounts. 

Also, it should be noted that for the period of time required for the prepara- 
tion and publication of the revised System of Accounts prescribed herein in 
pamphlet form, the revised System of Accounts (18 CFR Part 204) will be 
available in the printed form set forth below as Appendix B. 

The Commission finds: 

(1) In view of the foregoing, and upon consideration of all relevant matters 
presented, it is necessary and appropriate for the purposes of the Natural Gas 
Act, that the proposed revised System of Accounts as set forth in the Notice of 
Proposed Rulemaking (25 F.R. 7919-7953), be adopted and promulgated as this 
Commission’s revised Uniform System of Accounts Prescribed for Natural Gas 
Companies Subject to the Provisions of the Natural Gas Act (Class C), effective 
January 1, 1961, all in the manner as hereinafter provided. 

(2) Good cause exists for the adoption of the revised System of Accounts set 
forth herein to be effective as of January 1, 1961. 

The Commission, acting pursuant to the Natural Gas Act, as amended, par- 
ticularly sections 8(a), 10, and 16 (15 U.S.C. 717g, 717i, and 7170) orders: 

(A) Effective January 1, 1961, Part 204, Subchapter F—Accounts, Natural 
Gas Act, of Chapter I—Federal Power Commission, Title 18—Conservation of 
Power, of the Code of Federal Regulations is amended to read as set forth in 
Appendix B below. 

(B) Effective January 1, 1961, all Class C Natural Gas Companies under the 
Natural Gas Act shall keep their accounts in the manner set forth in the revised 
System of Accounts appearing in Appendix B below. 

(C) The Secretary of the Commission shall cause prompt publication of this 
order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


STATEMENT OF SALES AND REVENUES OF INDEPENDENT 
PRODUCERS, DOCKET NO. R-191 
ORDER NO. 231 
PRESCRIBING FPC FORMS NO. 301-A AND NO. 8301—B—INNEPENDENT PRODUCERS REPORTS 
(Issued December 21, 1960) * 


In this proceeding the Commission has under consideration the amendment of 
Part 260, entitled “Statements and Reports (Schedules)” of Subchapter G. Ap- 
proved Forms, Natural Gas Act, Chapter I—Federal Power Commission, Title 
18—Conservation of Power, Code of Federal Regulations (18 CFR, Part 260), 
by the revision of Section 260.5 (18 CFR § 260.5) and the addition of a new 


*Published in Federal Register, December 29, 1960 (25 F.R. 13882). 
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section, Section 260.6, so as to prescribe FPC Forms No. 301-A and No. 301-B, 
both entitled Independent Producers Report. 

Section 260.5 and the reporting requirements thereof were first prescribed 
by Commission Order No. 187, Docket No. R-152, issued May 11, 1956, 21 FR 
3146, 15 FPC 802, prescribing FPC Form No. 301, Independent Producers Re- 
port of Natural Gas Transactions for the year ending December 31, 1955. By 
Order No. 198, Docket No. R-162, issued November 19, 1957, 22 FR 9385, 18 
FPO 662, Section 260.5 was amended to prescribe a Form 301 for the year 1956 
with somewhat enlarged reporting requirements. By Order No. 214, Docket 
No. R-176, issued July 15, 1959, 24 FR 5755, 22 FPC 81, Section 260.5 was 
further amended to prescribe simplified and slightly revised Forms Nos. 301 for 
1957 and 1958. The forms prescribed herein are essentially the same as Form 
No. 301-1957 or Form No. 301-1958. Proposed Form No. 301-A corresponds 
to Part I of the 1957 or 1958 form, with a minor revision of format. Form 
No. 301-B corresponds to Parts II and III of the 1957 or 1958 form. 

Forms Nos. 301-A and 301-B are prescribed hereinafter to be filed annually. 
Forms Nos. 301-1957 and 301-1958 were intended for use in reporting for the 
years 1957 and 1958, respectively. The report forms for the years 1955 and 1956 
were similarly intended to cover the years 1955 and 1956, respectively. 

The Commission’s Regulations exempt independent producers from compliance 
with the comprehensive accounting and reporting requirements of the Commis- 
sion’s Regulations under the Natural Gas Act. This exemption is still continued 
but the Commission’s experience in the regulation of producers convinces it of 
the necessity for continuing to require at least the minimum data called for 
in the forms prescribed herein in order that the regulatory responsibilities of 
the Commission may be viewed in relation to the relative importance and fi- 
nancial effects of such regulation on the regulated producers. 

General public notice of the hereinafter ordered amendment was given by 
publication of Notice of Proposed Rulemaking in the Federal Register on October 
28, 1960 (25 FR 10358) and by the mailing of copies of the Notice of Proposed 
Rulemaking to interested parties including State and Federal regulatory agen- 
cies; that Notice being accompanied by copies of the forms as proposed. In 
giving notice of the proposed amendment, the Commission invited all interested 
parties to submit data, views, or comments not later than November 14, 1960. 
The several responses to that invitation included in principal part: various 
su,zestions for revision of the formats of the forms; allegations that there is an 
undue reporting burden on certain signatory producers; objection to require- 
ment that residue gas and liquid hydrocarbons be reported separately for sales 
under standard casinghead agreements; objection to the furnishing of informa- 
tion about liquid hydrocarbons; objection to requiring certain small producers to 
file the proposed forms; suggestion that small operators be required to report in 
less detail; requests for more time to file for reporting year 1959. All responses 
have been considered by the Commission. 


The Commission finds: 

(1) In view of the foregoing and upon consideration of all relevant matters 
presented, the amendment of the Regulations under the Natural Gas Act herein- 
after adopted and promulgated, including the forms approved and prescribed 
therein (as attached hereto),** is necessary and appropriate to carry out the 
provisions of the Natural Gas Act; all in the manner as hereinafter provided. 


**Omitted in printing. 
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(2) Good cause exists that the amendment of the Regulations under the Nat- 
ural Gas Act as hereinafter adopted and promulgated including the forms 
approved and prescribed therein, shall become effective as hereinafter provided. 
The Commission, acting pursuant to authority granted by the Natural Gas Act, 
particularly Sections 10 and 16 thereof (52 Stat. 826, 880; 15 U.S.C. 717i, 7170) 
orders: 

(A) Part 260 of the Commission’s Regulations entitled “Statements and Re- 
ports (Schedules)” of Subchapter G, Approved Forms, Natural Gas Act (18 CFR, 
Part 260), is hereby amended by the amendment of Section 260.5 thereof (18 
CFR § 260.5) and the addition of a new section thereto, Section 260.6, both to 
read as follows: 

“§ 260.5 Form No. 301-A, Statement of sales and revenues of independent 
producers 

(a) FPC Form No. 301—A Independent Producers Report, being a statement of 
sales of natural gas made during the reporting year (calendar year or fiscal year 
ending prior to July 1 next following the calendar year) under rate schedules 
filed with the Commission pursuant to §§ 154.92 or 154.94 of this chapter, 
including the instructions and schedules therein contained, is hereby approved 
and prescribed. 

(b) Each independent producer as defined in § 154.91 of this chapter who 
had a rate schedule on file with the Commission, pursuant to §§ 154.92 or 154.94 
of this chapter, as of the end of the reporting year, shall (1) beginning with 
reporting year 1960 hereafter annually prepare and file with the Commission 
on or before the last day of the sixth month following the close of the report- 
ing year one copy of such FPC Form No. 301-A; and (2) for the reporting 
year 1959 prepare and file with the Commission on or before March 31, 1961, 
one copy of such FPC Form No. 301—A. 


“$260.6 Form No. 301-B, Statement of sales and revenues of independent 
producers. 


(a) FPC Form No. 301-B Independent Producers Report, being a statement 
of sales of natural gas totaling two million or more Mcf made during the re- 
porting year (calendar year or fiscal year ending prior to July 1 next following 
the calendar year) under rate schedules filed with the Commission pursuant 
to §§ 154.92 or 154.94 of this chapter, including the instructions and schedules 
therein contained, is hereby approved and prescribed. 

(b) In addition to complying with the provisions of § 260.5 of this chapter, 
each independent producer as defined in § 154.91 of this chapter who had a rate 
schedule on file with the Commission, pursuant to §§ 154.92 or 154.94 of this 
chapter, as of the end of the reporting year and whose sales of natural gas 
totaled two million or more Mcf during the reporting year shall (1) beginning 
with reporting year 1960 hereafter annually prepare and file with the Com- 
mission on or before the last day of the sixth month following the close of the 
reporting year two copies of such FPC Form N. 301-B; and (2) for the re- 
porting year 1959 prepare and file with the Commission on or before March 31, 
1961, two copies of such FPC Form No. 301-B.” 

(B) Forms Nos. 301-A and 301-B, as approved and prescribed in paragraph 
(A) above, are attached hereto.* 

(C) The amendment of the Regulations under the Natural Gas Act as 
adopted and promulgated herein, including the forms approved and prescribed 
therein, shall become effective 30 days after the issuance of this order. 


*Omitted in printing. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SACRAMENTO MUNICIPAL UTILITY DISTRICT, PROJECT NO. 2101 
ORDER APPROVING PROJECT EXHIBITS AND SUPPLEMENT THERETO 
(Issued December 21, 1960) 


Sacramento Municipal Utility District, licensee for major Project No. 2101, 
on December 3, 1959, filed for Commission approval Exhibit K-4B-1 (FPC No. 
2101-105), together with a 45-page supplement thereto designated “Tabulation 
of Union Valley High Water Line Traverse,” and Exhibit K-4B-2 (FPC No. 

101-106). On July 28, 1960, the licensee filed Exhibit K-4B-1A (FPC No. 
2101-120) to replace Exhibit K-4B-1 (FPC No. 2101-105). On October 31, 1960, 
the licensee filed a 14-page supplement to Exhibits K-4B-1A and K-4B-2 desig- 
nated “Project boundary description of Union Valley and Junction Reservoirs.” 
Project No. 2101 is located in El Dorado County, California, and affects lands 
of the United States within Eldorado National Forest. 

Exhibit K-4B-1A delineates the project boundary for the Union Valley Reser- 
voir of Project No. 2101, and Exhibit K-4B-2 delineates the project boundary 
for the Junction Reservoir of Project No. 2101. The supplement to Exhibits 
K-4B-1A and K-4B-2 filed October 31, 1960, gives the metes and bounds de- 
scription of such project boundaries. 

Article 25 of the license for Project No. 2101 provides, among other things, 
that until the Commission shall have fixed and determined the project boundaries, 
the licensee shall utilize or clear only such lands as will be used for flowage pur- 
poses or will be occupied by project structures, including lands necessary for 
access purposes. 

The Chief, Forest Service, acting for the Secretary of Agriculture who has 
supervision over Eldorado National Forest, reported that the proposed bound- 
ary for Junction Reservoir was satisfactory, but that the licensee should be 
required to acquire title to more lands around Union Valley Reservoir for the 
development of recreational facilities in connection therewith. The report of 
the Chief, Forest Service, delineated an acceptable boundary for the Union 
Valley Reservoir. Subsequently, the licensee filed Exhibit K-4B-1A to replace 
Exhibit K-4B-1, and the Chief, Forest Service, thereafter reported that the 
Forest Service had no objection to approval of the project boundaries for Union 
Valley and Junction Reservoirs as shown on Exhibits K-4B-1A and K-4B-2. 

The Board of Supervisors of El Dorado County, California, was notified of the 
filing of Exhibits K-4B-1 and K-4B-2, but no comment has been received from 
the Board. 

By Commission order issued August 28, 1957, Michigan-California Lumber 
Company, of Camino, California, was permitted to intervene in Project No. 2101 
solely for the purpose of protecting its rights in the determination of the project 
boundary. On February 23, 1960, Michigan-California Lumber Company filed a 
protest to Exhibit K-4B-1 and contended that a considerable area of the Com- 
pany’s timber-producing lands which are over 200 feet outside the high-water 
contour of Union Valley Reservoir would be taken without having other land 
with like timber-producing capacity made available on an exchange basis. Sub- 
sequently, however, Michigan-California Lumber Company, by letter filed August 
1, 1960, acquiesced in the boundary for Union Valley Reservoir as shown on 
Exhibit K-4B-1A. 

Mr. Rufus S. Swift, owner of the largest amount of individually owned land 
within the proposed project boundary of Union Valley Reservoir, on December 
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28, 1959, filed a letter requesting approval of such boundary as delineated on 
Exhibit K-4B-1. The differences between Exhibit K-4B-1 and Exhibit K-4B-14A, 
which replaced Exhibit K-4+B-1, involve the land of Mr. Swift to a minor extent 
only, if at all. 


The Commission finds: 


(1) Public notice of the filing of Exhibits K-4B-1 and K-4B-2 has been given. 
Except for the above-mentioned protest by Michigan-California Lumber Company, 
no protests have been received. 

(2) Exhibits K-4B-1A and K-4B-2 and the supplement thereto designated 
“Project boundary description of Union Valley and Junction Reservoirs,” as 
described above, conform to the Commission’s rules and regulations and should be 
approved as part of the license for the project as hereinafter provided. 


The Commission orders: 


(A) Exhibits K-4B-1A and K-4B-2 (FPC Nos. 2101-120 and -106, respec- 
tively) entitled “Union Valley Reservoir—Proposed Project Boundary” and 
“Junction Reservoir—Proposed Project Boundary,” respectively, and the Supple- 
ment thereto filed October 31, 1960, designated “Project boundary description 
of Union Valley and Junction Reservoirs,” consisting of 14 pages of metes and 
bounds descriptions, are approved as part of the license for Project No. 2101. 

(B) This order shall become final 30 days from the date of its issuance 
unless application for rehearing shall be filed as provided in Section 313(a) 
of the Federal Power Act, and failure to file such an application shall constitute 
acceptance of this order. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 


Arthur Kline and Paul A. Sweeney. 


AREA RATE PROCEEDING,! DOCKET NO. AR61-1; CLAUDE E. AIKMAN,? 
DOCKET NO. G-18466, ET AL.; NORTH CENTRAL OIL CORPORATION 
(OPERATOR), ET AL.,* DOCKET NO. CI60-435 ET AL. 


ORDER INSTITUTING AREA RATE HEARING, CONSOLIDATING PROCEEDINGS AND 
PRESCRIBING PRELIMINARY PROCEDURE 


(Issued Dece.iber 23, 1960) * 


On September 28, 1960, 24 FPC 818 the Federal Power Commission issued its 
Statement of General Policy No. 61-1 based upon the Commission’s experience 
gained after six years of regulation of independent producers under the Natural 
Gas Act. By this Statement and the area schedules set forth therein the Com- 


1¥For listing of all persons hereinafter made respondents in such proceeding see Appen- 
dix “A” hereto. (Appendix A omitted in printing.) 

2For listing of rate suspension proceedings consolidated herein see Appendix “B” 
hereto. (Appendix B omitted in printing.) 

?¥For listing of certificate proceedings consolidated herein see Appendix “C”’ hereto. 
(Appendix C omitted in printing.) 

*Motions for amendment of order and for other relief denied by order issued Febru- 
ary 3, 1961, 25 FPC 249. 
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mission has announced standards for both initial and increased area price levels 
for natural gas sold or to be sold in interstate commerce by producers. 

The schedule of prices set forth in the Statement, however, was not intended 
to constitute a determination of just and reasonable rates, nor was it intended 
to foreclose any person from an opportunity to justify a particwar rate in 
any area whether higher or lower than that set out in the Statement. Further- 
more, it was contemplated that those prices might be revised from time to time 
as experience, and evidence adduced by parties to appropriate proceeding, might 
dictate. It was also recognized that the geographical areas underlying the 
schedule of prices might ultimately be found not proper for the establishment 
of appropriate pricing areas. 

There are presently pending before the Commission numerous producer rate- 
suspension proceedings under Section 4 of the Natural Gas Act. The majority 
of those proceedings concern proposed increased rates and charges which exceed 
the price levels set forth in the Commission’s Statement of General Policy No. 
61-1, as amended. In addition, there are pending numerous applications for cer- 
tificates of public convenience and necessity under Section 7 of the Natural Gas 
Act where the proposed initial rates exceed such price levels. In order that 
there may be assured the development of evidentiary records containing all 
significant facts relevant to the determination of an appropriate price level or 
levels for the various geographical areas set forth in our Policy Statement, 
it is necessary and appropriate to initiate and conduct area rate hearings. 

More specifically, for immediate purposes, it is necessary and desirable to 
initiate and conduct an area rate hearing for the purpose of developing facts 
relevant and appropriate to the determination of a just and reasonable area pro- 
ducer rate, or rates, for or within the geographical area hereinafter described. 
The area rate hearing so initiated and as hereinafter ordered is to be concerned 
with the geographical area consisting of the areas of Permian Basin, New Mexico 
and Texas Railroad Commission Districts Nos. 7(c) and 8, Texas, as designated 
in our Statement of General Policy No. 61-1 and as more specifically set out in 
Appendix “D” hereof. The rates presently set forth in our Statement for initial 
rates and for increased rates, respectively, are identical for each of the three 
constituent areas. 

We have concluded that no useful purpose would be served at this time by 
delaying the discharge of our primary responsibility under the Act of determin- 
ing just and reasonable rates by entertaining issues or considering contentions 
that the areas we have delineated in our Statement might be inappropriate for 
ratemaking purposes. Accordingly, for the purposes of this area proceeding we 
do not propose to consider any evidence looking toward the fixing of rates for 
sales of gas in areas outside the boundaries of the geographical area we have 
delineated in Appendix “D” hereto. 

In the proceedings at Docket Nos. G—18466, et al., the details of which are set 
out in Appendix “B” hereof, the Commission has heretofore issued its orders 
suspending proposed increases in rates and charges for sales of natural gas for 
resale in interstate commerce within the geographical area above described. The 
natural gas producers in these docketed proceedings, and other producers in the 
geographical area, may also be charging and collecting rates which, although not 
under suspension by the Commission presently, may be unjust, unreasonable, 
unduly discriminatory or preferential under the Natural Gas Act. In addition, 
certificate proceedings are pending for the sale of natural gas within the area in 
which there is involved the question of the appropriate initial rates applicable 
to such sales of natural gas. These proceedings are designated in Appendix 
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“C” hereof. The interests not only of the producers but of the pipeline companies 
purchasing gas produced in the area, interested distributing companies, other 
parties having an interest, and the ultimate consumers for whose protection the 
Natural Gas Act was enacted, would be best served, and our responsibility under 
the statute more fully discharged, if all such proceedings were consolidated for 
hearing purposes with the area rate proceeding herein initiated. 

Because of the large number of persons having interests which may be affected 
by the determinstion contemplated by this order and the consequent procedural 
impracticability of permitting unlimited individual participation of all such 
persons, and in order to expedite the hearing, it is appropriate in the public 
interest that there be established reasonable limitations upon the number of 
persons individually participating in the proceeding, the number of attorneys 
who will be permitted to examine or cross-examine witnesses or otherwise par- 
ticipate in the formal hearings as is contemplated by the Commission’s Rules 
of Practice and Procedure, and the number of witnesses that may be heard upon 
any issue raised in such proceeding. 

The interest of all of the producers in the geographical area as hereinbefore 
described which are subject to the jurisdiction of the Commission, the other 
persons described above, and the public will also be served by providing for a 
prehearing conference as contemplated by the Commission’s Rules of Practice 
and Procedure for effectuation of the purposes specifically mentioned in Section 
1.18 of such rules. Attention is directed to the Commission’s views with respect 
to the use of the conference technique and the ultimate objective of expediting 
the Commission’s hearing proceedings as set forth in Order No. 217, 22 FPC 
872. Among other things, the objectives of the conference shall be to consider 
the type of evidence to be adduced, the order of presentation, the simplification 
and delineation of the issues, and the number of witnesses to be heard on any 
issue or subject. The right to participate in such a conference is predicated 
upon the filing in accordance with the provisions of Paragraph “E” of this 
order of a statement setting out specifically the interests in the proceeding by 
the person or persons seeking an Opportunity to participate therein and the 
orders of the Commission or the rulings of the Presiding Examiner with respect 
thereto. Upon completion of the prehearing conference, the Presiding Examiner 
shall prepare and file with the Secretary of the Commission a summary report 
of such conference. 


The Commission finds: 


(1) To aid in carrying out its authority and responsibility under the Natural 
Gas Act, it is necessary and proper that the Commission on its own motion 
institute a proceeding to determine a just and reasonable area rate or rates 
for sales of natural gas within the geographical area specifically designated 
in Appendix “D”, hereof and that a public hearing be held at a time and place 
to be designated by order of the Commission. 

(2) Good cause exists to consolidate for the purposes of hearing all of the 
proceedings designated in Appendices “B” and “C” hereto with the rate pro- 
ceeding contemplated in Finding (1) above and hereinafter instituted. 

(3) Prior to the subject hearing to be held as contemplated in Finding (1) 
above, a prehearing conference should be held at 10:00 a.m. C.S.T. on March 6, 
1961, for the purposes set forth in Section 1.18 of the Commission’s Rules of 
Practice and Procedure, as amended. 

Pursuant to the provisions of the Natural Gas Act, particularly Sections 4, 5, 
7, 14, 15 and 16 thereof, 
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The Commission orders: 


(A) A proceeding is hereby instituted to determine the just and reasonable 
rate or rates for the sales of natural gas produced in the geographical area 
specifically designated in Appendix “D” hereto, subject to the jurisdiction of 
the Commission and a public hearing shall be held in such proceeding at a time 
and place hereafter to be ordered by the Commission. All persons named in 
Appendix “A” hereto and all parties on whose behalf such persons have filed 
FPC gas rate schedules are hereby made respondents in such proceeding. 

(B) The proceeding hereinbefore instituted shall also encompass issues as to 
whether any rate or charge demanded, observed, charged or collected by any 
natural gas company in connection with such sales is unjust, unreasonable, un- 
duly discriminatory or preferential. 

(C) A hearing shall be held in the proceedings designated in Appendix ‘“C” 
hereto and the proceedings designated in Appendices “B” and “C” be and they 
are hereby consolidated for the purposes of hearing with the proceeding in- 
stituted in Paragraph (A) above. 

(D) A prehearing conference be held pursuant to the Commission’s Rules 
of Practice and Procedure, particularly Section 1.18 thereof at 10:00 a.m. C.S.T. 
on March 6, 1961, in a hearing room of the Federal Power Commission, located 
in the Community Theatre, Midland, Texas, for the purposes specifically set 
forth in said section of such Rules and to afford all interested persons an op- 
portunity to be heard with respect to the procedures to be followed in expedi- 
tiously determining the issues to be tried in the formal area rate hearing herein 
ordered. The prehearing conference proceedings shall be recorded by a reporter 
and such proceedings shall be recessed and reconvened at the discretion of the 
Presiding Examiner. Upon completion of the conference the Presiding Exam- 
iner shall prepare and file with the Secretary of the Commission his report of 
the conference, summarizing therein the issues, procedures and other matters 
considered during such conference and making such recommendations with re- 
spect thereto as he may deem appropriate. 

(E) Any person who desires to participate in the prehearing conference to 
be held at the time and place designated in Paragraph (D) shall, on or before 
February 15, 1961, file with the Secretary of the Commission an original and 3 
conformed copies of a statement of position which shall include, but not be limited 
to, a summarization of the following data: 

(i) His interest in and claimed right to be heard in one or more of these 
consolidated proceedings. 

(ii) The extent to which he desires to participate, i.e., a statement of position, 
presentation of evidence, type of evidence to be presented, number of witnesses, 
ete. 

(iii) His representation, whether as an individual or as a representative for 
an association, group or segment of the natural gas industry, or of ultimate 
consumers. 

(F) Any person, other than the applicants and respondents specifically named 
in Appendices “A,” “B,” and “C,” who desires to participate as an intervener 
in the area rate hearing hereinabove ordered to be held shall, on or before 
February 15, 1961, file a notice of intervention or a petition to intervene with 
the Secretary of the Commission setting forth therein the basis claimed for the 
right to intervene in such proceeding. On or before February 25, 1961, the Secre- 
tary of the Commission shall advise all participants in these consolidated pro- 
ceedings of the names of all persons who have filed notices of intervention or 
petitions for leave to intervene herein. 

(G) A copy of this order shall be published in the Federal Register and served 
upon each of the respondents set out in Appendix “A”, who according to the 
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records of this Commission are known producers of gas within the above described 
area subject to the Commission’s jurisdiction ; also upon all purchasers of natural 
gas in the said area and upon interested States commissions as is provided for 
in Section 1.19 of the Commission’s Rules of Practice and Procedure. 

(H) Edward B. Marsh, a duly qualified and appointed (as provided by Section 
11 of the Administrative Procedure Act) hearing examiner, or his successor 
legally qualified, appointed and designated, is designated to preside at the hear- 
ing herein instituted including the prehearing conference hereinbefore ordered 
and is authorized and directed, in so doing, to exercise all of the functions and 
authority prescribed by the Administrative Procedure Act and this Commission’s 
Rules of Practice and Procedure. 

Commissioner Kline concurs except as to the selection of the area involved. 
He would favor the selection of a larger area. 


APPENDIX D 


Permian Basin, N. Mex.—Counties of Chaves, Eddy, and Lea. 

Texas Railroad Commission District No. 7-C.—Counties of Coke, Concho, 
Crockett, Irion, Kimble, McCulloch, Menard, Reagan, Runnels, Schleicher, Sut- 
ton, Terrell, Tom Green, and Upton. 

Texas Railroad Commission District No. 8—Counties of Andrews, Bailey, 
Borden, Brewster, Cochran, Cottle, Crane, Crosby, Culberson, Dawson, Dickens, 
Ector, El Paso, Floyd, Gaines, Garza, Glasscock, Hale, Hockley, Howard, Hud- 
speth, Jeff Davis, Kent, King, Lamb, Loving, Lubbock, Lynn, Martin, Midland, 
Mitchell, Motley, Pecos, Presidio, Reeves, Scurry, Sterling, Terry, Ward, Wink- 
ler, and Yoakum. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck 
and Arthur Kline. 


PART 205—UNIFORM SYSTEM OF ACCOUNTS FOR CLASS D NATURAL 
GAS COMPANIES, DOCKET NO. R-187 


ORDER NO. 228 
(Issued December 23, 1960) * 


This Commission has under consideration in this proceeding the revision of 
Part 204—Application of Uniform System of Accounts to Class C and Class D 
Natural Gas Companies of Subchapter F—Accounts, Natural Gas Act, of Chapter 
I—Federal Power Commission, Title 18—Conservation of Power, of the Code 
of Federal Regulations (CFR), to prescribe a revised Uniform System of 
Accounts Prescribed for Natural Gas Companies Subject to the Provisions of 
the Natural Gas Act (Class D). That revised System of Accounts, as set forth 
in the attachment to the Notice of Proposed Rulemaking in this docket (25 
F.R. 7955-7970) is prescribed hereinafter to become effective January 1, 1961, 
as a new part of the CFR, Part 205. 

Part 204, §§ 204.1 through 204.8, of said Title and Code correspond to, and 
appear at pages 179-200 of the Commission’s pamphlet publication of its Uniform 
System of Accounts Prescribed for Natural Gas Companies Subject to the Pro- 
visions of the Natural Gas Act, effective January 1, 1940, revised to January 
1, 1954, as amended by Order No. 203 issued May 29, 1958 (23 F.R. 4164, June 
12, 1958). That System of Accounts, as revised and prescribed hereinafter, fol- 


*Published in Federal Register, December 23, 1960 (25 F.R. 18650 et seq.). 

1The Uniform System of Accounts effective January 1, 1940, was prescribed by Com- 
mission Order No. 69 dated November 3, 1939 (4 F.R. 4764, December 5, 1939) ; and was 
contained in the codification and reissuance of the Commission’s general rules promul- 
gated by Commission Order No. 141, December 11, 1947, effective January 1, 1948 (12 
F.R. 8461). 
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lows the numbering system (accounts, instructions, definitions, etc.) used in 
the Notice of Proposed Rulemaking referred to above. 

Important developments in the natural gas industry since the adoption of 
the Uniform System of Accounts effective January 1, 1940, and the experience 
of the Commission over the past 20 years indicated the need for a revision of 
the System of Accounts. Accordingly, this proceeding was commenced by Notice 
of Proposed Rulemaking served upon interested parties, including State and 
Federal regulatory agencies, and by publication in the FrepeRaAL REGISTER on 
August 17, 1960 (25 F.R. 7954). Copies of the proposed revised System of 
Accounts were served and published as a part of the general notice, as hereto- 
fore noted. 

The revisions of the Commission’s System of Accounts, as then proposed are 
prescribed hereinafter as a part of the Commission’s Uniform System of Ac 
counts to become effective January 1, 1961. 

Heretofore, the Commission has not had a separately issued Uniform System 
of Accounts for Class D Natural Gas Companies, as such. The accounting 
requirements presently effective for small utilities (Class C and Class D), 
consist of an abridgment of the accounts for large natural gas companies by 
means of account charts appearing as Appendix II of the pamphlet version of 
the Uniform System of Accounts. In these account charts, the condensed ac- 
counts applicable to the small utilities are indicated by bracketing related ac- 
count titles applicable to Class A and Class B utilities. The result is that small 
utilities have had to work with an inordinate amount of textual materials 
designed for larger utilities. An objective of the System of Accounts, pre- 
scribed hereinafter is to relieve small utilities from that burden. It is believed 
that the revised System of Accounts provides these smaller utilities with a sim- 
plified System of Accounts appropriate for the magnitude of their operations. 
The revised System of Accounts prescribed herein reflects the basic principles 
found in this Commission’s recently issued revised Uniform System of Accounts 
Prescribed for Class A and Class B Natural Gas Companies Subject to the 
Provisions of the Natural Gas Act, Docket No. R-174. The revised System of 
Accounts introduces the following important improvements in this Commission’s 
small utility accounting requirements: 

a. New size classifications for gas utilities ; 

b. Simple plant and expense classifications for manufactured gas; 

e. Certain necessary new accounts ; 

d. New arrangement of balance sheet and certain other accounts to make them 
more informative; 

e. A reduced number of expense account classifications, mainly but not entirely, 
by the discontinuance of segregations of numerous functional accounts as to labor 
and other expenses ; 

f. Expanded items lists of account texts and clearer description of such items 
according to their functional nature, to facilitate use and consistency of respec- 
tive account classifications ; and 

g. Restatements of the accounting aspects of certain accounting interpretations 
issued in the past. 

In recommending the form or revised System of Accounts accompanying the 
Notice of Proposed Rulemaking in this proceeding, the staff of this Commission 
correlated its activities with the activities of the National Association of Railroad 
and Utility Commissions (NARUC) which has recently prepared a form of 
NARUC Uniform System of Accounts for Class D gas utilities. This was done to 
promote continued consistency and uniformity of approach to the common prob- 
lems with which the two accounting systems are concerned; and to assure a 
minimum amount of deviation where the two accounting systems do differ. The 
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staff’s activities in this regard were undertaken mainly with the Committee on 
Statistics and Accounts of the NARUC. 

The aforesaid Notice of Proposed Rulemaking provided for the submission of 
data, views, comments, or protests in writing not later than September 19, 1960. 
To date no such data, views, comments, or protests have been received. 

The Commission recognizes that some burden and expense will have to be borne 
by the accounting and reporting parties affected in connection with the transition 
from the present to the revised System of Accounts. However, the Commission 
is of the opinion that the physical burden and monetary cost of the changeover is 
of minor importance when viewed in relation to the immediate and future bene- 
fits to be derived from the revised System of Accounts as prescribed herein. 

For the convenience of all parties concerned, Appendix A set forth below 
correlates the account titles of the Commission’s Uniform System of Accounts 
applicable to Class D Natural Gas Companies, effective January 1, 1940, with 
the revised System of Accounts prescribed herein effective January 1, 1961. Be- 
ing a schematic presentation only, and of a very general nature, nothing contained 
therein shall be construed as in any way modifying the general or specific ac- 
count titles, texts, and instructions of either of the Systems of Accounts. 

Also, it should be noted that for the period of time required for the preparation 
and publication of the revised System of Accounts prescribed herein in pamphlet 
form, the revised System of Accounts (18 CFR Part 205) will be available in the 
printed form set forth below as Appendix B. 

The Commission finds: 

(1) In view of the foregoing, and upon consideration of all relevant matters 
presented, it is necessary and appropriate for the purposes of the Natural Gas 
Act, that the proposed revised System of Accounts as set forth in the Notice of 
Proposed Rulemaking (25 F.R. 7955-7970), be adopted and promulgated as this 
Commission’s revised Uniform System of Accounts Prescribed for Natural Gas 
Companies Subject to the Provisions of the Natural Gas Act (Class D), effective 
January 1, 1961, all in the manner as hereinafter provided. 

(2) Good cause exists for the adoption of the revised System of Accounts set 
forth herein to be effective as of January 1, 1961. 

The Commission, acting pursuant to the Natural Gas Act, as amended, par- 
ticularly sections 8(a), 10, and 16 (15 U.S.C. 717g, 717i, and 7170) orders: 

(A) Effective January 1, 1961, Subchapter F—Accounts, Natural Gas Act of 
Chapter I—Federal Power Commission, Title 18—Conservation of Power, of the 
Code of Federal Regulations is amended by the addition of a new Part 205 to read 
as set forth in Appendix B below. 

(B) Effective January 1, 1961, all Class D Natural Gas Companies under the 
Natural Gas Act shall keep their accounts in the manner set forth in the revised 

System of Accounts appearing in Appendix B below. 

(C) The Secretary of the Commission shall cause prompt publication of this 
order. 





Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


CITIES SERVICE GAS COMPANY, DOCKET NO. CP60-32 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND PERMITTING AND APPROVING ABANDONMENT OF FACILITIES 
(Issued December 27, 1960) 


By its application filed herein on February 9, 1960, as supplemented on March 
23 and April 11, 1960, Cities Service Gas Company (Applicant), pursuant to 
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Section 7(c) of the Natural Gas Act, seeks a certificate of public convenience 
and necessity authorizing the construction and operation of certain additional 
facilities, as more fully described in the application, in part for the purpose of 
meeting the estimated peak-day demands of Applicant’s existing customers for 
the heating seasons of 1961-1962 and 1962-1963, and, in part, for the purpose of 
meeting Applicant’s contractual commitments to purchase gas in the Barber 
County, Kansas area. The application covers the bulk of Applicant's 1960 
construction and also covers substantial additional construction in the years 
1961 and 1962. The Application also requests an order approving abandonment 
of certain facilities under Section 7(b) of the Natural Gas Act. 
Applicant proposes to construct and operate the following facilities : 


ALDEN STORAGE PROJECT 


(a) In 1960, acquire approximately 2880 acres, develop, and operate an under- 
ground gas storage field, plug and abandon old wells, drill, equip and connect 
approximately 12 new storage wells located in Sections 21, 22, 27, and 28, Town- 
ship 21 South, Range 9 West, Rice County, Kansas. 

(b) In 1960, construct a gas gathering system for the Alden Storage Field ag- 
gregating 1 mile 6’’, .5 mile 8’’, and .5 mile 10’’ pipelines. 

(c) In 1960, construct 12.85 miles of 16’’ line from Section 22, Township 21 
South, Range 9 West, in the Alden Storage Field, thence in a Northeasterly 
direction to Applicant’s existing Lyons Compressor Station located in Section 5, 
Township 19 South, Range 8 West, Rice County, Kansas. 

(d) In 1960, construct 10.1 miles of 16’’ line from the end of Applicant’s 
present 12’’ in the Northwest Quarter (NW%4) of Section 12, Township 21 South, 
Range 7 West, thence in a Northwesterly direction to Section 14, Township 20 
South, Range 8 West, thence North to Applicant’s Lyons Compressor Station. 

(e) In 1961, construct a 1350 horsepower addition to Applicant’s Lyons Com- 
pressor Station and replace present station piping with high pressure pipe and 
related fittings. 

(f) In 1961, construct a semi-automatic glycol dehydration plant with a capac- 
ity of approximately 75,000 Mcf per day at Applicant’s Lyons Compressor 
Station. 

Applicant proposes to abandon and reclaim the following facilities in con- 
nection with its Alden Storage Project: 

(1) Reclaim 9.33 miles of 8’’ pipeline beginning at the end of Applicant’s 
present 12’’ pipeline in the Northwest Quarter (NW) of Section 12, Township 
21 South, Range 7 West, thence northwesterly to the Northwest Quarter (NW) 
of Section 11, Township 20 South, Range 8 West, all in Rice County, Kansas. 

(2) Reclaim certain present station piping in Applicant’s Lyons Compressor 
Station. 

INCREASE CAPACITY KANSAS-HUGOTON 26” 


(a) In 1960, construct a 3600 horsepower compressor station near Monte- 
zuma, Kansas, located in the Northwest Quarter (NW) of Section 25, Township 
28 South, Range 29 West, Gray County, Kansas. Also construct an 1800 horse- 
power addition to this station in 1961. 

(b) In 1960, construct a 3600 horsepower compressor station near Stafford, 
Kansas, located in the Northwest Quarter (NW) of Section 19, Township 25 
South, Range 11 West, Stafford County, Kansas; and construct an 1800 horse- 
power addition to this station in 1961. 
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(c) In 1960, install turbocharging equipment on one existing 1350 horsepower 
unit thus increasing the rating of this engine to 1800 horsepower at Applicant’s 
existing Ulysses Compressor Station located in the Southwest Quarter (SW) 
Section 28, Township 28 South, Range 38 West, Grant County, Kansas. Also 
construct an 1800 horsepower addition in 1961. 

(d) In 1960, install turbocharging equipment to the present 1350 horsepower 
unit to increase the rating to 1800 horsepower, at Applicant’s Sublette Com- 
pressor Station, located in the Northeast Quarter (NE) of Section 2, Township 
29 South, Range 33 West, Haskell County, Kansas. Also construct a 1350 horse- 
power addition to this station in 1962. 

(e) Construct an 1800 horsepower addition to Applicant’s Hugoton Com- 
pressor Station, located in the Northeast Quarter (NE) of Section 3, Township 
29 South, Range 35 West, Grant County, Kansas, in 1961. 

(f) In 1961, construct a new compressor station of 800 horsepower to com- 
press the gas received from United Producing Company, located approximately 
in the Southeast Quarter (SE14) of Section 27, Township 29 South, Range 35 
West, Grant County, Kansas. 

(g) In 1961, loop Applicant’s existing 26’’ pipeline with 2.7 miles of 26’’ pipe- 
line on the discharge side of the proposed Montezuma Station extending from 
the proposed station in the Northwest Quarter (NW) of Section 25, Township 
29 South, Range 29 West, thence East, paralleling the present 26’’ line to the 
Northeast Quarter (NE%) of Section 29, Township 29 South, Range 28 West, 
all in Gray County, Kansas. 

(h) In 1961, construct an 1800 horsepower addition and turbocharge the pres- 
ent 6-1100 horsepower units to a rating of 1350 horsepower each, at Applicant’s 
Hesston Compressor Station located in the Southwest Quarter (SW%4) of Sec- 
tion 8, Township 22 South, Range 1 West, Harvey County, Kansas. 

(i) In 1961, construct a 5400 horsepower compressor station near the town 
of Americus, Kansas, located in the Northwest Quarter (NW) of Section 23, 
Township 18 South, Range 10 East, Lyon County, Kansas. Also construct an 
1800 horsepower addition to this station in 1962. 


ALVA COMPRESSOR STATION 


(a) In 1960, construct an 1800 horsepower addition to Applicant’s Alva Com- 
pressor Station, located in the Northeast Quarter (NE) of Section 36, Town- 
ship 28 North, Range 14 West, Woods County, Oklahoma. 

By letter orders dated May 26 and June 24, 1960, the Commission granted 
temporary authorization for construction and operation of the facilities to be 
constructed in 1960 as above described. 

On July 5, 1960, the Commission issued its Notice of Application and Date 
of Hearing on the matters presented in Docket CP60-32 and on the matters 
presented in another application filed by Cities Service in Docket CP60-52. 
On August 6, 1960, Applicant filed a Notice of Withdrawal of its application 
in Docket CP60—52, and such withdrawal became effective on September 6, 1960, 
pursuant to the provisions of Section 1.11(d) of the Commission’s Rules of 
Practice and Procedure. 

Pursuant to the Commission’s notice of July 5, 1960, a hearing was held 
on September 7, 8 and 19, 1960, respecting the matters involved in and the 
issues presented by the application in Docket CP60-32. The Corporation Com- 
mission of the State of Kansas gave telegraphic notice on September 1, 1960, 
of its intention to intervene and participate in the hearing. The Kansas Com- 
mission was permitted by the Presiding Examiner to participate at the hearing 
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subject to order of the Commission. By Order issued October 4, 1960, the 
Federal Power Commission permitted the intervention of the Kansas Commis- 
sion. The Kansas Commission presented direct sworn testimony and evidence 
supporting the granting of the application. The witnesses for Applicant and 
the Kansas Commission were cross-examined by Staff Counsel. At the con- 
clusion of such direct testimony, the cross-examination thereon, and redirect 
testimony, the case was concluded. No evidence was presented by the Com- 
mission’s Staff. Counsel for the Applicant moved orally at the hearing that 
the intermediate decision procedure be omitted and that the Commission render 
a decision pursuant to Section 1.30(¢c) of the Commission’s Rules of Practice 
and Procedure. Commission Staff Counsel joined in such motion, and no party 
of record opposed. By Order issued October 4, 1960, the Commission granted 
the motion for waiver and omission of the intermediate decision procedure. 

As a part of its 1960 proposed construction, Applicant proposes to add 1800 
horsepower to its existing Alva Compressor Station, located in Woods County, 
Oklahoma. Evidence presented showed that this addition of horsepower will 
result in a reduction in the intake pressure at the Alva Station to a point where 
practically all connected wells in the Barber County, Kansas area can continue 
to feed into Applicant’s gathering system on a ratable basis. The evidence also 
shows that construction of this addition to the Alva Station aids in permitting 
Applicant to meet its contractual commitments with producers in the Barber 
County area. The proposed addition to the Alva Compressor Station is thus 
shown to be in the public interest and a certificate therefore should be granted. 

Evidence adduced at the hearing showed that the Alden Storage Field, located 
in Rice County, Kansas, is geologically suitable for use as a gas storage field. 
Its location is such that during the winter heating season of 1962-1963, after 
the field is filled, the entire peak-day requirements of Applicant’s Hutchinson, 
Kansas-Superior, Nebraska system can be served from the Alden Storage Field, 
thus releasing daily volumes of gas in the amount of 54,702 Mcf (14.73 psia) 
for peak-day requirements at other points on the system. The Alden Storage 
Field project is economically feasible, the facilities proposed are adequate and 
the costs as shown are reasonable. Applicant’s proposed Alden Storage Field 
project, is, therefore, justified and a certificate as requested by the Applicant 
should be granted. In connection with the construction of facilities for this 
gas storage field, certain of Applicant’s present facilities must be abandoned 
and reclaimed. Permission to so abandon and reclaim these relatively minor 
facilities, as requested in the Application, should also be granted. 

For the system peak-day in 1959-1960, Applicant estimated its total firm 
demand to be 1,476,609 Mcf. This system peak-day firm demand is estimated 
to increase 35,228 Mcf for 1960-1961 ; 37,053 Mcf for 1961-1962; and 41,663 Mcf 
for 1962-1963, or a total increase of 113,944 Mcf to a total peak-day firm demand 
of 1,590,553 Mcf in 1962-1963. Applicant’s actual annual demand served (sales, 
fuel, lost and unaccounted for, and storage input) was 412,688 MMcf in 1959. 
The total annual demand to be served with the proposed facilities will not in- 
crease significantly during the 1961 to 1963 period. The sales estimates in the 
record are predicated on the requirements of Applicant’s existing customers and 
also include a proposed sale to Solar Nitrogen Chemicals, Inc. Such sale is the 
subject of Applicant’s pending application in Docket CP61-29. Applicant showed 
that the peak-day and annual demands were estimated on the basis of Applicant’s 
experience, past load growth, and detailed data provided by each distributing 
customer and appear to be accurate and reliable. 
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The facilities proposed by Applicant to be constructed result in increased 
capacity in Applicant’s Kansas-Hugoton line for the period 1960-1961 of 44,970 
Mcf per day, for the period 1961-1962 an increase of 45,796 Mcf per day, and 
for the period 1962-1963 a further increase of 333 Mcf per day—or a total 
peak-day capacity increase over the three-year period of 91,099 Mcf. At the 
same time, operation of the Alden Storage Field resulted in an increased 
peak-day supply of 34,810 Mcf in 1961-1962 and a further increase of 19,892 
Mcf in 1962-1963, or a total increased peak-day supply of 54,702 Mcf. 

Increased supply from the Alden Storage Field (54,702 Mcf) plus increased 
capacity in the Applicant’s Kansas-Hugoton line (91,099 Mcf) result in a total 
increase in peak-day capacity of 145,801 Mcf from the facilities for which au- 
thorization is sought in this proceeding. This increase in capacity is as close 
to the increase in Applicant’s estimated increase in total peak-day firm demand 
of 113,944 Mcf per day as is practically possible, bearing in mind that capacity 
must be available to fill Alden Storage Field in advance of withdrawals there- 
from and that Applicant’s available gas supply is declining during this period 
on portions of its system which are not the subject of this application. The 
evidence shows, therefore, that the facilities proposed herein are required to 
meet Applicant’s increasing peak-day demands for the 1960-1961, 1961-1962 
and 1962-1963 winters. 

In addition to the need for the facilities to serve the increasing demands 
of Applicant’s present customers, another significant reason for the granting 
of the certificate herein was presented in the hearing by the Corporation Com- 
mission of the State of Kansas. Mr. Richard C. Byrd, a member of that Com- 
mission, testified that the duties of the Kansas Corporation Committee include 
responsibilities for the regulation of oil and gas in Kansas so as to prevent 
waste and protect correlative rights. To accomplish these ends, the Kansas 
Commission sets monthly allowables for all wells in the Kansas portion of 
the Hugoton Field. Commissioner Byrd testified that the Kansas Corporation 
Commission has assigned allowables to Kansas-Hugoton wells through which 
Applicant purchases gas which exceed the actual runs from those wells by the 
amount of 70,617,703 Mcf of gas. The Commissioner testified that Applicant 
was underproduced in Kansas, as of August 1, 1960, in that amount. Com- 
missioner Byrd further testified that Applicant’s present facilities have been 
operating at approximately 93% of capacity, and that it was essential that 
Applicant’s pipeline capacity be increased to enable it to take more gas from 
the Kansas-Hugoton Field. The Commissioner further testified that the grant- 
ing of the certificate requested would alleviate Applicant’s underproduced posi- 
tion in the Kansas-Hugoton Field, since the requested capacity would be used 
to take additional gas from that field. The physical limitations of Appli- 
eant’s pipeline, without the construction herein sought, are not such as to 
allow the Applicant to appreciably reduce the underproduction attributed to Ap- 
plicant by the Kansas Corporation Commission. The Kansas Corporation Com- 
mission supported the company’s application in all respects and particularly 
with regard to the facilities to increase the capacity of the Kansas-Hugoton 
line. 

Commissioner Byrd also testified that the Kansas Corporation Commission 
has general regulatory authority over local utility operation in Kansas; and 
that the Kansas Commission felt that it was in the public interest of the State 
of Kansas that the additional capacity herein requested be granted in order 
that Kansas customers could obtain additional volumes of gas. 

The evidence shows that the estimated cost of the proposed facilities is as 
follows: 


676-807—64 
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Such estimated costs were prepared on the basis of a detailed engineering cost 
study and Applicant’s experienced costs for construction of similar character and 
appear to be reasonable and adequate. 

The record shows that the proposed facilities can be financed with cash from 
the company’s treasury funds as proposed by the Applicant. 

The evidence showed that the Applicant has proven reserves, as of January 1, 
1960, in an amount of 8,367,485 MMcf. This reserve volume was determined 
by the use of usual and accepted methods. Applicant has a reserve life index, 
as of January 1, 1961 of 21.2 years. 

A large part of this total reserve, in an amount of 4,991,932 MMcf, is located 
in the Kansas-Hugoton Field, and the construction of the facilities herein 
sought will enable Applicant to avail itself of such gas in larger quantities. 

Other portions of Applicant’s over-all reserves appear to be diminishing more 
rapidly than the company’s Hugoton reserves. Offsetting these declines, how- 
ever, are substantial quantities of gas which Applicant presently has under 
contract although not now connected to its system. These additional quantities 
of gas are not included in the total reserve figures set out above. 

A part of these additional gas volumes are located in the Panoma Gas Field- 
Council Grove Formation in southwest Kansas. In this area, the Council Grove 
Formation lies below the present producing Hugoton Formation. Commis- 
sioner Byrd of the Kansas Corporation Commission testified that this forma- 
tion was a proven gas field and that the Kansas Commission by order in their 
Docket No. 60,024-0 (C-7058) defined the productive limits of the field. Ap- 
plicant presently has under contract in such Council Grove Formation acreage 
which contains estimated reserves in the amount of 808 billion cubic feet of gas. 
Additionally, Applicant presently has under contract, deep rights (below the 
Hugoton and Council Grove Formations) in the Kansas-Hugoton area which 
Applicant estimates to contain 304.8 billion cubic feet of gas. Applicant has 
similar deep rights in the Oklahoma-Hugoton area estimated to contain 87 bil- 
lion cubic feet of gas. Applicant also has under contract acreage in the Davis 
Ranch in Barber County, Kansas, with reserves estimated to be 70.4 billion 
cubic feet, and acreage in Carson, Texas, containing estimated reserves in the 
Red Cave Formation of 69 billion cubic feet. These additional gas reserves 
totalling 1 trillion 339.2 billion cubic feet of gas are not included in Applicant’s 
proven reserves of 8,367,485 MMcf referred to above. 

Additionally, Applicant introduced in testimony a copy of a contract between 
Applicant and Colorado Interstate Gas Company providing for the purchase by 
Applicant of 25 million cubie feet per day for a two-year period. Applicant’s 
Vice President in charge of gas supply testified that spot purchases could be 
negotiated in such quantities at any time the company needed such spot gas. 
The quantity of 25,000 Mcf per day represents only approximately 2.4 % 
of Applicant’s total annual gas requirements. 

This same witness also testified that as of January 1, 1950, the Applicant 
had reserves in the amount of 7,018,658 MMcf of gas; that during the period 
1950 through 1959 Applicant had sold 3,131,028 MMcf, and that as of January 1, 
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1960, Applicant had reserves of 8,367,485 MMcf of gas—an increase in reserves 
of 1,348,827 MMcf. This indicates that Applicant has consistently maintained 

and, indeed, improved its reserve position through the years. Applicant’s Vice 

President in charge of gas supply testified that this established policy with re- 

spect to continually augmenting reserves would be maintained in the future. 

Applicant also presented testimony and exhibits showing that, due to the 
flexibility of its pipeline system, Applicant’s presently proved gas reserves 
(together with the estimated additional reserves above described, and a minor 
volume of spot purchases) could be utilized in at least three ways to provide 
full availability for approximately 12 years. The three availability studies 
upon which this conclusion is based are described below. 

Applicant has gas physically and contractually available to it from the Kansas- 
Hugoton Field in quantities substantially in excess of the capacity of its pipeline 
system to transport such gas to market areas. The record shows that Applicant 
could economically and feasibly construct, if required, a tie-over line from its 
Kansas-Hugoton line to its Oklahoma-Hugoton line which tie line would sub- 
stantially increase the availability of gas from the Kansas and Oklahoma- 
Hugoton Fields. An availability study was prepared on the basis of Applicant’s 
proven reserves, including the increased volumes of gas made available from 
the Kansas and Oklahoma-Hugoton Fields by the construction of such tie line, 
together with annual spot purchases amounting to only 2.4% of total annual gas 
requirements in the first three years and only 5% in the remaining years. Such 
study was also predicated on the Applicant’s estimated requirements as shown 
in this record with a somewhat greater curtailment of interruptible industrial 
demand. Such study shows an availability life of 10 years from January 1, 
1961. 

The availability study just described was based on limiting takes in the 
Kansas-Hugoton Field to 30% of open flow. Applicant’s geologist testified, 
however, that the wells connected to Applicant’s pipeline system in such field 
could be produced at a rate of 42% of open flow. A further availability study 
was then prepared identical to that just described except that availability from 
the Kansas-Hugoton Field was increased from 30% of open flow beginning in 
1969 to a maximum of 42% of open flow in 1972. Without relying on the addi- 
tional reserves of 1,339,200 MMcf described above and based on presently con- 
nected proven reserves, this study showed an availability life of 12 years from 
January 1, 1961. 

As previously stated, the record shows that Applicant has under contract 
1,339,200 MMcf of reserves in addition to the total proven reserves of 8,367,485 
MMcf connected to the system as of January 1, 1960. Of such additional reserves 
under contract, 808,000 MMcf are in the Council Grove Formation of the Panoma 
Gas Field, which the Kansas Commission has found to be a proven gas field. 
An availability study was prepared on the same basis as that last described 
above except that takes from the Kansas-Hugoton Field were limited to 30% 
of open flow and spot purchases were included in an annual amount approximat- 
ing only 2.4% of total annual gas requirements and including gas available 
under Applicant’s contracts in the Panoma Field. Such study also demon- 
strates an availability life or 12 years from January 1, 1961. Such availability 
life could be expected to be somewhat greater if the other additional reserves 
amounting to 531,200 MMcf were also included- 

With regard to the curtailment of Applicant’s interruptible industrial de 
mands, a Vice President of the company testified that it has always been the 
policy of the company to curtail such interruptible demands so that the domestic 
firm load can be served. Applicant’s Exhibit No. 30 shows that in order to 
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achieve a 12-year availability life, Applicant would have to curtail total resale 
and direct interruptible demands to the extent of 43,605 MMcf annually during 
each of the years 1964 through 1972 and in lesser amvuunts during preceding 
years. Such curtailment is to be compared with Applicant’s curtailment expe- 
rienced in recent year of approximately 10 percent of total interruptible demands 
or about 22,000 MMcf per year based on the total interruptible demands shown 
on Exhibit No. 30 for the years 1964 through 1972. 

In summary, applicant has shown an availability life of 12 years based on 
somewhat greater curtailment of industrial load when takes from the Kansas 
Hugoton field are increased up to 42% of open flow in the years 1969 through 1972 
or when gas available under Applicant’s contracts in the Panoma field are re- 
flected in the availability study. In view of the foregoing, Applicant’s gas re- 
serves appear to be reasonably adequate to support a certificate for the facilities 
proposed herein. 

Further in this connection, the accomplishment of the 12 years availability 
life as shown in Applicant’s Exhibit Nos. 30 and 31 involves variously (1) future 
expenditures for additional facilities, (2) curtailment of resale and direct inter- 
ruptible sales in amounts greater than the curtailment of approximately 10% 
experienced by Applicant in recent years, and (3) dependence either on the suc- 
cessful development of Applicant’s reserves under contracted acreage or on 
increasing takes from the Kansas-Hugoton field up to a maximum of 100% deliv- 
erability in the years 1969-72. Such additional facilities, substantial success in 
drilling of Applicant’s undeveloped reserves under contract, and increased takes 
from the Kansas-Hugoton field, as shown in the record in this proceeding, may 
be reasonably envisaged. The lack of margin in availability life beyond the 
minimum of 12 years favored by the Commission, however, leads to the conclu- 
sion that applicant should be required by an appropriate condition on the certifi- 
eate to be issued herein to limit its total annual sales beginning in the calendar 
year 1961 to the total demands served as shown on Exhibit Nos. 30 and 31. Such 
condition shall be effective until Applicant makes a showing, satisfactory to the 
Commission, that its proven reserves and the other factors reflected in Exhibit 
Nos. 30 and 31, together with such additional reserves or increased deliverability 
as may become available to Applicant, give an availability life of at least 12 
years without the necessity of curtailment of interruptible demands in excess of 
the usual curtailment of approximately 10%. 


I'he Commission further finds: 


(1) Cities Service Gas Company (Applicant), a Delaware corporation, having 
its principal place of business in Oklahoma City, Oklahoma, is a “natural-gas 
company” within the meaning of the Natural Gas Act as heretofore found by 
the Commission. 

(2) The facilities proposed to be abandoned, as heretofore described, are used 
in the transportation and sale of natural gas in interstate commerce, subject 
to the jurisdiction of the Commission, and the abandonment thereof by Applicant 
is subject to the requirements of Subsection (b) of Section 7 of the Natural Gas 
Act. 

(3) Such abandonment by Applicant, as hereinbefore described, is permitted 
by the public convenience and necessity, and an order authorizing and approving 
same should be issued as hereinafter provided. 

(4) The facilities proposed to be constructed and operated as heretofore 
described are to be used in the transportation and sale of natural gas in inter- 
state commerce, subject to the jurisdiction of the Commission, and the construc- 
tion and operation thereof by Applicant are subject to the requirements of Sub- 
sections (c) and (e) of Section 7 of the Natural Gas Act. 
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(5) The proposed acquisition of interests in lands in Rice County, Kansas, 
and the construction and operation of the facilities as hereinbefore described, are 
required by the public convenience and necessity, and a certificate therefor 
should be issued. 

(6) Subject to the conditions of the certificate issued hereby, Applicant is 
able and willing to do the acts and to perform the service proposed and to con- 
form to the provisions of the Natural Gas Act, and the requirements, rules and 
regulations of the Commission thereunder. 

(7) The construction and operation of the facilities proposed by Applicant, 
: and the sales of natural gas by them, are required by the public convenience 
and necessity, and certificates therefor should be issued as hereinafter ordered 
and conditioned. 

(8) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (ce) (3), (c) (4), (d) and (e) of 
Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
should attach to the certificate hereinafter issued and to the exercise of the 
rights granted thereunder. 


,ClUT'WS OUD 


“= 


) The Commission orders: 
(A) A certificate of public convenience and necessity be and the same is hereby 


issued to Cities Service Gas Company authorizing it to construct and operate 

the facilities hereinbefore described, all as more fully described in the application 
L for the transportation and sale of natural gas as therein set forth, subject to 
; the jurisdiction of the Commission upon the terms and conditions of this order. 
(B) This certificate shall be accepted in writing, and under oath by a respon- 
sible official of Applicant and the general terms and conditions set forth in 


paragraphs (a), (b), (c)(3), (c)(4), (d) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas Act shall attach to the issuance 
of the certificate granted in paragraph (A) hereof, and to the exercise of the 
rights granted thereunder. 
(C) Applicant be and it is hereby granted permission and approval for the 
abandonment of the natural gas facilities as hereinbefore described. 
(D) Applicant shall report to the Commission in writing, the effective date or 
dates of the abandonment of the facilities authorized herein. 
(E) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act, is hereby 
fixed at 27 months from the date on which this order issues. 
(F) Applicant shall limit its total annual sales of natural gas to an amount 
approximately equal to the total demands served as shown in line 43 of Exhibit 
No. 30 beginning with the calendar year 1961 and in each calendar year there 
after until Applicant makes a showing, satisfactory to the Commission, of the 
type described above or otherwise, that such restriction should be eliminated or 
modified. 


3efore Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 
COLORADO INTERSTATE GAS COMPANY, DOCKET NO. CP61-72 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 27, 1960) 


On September 8, 1960, as supplemented on October 6, 1960, Colorado Interstate 
Gas Company, P.O. Box 1087, Colorado Springs, Colorado, (Applicant), filed in 
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Docket No. CP61-72 an application pursuant to Section 7(c) of the Natural Gas 
Act for a certificate of public convenience and necessity authorizing the short- 
term sale and delivery of a daily volume of up to 50,000 Mcf of natural gas to 
Cities Service Gas Company (Cities Service) for the period ending January 1, 
1963, and to construct and operate a meter station to effectuate such deliveries, 
all as more fully set forth in the application and supplement. 

The proposed sale and delivery are to be made pursuant to a contract be 
tween Applicant and Cities Service dated August 30, 1960, calling for the pur- 
chase of a minimum of 25,000 Mcf per day and a maximum of 50,000 Mcf per 
day by Cities Service until January 1, 1963, the purpose being to provide Appli- 
cant with a market for excess gas reserves which Applicant has obligated itself 
to take or pay for in anticipation of its expansion program, application for which 
is presently before the Commission in Docket No. G—16904 (Provo Project). 

The proposed delivery point will be at the intersection of Cities Service’s 
20-inch pipeline in Texas County, Oklahoma, with Applicant’s 20-inch Green- 
wood-to-Hooker pipeline. Cost of the proposed meter station is estimated at 
$9,350 which will be financed from Applicant’s working funds. 

Sales will be made under Applicant’s Rate Schedule X-10 at 14.5 cents per 
Mcf as contemplated by Applicant and Cities Service in a letter agreement dated 
August 30, 1960. 

Temporary authorization to construct and operate the facilities, and to sell 
natural gas as proposed in the application in this proceeding was granted to 
Applicant on November 7, 1960. The letter granting this authority also accepted 
for filing Applicant’s FPC Rate Schedule X-10. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 15, 1960, respecting the matters involved in and the issues presented 


by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission's 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Colorado Interstate Gas Company, a Delaware corporation 
having its principal place of business in Colorado Springs, Colorado, is a “natural- 
gas company” within the meaning of the Natural Gas Act, as heretofore found 
by the Commission in its order of June 5, 1945, in Docket No. G-294 (4 FPC 
936). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication and exhibits, as supplemented, in this proceeding, are proposed to be 
used in the transportation and sale of natural gas in interstate commerce, sub- 
ject to the jurisdiction of the Commission, and the construction and operation 
thereof and the proposed sale and delivery of natural gas by Applicant are sub- 
ject to the requirements of Subsections (c) and (e) of Section 7 of the Natural 
Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities and the proposed 
sale and delivery of natural gas by Applicant are required by the public con- 
venience and necessity and a certificate therefor should be issued as hereinafter 
ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (b), (c) (3), (c) (4) and (e) of Section 157.20 
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of the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the certificate hereinafter granted to Applicant and to the 
exercise of the rights granted thereunder, and that the time within which con- 
struction of the facilities authorized by this order shall be completed and placed 
in actual operation should be fixed at 3 months from the date on which this order 
issues. 

(6) The volume of natural gas which Applicant may deliver to Cities Service 
for the period ending January 1, 1963, should be limited to a maximum of 50,000 
Mcf per day, as proposed. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Colorado Interstate Gas Company to construct and operate the 
facilities hereinbefore described, as more fuliy described in the application and 
exhibits, as supplemented, in this proceeding, and to sell and deliver natural gas 
to Cities Service Gas Company as therein set forth, subject to the jurisdiction 
of the Commission, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Comniission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation as provided by paragraph (b) of Sec- 


tion 157.20 of the Commission’s Regulations under the Natural Gas Act, is hereby 
fixed at 3 months from the date on which this order issues. 

(D) The volume of natural gas which Applicant may deliver to Cities Service 
for the period ending January 1, 1963, is hereby limited to a maximum of 
50,000 Mcf per day, as proposed in the application. 


EL PASO NATURAL GAS COMPANY, DOCKET NO. G-—16235; PACIFIC 
NORTHWEST PIPELINE CORPORATION,’ DOCKET NO. G—16237; COLO- 
RADO INTERSTATE GAS COMPANY, DOCKET NO. G-16904 


ORDER ISSUING CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY AND GRANTING 
APPLICATIONS UNDER SECTION 7(b) OF THE NATURAL GAS ACT 


(Issued December 27, 1960) * 
Syllabus 


1. Proposed rates accepted as initial rates, but without approving cost of service 
presentations, which can be more appropriately and accurately reviewed in a 
rate proceeding. P. 1141. 

2. El Paso’s project will provide new and necessary long-term supply for Cali- 
fornia at slightly less cost than Transwestern supply; give that market direct 


1 Since El Paso’s acquisition of the facilities of Pacific Northwest, approved by the Com- 
mission on December 23, 1959, in Docket No. G-13018, et al., El Paso has become the 
applicant in this docket. 


*Pxaminer’s decision appears on p. 1147. See opinion No. 393, upon rehearing, 30 FPC 
77. 
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access to El Paso’s gas fields in Wyoming; enable El Paso to make fuller 

use of its Northwest Division facilities at higher load factor with resulting 

economies and increased flexibility of operation of its system. P. 1141. 

. Establishment of direct outlet to substantial and growing California market 
from Wyoming fields should stimulate further development in this area. 

P. 1142. 

. With improvement in over-all supply and abandonment of sale to Colorado 

it appears that El Paso has sufficient reserves to support new service. P. 1143. 

. Growing California market will absorb these volumes without material change 
in pattern of service presently necessary to meet its over-all fuel requirement 
and public interest will be better served by constructing this project now 
rather than deferring it until a fuel crisis exists, at which time this or com- 

parable supply might not be available. P. 1144. 

. Commission authorizes abandonment of sale of natural gas by El Paso to 

Colorado under Section 7(b) of the Natural Gas Act. P. 1146. 

. Commission issues certificates of public convenience and necessity under 

Section 7 of the Natural Gas Act to El Paso and Colorado. P. 1146. 

Allen R. Grambling and George D. Horning, Jr. for El Paso Natural Gas 
Company. 

James L. White, Henry F. Holland, Peter J. King and Bazter F. Holland for 
Colorado Interstate Gas Company. 

Jacob Goldberg for Pleateau Natural Gas Company. 

E. A. Stansfield for The Pueblo Gas and Fuel Company and Public Service 
Company of Colorado. 

Milford Springer and Robert M. Olson for Southern Counties Gas Company of 
California. 

Harry P. Letton, T. J. Reynolds and Henry Lippitt II for Southern Cali- 
fornia Gas Company. 

Joseph L. Rensch for Southern Counties Gas Company of California and 
Southern California Gas Company. 

Stanley Mosk and William M. Bennett for State of California. 

Richard H. Peterson, F. T. Searls and Malcolm H. Furbush for Pacific Gas & 
Electric Company. 

Rollin E. Woodbury and John R. Bury for Southern California Edison Com- 
pany. 

Roger Arnebergh and T. M. Chubb for The City of Los Angeles. 

Donald EH. Kelley, Charles S. Rhyne and Herzel H. H. Plaine for The City and 
County of Denver. 

Gordon D. Hinds and J. Parker Connor for City of Pueblo, Colorado. 

C. Hayden Ames for San Diego Gas & Electric Company. 

Clarence H. Ross, Charles C. McDugald, Kenneth W. Wagner, Roland Whit- 
man and Lowell HE. Sachoff for Natural Gas Pipeline Company of America. 

EH. A. Stansfield for Colorado-Wyoming Gas Company. 

Gerald H. Trautman for Richfield Oil Company, Standard Oil Company of Cali- 
fornia, Golden Bear Oil Company, Lloyd Corporation, Ltd., National Oil Com- 
pany, Thornbury & Geis, Mt. Diablo Company, Bonmac Oil Company, Marco 
Oil Company, Atlas Royalties, Inc., McGreghar Land Company, Petroleum 
Supply Company, Frank Goldman and Oil Producers Agency of California, 

Justin R. Wolf and Charles A. Case, Jr. for Northwest Natural Gas Company. 

Joseph 8. Jones, B. Z. Kastler, Jr., John W. Scott and Louis L. DaPra for Moun- 
tain Fuel Supply Company. 

Edward F. Richards for Utah Gas Service Company and Utah Gas Fuel 
Company. 
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John C. Gibbs, Ishier Jacobson, Reuben Goldberg and Bernard M. Fischman 
for Citizens Utilities Company. 

Clinton C. Cornelius for Utah-Wyoming Coal Operators Association. 

Jerome McGrath and James A. Gammon for National Coal Association, United 
Mine Workers of America and Fuels Research Council, Inc. 

Robert BE. Lee Hall for National Coal Association. 

Welly K. Hopkins for United Mine Workers of America. 

P. L. Jones and Milton J. Allen for Natural Gas Company of Southern Utah. 

Don Hacking for Utah Public Service Commission. 

F.T. Henry and Louis Johnson for City of Colorado Springs, Colorado. 

John B. Wright for Raton Natural Gas Company. 

Roderick B. Cassidy, Franklin G. Campbell and William L. Cole for California 
Public Utilities Commission. 

Duke W. Dunbar, Henry E. Zarlengo and Jacob Goldberg for Colorado Public 
Utilities Commission. 

Thomas O. Miller for Public Service Commission of Wyoming. 

Fred M. Standley, Alfred P. Whittaker and Frederick G. Von Huben for New 
Mexico Public Service Commission. 

Dean C. Mabry for City of Trinidad, Colorado. 

Ezekiel G. Stoddard for Nevada Natural Gas Pipe Line Company and California 
Pacific Utilities Company. 

Daniel OC. Arnold, Raybourne Thompson and J. Evans Attwell for Trans- 
western Pipeline Company. 

C. Louis Knight for the Staff of the Federal Power Commission. 

Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 

The applications in these dockets concern the “Rock Springs” project of 
El Paso Natural Gas Company (El Paso) and Colorado Interstate Gas Com- 
pany (Colorado) to construct facilities, estimated to cost Colorado $99,745,673 
and El Paso $58,685,000, necessary to deliver 470,000 Mcf* on a peak day to 
Southern California Gas Company and Southern Counties Gas Company (referred 
to collectively as Southern) by means of a new pipeline from the present Colorado- 
El Paso interconnection at El Paso’s Station 6, near Rock Springs and Green 
River, Wyoming, to a point on the California border near Las Vegas, Nevada, 
and to increase service to Colorado’s Rocky Mountain customers. 

Colorado proposes: 

(1) to replace its obsolescent 20 and 22-inch Bivens-to-Denver line with 359 
miles of new 20, 26, 30, and 34-inch pipeline ; 

(2) to construct new Keyes Field, Morton County, Mocane Field, Table Rock 
Field, and City of Trinidad laterals; 

(3) to add new compressor stations to, and reverse the flow in, its Denver-to- 
Green River line; 

(4) to transport, sell, and deliver to El Paso at, or near, El Paso’s Station 6 
(near Colorado’s Green River Station) 235,000 Mcf of gas per day, at an esti- 
mated average cost of 28.12 cents per Mcf (third year), and to deliver additional 
gas to existing Rocky Mountain customers; 

(5) to construct 155 miles of 34-inch pipeline from Station 6 to Provo, Utah; 

(6) to transport from Station 6 and deliver to El Paso at Provo, Utah, up to 
470,000 Mcf per day of El Paso’s gas. 

El Paso proposes: 


2 Volumes at 14.9 psia. 
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(1) to construct 395 miles of 34-inch pipeline from Provo, Utah, to a point on 
the California border near Las Vegas, Nevada; 

(2) to abandon its present sale to Colorado at Station 6 of 100,000 Mcf per 
day; 

(8) to deliver to Colorado at Station 6 up to 470,000 Mcf per day (235,000 Mcf 
purchased from Colorado and 235,000 Mcf from El Paso’s own sources of supply), 
and to take delivery of these volumes from Colorado at Provo, Utah; 

(4) to transport these volumes to the California border for sale to Southern, 
at a maximum price of 40 cents per Mcf. 

Raton Natural Gas Company intervened in these proceedings to secure deliv- 
eries from Colorado’s Trinidad lateral of 2,119 Mcf per day in the third year of 
service. 

On July 15, 1960, the presiding examiner issued his initial decision granting, 
subject to Commission review, the various applications herein. Exceptions to 
this decision were filed by Natural Gas Pipeline Company of America (Natural), 
Colorado Public Utilities Commission (Colorado PUC), City and County of 
Denver (Denver), Southern California Edison Company (Edison), the Coal 
Interests, the Oil Companies,’ the Section 7(a) applicants,‘ and the Commis- 
sion staff. On September 27, 1960, oral argument was presented by El Paso, 
Colorado, Southern, City of Los Angeles, and the parties that had filed excep- 
tions. At the oral argument Natural announced that it had reached an agree- 
ment with Colorado concerning Colorado’s sale to Natural from the Mocane- 
Laverne area and asked leave to withdraw its exceptions filed herein. On con- 
sideration of the whole record in this proceeding, we find that the result reached 
by the examiner is substantially correct. For the reasons outlined below, and 
subject to certain conditions, the applications herein should be granted. 

Colorado’s Proposals. The evidence indicates that the project proposed by 
Colorado is an economical means of replacing an obsolescent portion of Colorado’s 
line, which will, at the same time, provide at least 44,000 Mcf per day of addi- 
tional capacity for Colorado’s Rocky Mountain customers and make possible 
a future expansion of 100,000 Mcf per day with additional compression only ; that 
it will for the first time make full and economic use of Colorado’s Green River 
line; and that it will, in combination with El Paso’s project, give the rapidly 
expanding California market access to sources of supply in the Panhandle 
and Hugoton areas and the developing Mocane-Laverne area in northern Okla- 
homa. Colorado’s exhibits and testimony with regard to gas supply, financing, 
markets, and economic feasibility have not been questioned and are adequate 
to support the issuance of the requisite certificates. 

The principal questions raised by interveners and the staff concern the rates 
to be charged by Colorado for gas delivered to El Paso and the existence and 
relative merits of alternative means of providing all or part of the proposed 
service to the Colorado and California markets. With regard to the volumes 
to be delivered to California from Colorado’s Hugoton, Panhandle, and Mocane- 
Laverne sources of supply, it is claimed that the proposed route is circuitous 


®*Standard Oil Company of California. Oil Producers Agency of California. Richfield 
Oil Corporation, Golden Bear Oil Company, Lloyd Corporation, Ltd., National Oil Com- 
pany, Thornbury & Geis, Mt. Diablo Company, Bonmac Oil Company, Marco Oil Company, 
Atlas Royalties, Inc., McGreghar Land Company, Petroleum Supply Company, and Frank 
Goldman. 

* Applications of Plateau Natural Gas Company, Docket No. G—18280, Pueblo Gas and 
Fuel Company, Docket No. G—19216, and Public Service Company of Colorado, Docket No. 
G—19225, under Section 7(a) were originally consolidated with this proceeding but were 
severed herefrom and granted by order issued December 14, 1960, in the aforementioned 
dockets. [Supra, p. 1064.] 
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and that substantially the same volumes of Colorado gas are presently being 
transported much more cheaply to California through El Paso’s existing system 
by means of a temporary three-way exchange in which Colorado sells Pan- 
handle gas to El Paso, delivers it to Northern near Dumas, Texas, and Northern’s 
subsidiary, Permian Basin Pipeline Company, supplies equivalent volumes of 
Permian Basin gas to El Paso at Plains, Texas. The temporary certificate 
authority for this sale will terminate on January 1, 1961. The staff suggests 
that if this sale were made on a permanent basis there would be no need for the 
new Colorado facilities to carry this gas, or its equivalent, to California. How- 
ever, this temporary sale is not interchangeable, or even comparable, with the 
present project since it has provided no new firm service to California, but only 
a temporary addition to El Paso’s over-all supply. It does not give the Califor- 
nia market access to present and future reserves in the general Panhandle- 
Hugoton area, since the gas which has actually been delivered to El Paso comes 
from the Permian Basin. The physical distances from Colorado’s supply areas 
to California via the route proposed herein are not substantially longer than 
those along a hypothetical route via Dumas and Plains. Even assuming such a 
supposed route were possible, it could not, as the present project will, make use of 
Colorado’s existing Green River line. The use of this line as proposed will also 
give the California market access to Colorado’s sources of supply in Wyoming, 
and should stimulate further development in that area. 

Denver and Colorado PUC claim that Colorado’s statement that the project 
as proposed would be cheaper to its existing customers than an equivalent 
project without sales to California was unsupported by any detailed factual 
study, and that Colorado has, therefore, failed to demonstate that its proposal 
is required by the public convenience and necessity. While the evidence on this 
point is not entirely satisfactory, it is clear that Colorado’s Rocky Mountain 
customers will benefit from the more economic use to be made of the Denver- 
to-Green River line, the replacement of the obsolescent Bivens-to-Denver line, 
and the discontinuance of Colorado’s costly purchases of gas from El Paso at 
Green River (El Paso’s Station 6). The project will provide new capacity suf- 
ficient to meet the increased requirements of these customers during the present 
winter and with additional compression can be expanded to provide a further 
100,000 Mcf per day. There is no reason to doubt that Colorado will continue 
to provide for the needs of its present markets. 

In designing its proposed rates for sales to El Paso at Station 6, Colorado has 
employed a 3.75 cent differential in favor of pipeline sales in allocating com- 
modity costs between its pipeline sales and its general and interruptible service. 
Denver and Colorado PUC assert that this differential is unjustified and should 
be disallowed. We agree that the methods used by Colorado to arrive at its 
rates to El Paso should not be approved at this time, but it does not appear that 
a correct analysis of Colorado’s cost of service would reach a substantially 
different result. 

The cost of service principles advanced by Public Service, in particular its 
allocation of specific gas supplies and production and transmission facilities to 
specific customers, are not in accordance with Commission precedent. We are 
of the opinion that Colorado’s proposed rates for service to El Paso may be 
accepted as initial rates, but without approving Colorado’s cost of service 
presentation, which can be more appropriately and accurately reviewed in a rate 
proceeding. 

El Paso’s Proposals. The record sufficiently establishes that El Paso’s project, 
as proposed, will provide a new and necessary long-term supply for the rapidly 


5 See applications filed in Docket Nos. G—-16105 and G—15811. 
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expanding California market at a slightly lesser cost than the recently author- 
ized Transwestern supply ; that it will give that market direct access to El Paso’s 
new and developing gas fields in Wyoming; that it will enable El Paso to make 
fuller use of its Northwest Division facilities, at a higher load factor, with 
resulting economies to Northwest Division customers; and that it will increase 
the flexibility of operation of El Paso’s extensive system. The evidence ad- 
duced by El Paso with regard to the design, cost, and financing of its proposed 
facilities has not been questioned and is satisfactory. At the agreed maximum 
rate of 40 cents per Mcf until January 1, 1964, El Paso’s exhibits show that the 
proposed facilities, considered as a separate unit, will earn a return of 3.93 per- 
cent in 1962 and 4.52 percent in 1963; and that, using the contract rates of $2.84 
per Mcf, demand charge, and 29.0 cents per Mcf, commodity charge, they will 
earn a return of 7.78 percent in 1964. Although we do not agree with the 
methods and principles used in El Paso’s cost of service presentation, and cannot 
in this proceeding approve a contract rate to become effective in 1964, the level 
of the proposed initial rate and the estimated revenues at that rate appear to be 
reasonable. 

The staff and several of the interveners have argued that the route by which 
the gas from El Paso sources is proposed to be delivered in unduly circuitous 
since El Paso’s flow diagram shows that 85 percent of the requisite gas will 
come from the San Juan Basin on a peak day. However, El Paso’s other 
evidence indicates that, owing to the low load factor operation of Northwest 
Division service, on an average day approximately 85 percent of this El Paso 
gas will come from the fields in the vicinity of El Paso’s Station 6, the Wyoming 
fields in particular. This gas will flow to the California market in almost a 
straight line along the proposed route. The establishment of a direct outlet 
to the substantial and growing California market from the Wyoming fields 
should stimulate further development in this area. With a relatively small 
increase in reserves and deliverability El Paso’s Wyoming fields would supply 
virtually all of the gas presently proposed to be delivered by El Paso for this 
project. El Paso claims that the proposed facilities will also enable future 
supplies of Canadian gas to reach the southern California market either directly 
or “by displacement”, but there is nothing in this record to show that such a 
possibility would necessarily be economic. 

The staff has suggested that the ownership by Colorado of a part of the Rock 
Springs line might present some impediment to the present and future operation 
of the project as a coordinate part of El Paso’s service to southern California. 
Under its contract with El Paso, Colorado agrees to transport whatever volumes 
are tendered to it by El Paso up to a maximum of 470,000 Mcf per day (after 
January 1, 1962) as well as any additional volumes that become available as 
a result of El Paso’s receipt of Canadian gas at Kingsgate, and to “cooperate 
to make maximum economic utilization of the facilities.” Rather than to require 
a complete reorganization of the applicants’ proposals, we think that the degree 
of control necessary to the flexible operation and future expansion of this project 
as an integral part of El Paso’s system can be assured by requiring Colorado to 
amend its agreement with El Paso to state more specifically than at present 
that Colorado will transport whatever additional volumes are tendered by 
El Paso up to the maximum economic capacity of the line of about 700,000 Mcf 
per day. 

In this and prior cases, questions have been raised concerning the adequacy 
of El Paso’s over-all gas supply, particularly with reference to its estimates of 
its San Juan Basin reserves. Our order issued November 27, 1959, in Docket 
No. G-12580, stated that “any future authorizations to El Paso will have to be 
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based on additional reserves in excess of the annual increments necessary to 
maintain the existing minimum balance for its present services.” A comparison 
of the evidence submitted by the staff in that proceeding with its more detailed 
estimates herein shows an increase of 35 percent in El Paso’s San Juan Basin 
reserves. Elsewhere, El Paso has obtained substantial new supplies from the 
Aneth and Bisti areas, the Hoge Ranch area, and from Canada. With this 
improvement in El Paso’s over-all supply and the abandonment, authorized 
herein, of the sale to Colorado of an average of 100,000 Mcf per day at Station 6, 
it appears that El Paso has sufficient reserves to support the new service 
proposed herein. 

Southern’s Market. The estimates of the market on which the economic feasi- 
bility of this project largely depends were presented by Southern as an inter- 
vener. Southern’s exhibits show that in addition to using storage to improve 
its system load factor it has balanced its firm sales with interruptible sales 
which, from 1955 to 1958, ranged from 48 to 48 percent of total sales and were 
estimated at 45 and 47 percent of total sales in 1959 and 1960. These sales 
supply an average of approximately 74 percent of the total fuel requirements of 
the interruptible market, the balance being supplied by fuel oil. Southern’s 
estimates for 1961-65, based on normal year requirements (1800 degree days, nor- 
mal business activity, and normal hydroelectric generation), indicate that with 
the incremental supply proposed herein Southern will be able to meet 82 percent 
of its interruptible customers’ fuel requirements from 1961 to 1964. These esti- 
mates reflect an agreed reduction in deliveries from Transwestern. In 1965, 
with Transwestern deliveries increased to their maximum presently xuthorized 
level, Southern will be able to furnish 77.3 percent of the fuel requirements of its 
interruptible market. During this five-year period, Southern’s interruptible 
sales will average approximately 49 percent of its total sales. Without the Rock 


Springs supply, Southern’s interruptible service would diminish markedly begin- 


ning in 1962 and would constitute only 35 percent of Southern’s total sales in 
1965. 


The record sufficiently establishes that the Rock Springs supply is necessary 
to enable Southern to continue to provide service to its firm and interruptible 
customers in approximately the same ratio as heretofore. In addition, it will 
prevent a curtailment of firm service in a cold year (2342 degree days) occurring 
after 1963; and it will assist Southern in meeting extreme peak day firm re 
quirements after 1962. 

The oil companies assert that Southern’s estimates overstate the requirements 
of the southern California market and understate Southern’s annual supplies 
from Transwestern, and from California sources. The additional 50,000 Mcf 
per day to be delivered in 1963-64 under the provisions of Transwestern’s con- 
tract with Southern will require substantial additional facilities, for which no 
certificate application has been filed, and was properly excluded from Southern’s 
estimates. Southern’s figure of 314,400 Mcf per day to be-received from Cali- 
fornia sources in 1965 is derived by trending actual receipts during the 1953-58 
period. The Oil Companies suggest that a more realistic figure would be ob- 
tained by trending actual receipts since 1943. After reviewing the evidence and 
argument on this subject, we conclude that Southern’s estimates are conservative 
but not unreasonable, particularly in view of the low daily minimum delivery 
obligations and consequent uncertainty of California supplies. 

With one qualification, Southern’s estimates of the growth of its firm and in- 
terruptible market are supported by the evidence and are reasonable. The 
qualification concerns Southern’s sales to Southern California Edison Company, 


whose contract with Southern will expire in 1962 unless renewed. It appears 








































































1144 FEDERAL POWER COMMISSION 


from Edison’s statements as intervener in the present proceedings that the re- 
newal by Edison of its contract for the normal five-year term is contingent on 
the success or failure of its efforts to secure an independent out-of-state supply 
of gas. Since we have no direct jurisdiction over either Edison or Southern, 
the question of whether it is in the best interests of the southern California con- 
sumers that Edison’s gas requirements be supplied by Southern, or in some other 
manner, is one which can only be finally resolved by the Public Utilities Com- 
mission of the State of California. Southern’s application for authority to con- 
struct the California segment of this project is presently pending before that 
Commission, and its decision thereon will involve consideration of the Edison 
sale, and its relative importance to this project, in the context of the present 
and future needs of the southern California fuel market as a whole. Since El 
Paso has a firm contract with Southern, it is sufficient for purposes of this de- 
cision that the certificates issued herein be conditioned on the approval of South- 
ern’s part in this project, including its proposed markets, by the California Com- 
mission. 

Southern has stated that one of the effects of the addition of this and the 
Transwestern supply, will be a deficiency in Southern’s revenues under its 
present rates which will be met by increasing the rates of its firm customers. 
We do not think, on the basis of the record before us, that the cost to the firm 
customers outweighs the benefits they will receive from this project. However, 
questions raised herein as to Southern’s present and future rates are within 
the primary jurisdiction of the Public Utilities Commission of the State of Cali- 
fornia, and can only be authoritatively resolved in its decision on Southern’s 
application. 

In general, the parties questioning Southern’s evidence as to market and sup- 
ply do not suggest that the Rock Springs volumes will never be needed in south- 
ern California, but they argue that the fact that Southern proposes to reduce its 
deliveries from Transwestern and El Paso temporarily and to use its incre- 
mental supply principally to support increased sales to its interruptible cus- 
tomers during the first three or four years of the project indicates that the 
project is premature. On the other hand, the City of Los Angeles, intervening 
as one of Southern’s largest interruptible customers and as representative of 
more than 800,000 gas consumers within the city, urged the immediate author- 
ization of the project. Our conclusion from the record as a whole is that the 
growing California market will absorb these volumes without material change in 
the pattern of service presently necessary to meet its over-all fuel requirements 
and that the public interest will be better served by constructing this project now 
rather than deferring it until a fuel crisis exists, at which time this or a com- 
parable supply might not be available. 

Natural’s Settlement with Colorado. The principal matter in controversy 
between Natural and Colorado in this proceeding concerns Colorado's sale of 
gas to Natural at Hooker Station. By order issued April 1, 1954, in Docket 
No. G-—2269, Colorado was authorized to construct a pipeline from Morton 
County, Kansas, to Hooker Station and to sell gas to Natural under Colorado’s 
Rate Schedule H-1, which rate includes a transportation charge for the use 
of the Hooker line. By order issued February 11, 1959, in Docket No. G—16904, 
Colorado was granted temporary authority to extend the Hooker line to the 
Mocane-Laverne area. These facilities have been constructed, and since that 
time Colorado has used the Mocane lateral rather than the Hooker line to 
make deliveries to Natural. Colorado’s application herein contemplates that 
this arrangement shall be permanent but makes no provision for any tariff 
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change necessary to reflect this change in service. At the oral argument Nat- 
ural announced that it had agreed with Colorado to take delivery of Mocane- 
Laverne gas on a permanent basis at the discharge side of Colorado’s gasoline 
plant in the Mocane-Laverne area by means of a new 8-mile line to be con- 
structed by Natural from that plant to Natural’s main line in Beaver County, 
Oklahoma. This appears to be a reasonable arrangement for making this sale 
in an economic manner, but it will result in the utilization of the Mocane 
lateral in a manner different from that proposed herein. The permanent cer- 
tificate for the construction and operations of the Mocane lateral issued herein 
will be conditioned to require Colorado to file applications for such certificate 
authority, and tariff changes, as are necessary to effectuate the terms of this 
agreement with Natural. 


The Commission further finds: 


(1) Colorado Interstate Gas Company and El Paso Natural Gas Company 
are “natural gas companies” within the meaning of the Natural Gas Act. 

(2) Colorado’s and El Paso’s proposed facilities hereinabove referred to, 
and more fully described in its applications and the evidence herein, will be 
used in the transportation and sale of natural gas in interstate commerce, sub- 
ject to the jurisdiction of the Commission, and such facilities, together with the 
construction and operation thereof, are subject to the requirements of subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Colorado’s and El Paso’s proposed sales and transportation of natural 
gas hereinabove referred to, and more fully described in their applications and 
the evidence herein, will be made in interstate commerce for resale for ultimate 
public consumption, subject to the jurisdiction of the Commission, and such 
sales and transportation are subject to the requirements of subsections (c) and 
(e) of Section 7 of the Natural Gas Act. 

(4) Colorado and El Paso have adequate supplies of natural gas to enable 
them to render the service herein authorized. 

(5) Colorado’s and El Paso’s facilities as proposed and designed are rea- 
sonable and adequate to render the service for which authorization is sought. 

(6) Colorade and El Paso are financially able to construct and operate their 
proposed facilities. 

(7) Subject to the conditions of this decision and order, Colorado and El Paso 
are able and willing properly to do the acts and perform the services proposed 
and to conform to the provisions of the Natural Gas Act, and the requirements, 
rules, and regulations of the Commission thereunder. 

(8) The construction and operation of the facilities proposed by Colorado 
and El Paso, and the sales of natural gas by them, together with the construc- 
tion and operation of any facilities subject to the jurisdiction of the Commis- 
sion necessary therefor, are required by the public convenience and necessity, 
and certificates therefor should be issued as hereinafter ordered and conditioned. 

(9) The present and future public convenience and necessity permit the 
abandonment by El Paso of its sale to Colorado of an average of 100,000 Mcf 
per day at or near Green River, Wyoming, and the retirement by Colorado 
of certain of its existing facilities, as proposed in the applications herein. 

(10) Raton Natural Gas Company is a duly organized and existing New 
Mexico corporation authorized to engage in the distribution of natural gas 
within the City of Raton, New Mexico. 

(11) Raton was permitted to intervene in these proceedings and introduced 
evidence in support of its request for natural gas supply from Colorado Inter- 
state. 
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(12) The public convenience and necessity requires that Colorado be directed 
to sell and deliver up to 2,119 Mcf of natural gas per day to Raton for distribu- 
tion within the City of Raton under Colorado’s appropriate tariff. 


The Commission orders: 


(A) A certificate of public convenience and necessity is hereby issued author- 
izing Colorado Interstate Gas Company to construct and operate the facilities 
proposed and to make the sales proposed herein, all as more fully described 
above, in the company’s application, and in the evidence in this proceeding, upon 
the terms and conditions of this decision and order. 

(B) As a condition to the permanent certification of Colorado’s lateral to the 
Mocane-Laverne area, Colorado shall promptly file applications for such certifi- 
cate authority, and appropriate tariff changes, as are necessary to effectuate its 
agreement with Natural respecting sales to Natural of gas from the Mocane- 
Laverne area. 

(C) Colorado is directed to sell and deliver up to 2,119 Mcf of natural gas per 
day to Raton for distribution within the City of Raton under Colorado’s appro- 
priate tariff. Colorado and Raton shall file such applications as are required 
by Section 7 of the Natural Gas Act for the construction and operation of the 
facilities necessary for this sale. 

(D) Colorado shall file, in form satisfactory to the Commission, an amend- 
ment to its agreement with El Paso, dated July 18, 1958, which shall specify that 
Colorado will operate, and if necessary expand, its portion of the Rock Springs 
line so as to transport for El Paso whatever additional volumes are tendered 
by El Paso up to the maximum economic capacity of the line. 

(E) A certificate of public convenience and necessity is hereby issued author- 
izing El Paso Natural Gas Company to construct and operate the facilities and 
to make the sales proposed herein, all as more fully described above, in the com- 
pany’s application, and in the evidence in this proceeding, upon the terms and 
conditions of this decision and order. 

(F) El Paso is authorized to abandon its sale to Colorado of 100,000 Mcf per 
day at or near Green River, Wyoming, and Colorado is authorized to retire 
certain of its existing facilities, as proposed in the applications herein. 

(G) The certificates herein issued and the authorizations granted under Sec- 
tion 7(b) of the Natural Gas Act are conditioned upon the granting by the Public 
Utilities Commission of California of authority to Pacific Lighting Corporation 
or its subsidiaries, Southern Counties Gas Company of California and Southern 
California Gas Company, to construct and operate the facilities required to take 
the deliveries of gas proposed herein from El Paso at the new point of delivery 
on the California-Nevada boundary, and to transport such gas to the market 
areas of the companies. 

(H) The facilities authorized herein shall be constructed and placed in opera- 
tion within eighteen months from the effective date of the final order herein. 

(1) The certificates issued herein are not transferable and each shall be 
effective only so long as the applicants continue the acts and operations hereby 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations, and orders of the Commission thereunder. 

(J) The certificates issued herein shall be subject, as applicable, to the general 
conditions set forth in Section 157.20 of the Commission’s regulations. 

(K) Each of the certificates issued herein shall be accepted in writing, under 
oath, by the applicant within 30 days of the issuance of this order. 

(L) The grant of the certificates herein shall not be construed as a waiver of 
the requirements of Section 4 of the Natural Gas Act or Part 154 of the Com- 
mission’s Regulations thereunder, and is without prejudice to any findings or 
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orders which have been or may hereafter be made by the Commission in any 
proceeding now pending or hereafter instituted relating to the applicants. 


DECISION 
UPON APPLICATIONS UNDER SECTIONS 7(a), 7(b), AND 7(C) OF THE NATURAL GAS ACT 
(Issued July 15, 1960) 


WoopDALL, Presiding Examiner: These proceedings involve applications by 
El Paso Natural Gas Company (El Paso) and Colorado Interstate Gas Com- 
pany (Colorado) for certificates of public convenience and necessity authorizing 
them respectively to construct certain facilities to deliver 470,000 Mcf (at 
14.9 psia) * of natural gas to Southern California Gas Company and Southern 
Counties Gas Company of California (Southern California Companies) at the 
California-Nevada border. It is proposed that a new pipeline, between the 
present western terminus of Colorado’s pipeline system at Green River, Wyo- 
ming and the point near Las Vegas on the California-Nevada border of inter- 
connection where the new proposed pipeline to be constructed by the Southern 
California Companies, will be constructed in part by Colorado and in part by 
El Paso. Colorado will construct 155 miles of 34-inch pipeline from Rock 
Springs (near Green River, Wyoming) to Provo, Utah. El Paso will construct 
394.6 miles of 34-inch pipeline between Provo and Las Vegas. The project has 
been called the Rock Springs Project. This project represents a major step in 
the provision by the Southern California Companies for the necessary importa- 
tion in the years to come of additional volumes of natural gas to southern 
California. It constitutes for the Southern California Companies new and grow- 
ing sources of favorably priced natural gas in the mid-continent and Rocky 
Mountain regions. Looking to the growing need in the future for importing 
greater volumes of natural gas for southern California, the Southern Cali- 
fornia Companies have initiated this project as a first step toward acquiring 
direct access to Canadian gas sources. 

The Southern California Companies will construct 92 miles of 34-inch pipe- 
line from Las Vegas to an interconnection with their present pipeline facili- 
ties at Newberry, California. This new pipeline connection will thus connect 
with El Paso’s proposed 34-inch pipeline from Provo,’? which pipeline in turn 
will connect with Colorado’s proposed pipeline extension from its present system 
at Rock Springs te Provo. El Paso’s existing pipeline, which was constructed 
by Pacific Northwest Pipeline Corporation (now the Northwest Division of El 
Paso) will interconnect with Colorado’s pipeline at Rock Springs, Wyoming. 

This proceeding, therefore, involves several applications as follows: 

By its application in Docket No. G—16235, El Paso seeks authority to construct 
and operate the 394.6 miles of 34-inch pipeline from the Provo Station of 
Colorado near Thistle, Utah, to the Nevada-California line near Las Vegas 
and to construct a 7200 HP compressor station approximately midway at Cedar 
City. (Exh. 2) 

El Paso also proposes the abandonment of the sale of 100,000 Mcf per day of 
natural gas to Colorado, as requested by Pacific Northwest Pipeline Corpora- 
tion in Docket No. G—16237, which application has been adopted by El Paso. 

By its application in Docket No. G—16904, Colorado seeks authorization to 


1El Paso’s application uses the pressure base of 14.9 psi. Although other bases have 
been used variously, this decision will use 14.9 psi The conversion factor for converting 
to 14.73 psi is 101.154. 470,000 mcf is equivalent to 475,424 mcf at 14.73 psi. 

2 Sometimes referred to as Thistle, Utah. 
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construct and operate pipeline facilities in addition to the Rock Springs to 
Provo line previously mentioned as follows: 


















Description Pipe size Miles 
Inches 
Bivins Compressor Station to Fourway Compressor Station. ............-------- 20 | 7.1 
Fourway Compressor Station to Morton County Junction.............--.------- 26 | 109.0 
Morton County Junction to Devine Compressor Station. --.............-.------- 34 136.0 
Devine Compressor Station to Denver Station............-.-----.--.---.--------- 30 106. 8 
Additional Service Lateral to City of Trinidad. -......_.....- atch isi eee 6 32.0 
Renn NONI TIN NO a, 6 Snide iinkndneisncbasetselennsneneaneoete 24 23.5 
OI IIE BNO ons So imddec nosed sibeccsaseendnasewessacbbbisibiwandacece 22 49.5 
I al ae alin mennningiondatinunnedenuanaadam 16 8.2 
Table Rock Field Lateral. 10 4.5 








Colorado also proposed to construct the following new compressor stations 
at the locations and with the horsepower shown: 


Name of station and location: Horsepower 
BN, Oe oe edi Se ivan eeineeinetaengbeabinie mies 6, 000 
A: UIs On acct cles ehecieastcneiatae 6, 000 
IIIa PEI he ee ae a Se eee 4, 500 
II SU DU cn a a eS i i eecananmeisin 4, 500 
SE IN icc i tinecceerccndn iets inner ora ca atten bia acpiesancilaonenaiccanetinas 4, 500 
NN PN sic chee ca asics Spe adhesion ace anasto daspalaeigs Galgsectal 4, 500 
I FU a cca tng annie ing adrian een asian 6, 000 
Cy, Ui cts dav tan csp esis spa en emcee nme oes endaidiee 8, 000 
Fe TURN Shaikh siecle acerca nace Sta sia dbname 3, 300 
er ens, NUTINI cesses Soecscccancabesadas enc ae taccadehsin kickers sigmeciniledntpenictneaaieaanens 1, 980 


It also proposes to increase the horsepower at the locations and by the 
amounts shown below: 


Name of station and Location: Horsepower 
a alas anaes ceed hadnt 7, 200 
WOE IEE TEs Seicsb eno ue ec ncn tonic munitnwnncieniies 10, 000 
DUGETE, SUS CSUN ) 6 i so nc ech ncbcenmnnees 1, 400 
Peet onr OO, SEN So ei peel Eten beens 16, 000 


The construction and operation of said facilities is required by Colorado 
both for the sale of natural gas to El Paso at Rock Springs and the transpor- 
tation of natural gas for El Paso from Rock Springs to Provo, and to strengthen 
Colorado’s existing integrated transmission system so as to provide increased 
and more efficient service to its existing customers in the Rocky Mountain area. 

Applications under Section 7(a) of the Act for Commission orders directing 
Colorado to establish physical connection of its gas transmission facilities 
with facilities to be constructed by the respective applicants, to install meter 
facilities at the points of interconnection, and to sell additional volumes of 
natural gas to the applicants have been made by Plateau Natural Gas Com- 
pany (Plateau), Colorado Springs in Docket No. G—18280 (Item A), Pueblo 
Gas and Fuel Company (Pueblo) in Docket No. G—19216 (Exh. 114) and Public 
Service Company of Colorado (Public Service) in Docket No. G—19225 
(Exh. 112). 

By notice filed with the Commission on January 18, 1960, accepted to become 
effective on February 18, 1960, El Paso withdrew Pacific Northwest’s appli- 
cation in Docket No. G—16236, filed September 10, 1958, for authorization to 
construct certain pipeline facilities and to sell and deliver to El Paso up to 
235,000 Mcf (237,712 Mcf at 14.73 psia) of natural gas per day. 
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Of the 470,000 Mcf of natural gas proposed to be sold and delivered to 
the Southern California Companies at Las Vegas, approximately one-half or 
235,000 Mcf is to be purchased by El Paso from Colorado at Rock Springs. 
An agreement dated July 18, 1958, as amended by agreement dated November 19, 
1959, which contract has been reduced to proposed Rate Schedule P-2 (Exh. 86), 
provided for the cancellation of a contract dated May 3, 1956, between Colo- 
rado and Pacific Northwest which provided for the sale by Pacific Northwest 
(now El Paso) to Colorado at Rock Springs of an average of 100,000 Mcf 
of natural gas per day. Approximately 235,000 Mcf of 470,00 Mcf of gas 
to be transported by Colorado for El Paso will be delivered to Colorado by 
El Paso at Colorado’s Rock Springs Station. The above mentioned contract 
of July 18, 1958, as amended, (Exh. 70, Schedule 5) provided for the transpor- 
tation by Colorado for El Paso of a maximum day volume of 470,000 Mcf from 
Rock Springs to Provo. 

By its application Colorado also proposes to reorient its entire integrated 
pipeline system by: (1) reversing the flow of its existing pipeline between 
Denver and Green River (the Green River line) so that gas will hereafter 
flow north and west from Denver to Green River (Hxh. 111, Tab. 6, P. 4); 
and (2) retiring its existing Bivins to Denver pipeline, which was constructed 
and placed in operation in 1928, and constructing in lieu thereof a new seg- 
ment of pipeline extending from its Bivins and Fourway Compressor Stations 
in the Panhandle Field of Texas to Denver. Such new mainline will consist 
of 7.1 miles of 20-inch, 109 miles of 26-inch, 136 miles of 34-inch and 106.8 miles 
of 30-inch pipe. New supply laterals feeding gas to this mainline will con- 
sist of 8.2 miles of 16-inch (Keyes Field Lateral), 23.5 miles of 24-inch (Morton 
County Loop Lateral) and 49.5 miles of 22-inch (Mocane Field Lateral). To 
serve the City of Trinidad an additional lateral of 32 miles of 6-inch pipe 
will be constructed. 4.5 miles of 10-inch pipeline (Table Rock Field Lateral) 
connects the Table Rock Field to Colorado’s existing Green River mainline. 
The following segments of pipeline have been constructed and placed in opera- 
tion by Colorado under existing temporary authorizations: Table Rock Field 
Lateral, Mocane Field Lateral, Keyes Field Lateral, Morton County Loop 
Lateral. Of the 83,880 horsepower proposed to be added at ten new and four 
existing stations, 8,000 horsepower has been installed at the Morton County 
Station. (Exh. 73 and Exh. 111, Tab. 6). 

This retirement and new construction program involves the retirement of 
the Clayton, New Mexico to Denver portion of the existing Bivins to Denver 
pipeline, including 27,115 horsepower of compression, except for a small section 
of line near, and required for service to, Pueblo, which will be interconnected 
at the new Devine Compression Station. (Exh. 111, Tab. 6). The delivery 
capacity of Colorado’s system in the Rocky Mountain area will be increased by 
approximately 80,000 Mcf (from 630,000 to 710,000 Mcf) which increase will 
satisfy the requirements of all of Colorado’s contract demand customers for the 
winter heating season of 1960-1961. (Exh. 111, Tab. 6). 

There will be three major sections of Colorado’s system, namely, the Bivins- 
Fourway to Denver section (the Bivins-Denver line), the Green River line from 
Denver to Rock Springs and the new Provo line from Rock Springs to Provo. 
Colorado’s proposed construction program includes a substantial future expan- 
sion potential. The expansion potential of the Bivins-Denver line would provide 
an additional 100,000 Mcf of delivery capacity at an estimated additional cost 
of $7,500,000. The additional 100,000 Mcf of capacity per day would be provided 
by additional compression horsepower totaling 24,200 horsepower located at 
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Bivens (2,000 HP); Fourway (12,500 HP) ; Keyes Main Line (3,000 HP) ; De- 
vine (2,000 HP) and Valley (4,700 HP). (Tr. 1226) 

The station spacing and the compression horsepower proposed on the Green 
River line represent the proper ultimate pipeline design so that depending upon 
where increased deliveries may be required from the line in the future, some 
construction of loop lines would be required. (Tr. 1152) If such increases 
required take-offs in the Rocky Mountain area the cost of the looping thus 
required would be allocated to the Rocky Mountain area; otherwise to the Cali- 
fornia or other western market load. 

The expansion of the new provo line would require the addition of compression 
to permit the transmission of volumes in excess of 470,000 Mcf i.e., more com- 
pression would be required than the proposed 6,000 horsepower at the Green 
River and Provo stations, respectively. (Exh. 73) 

Colorado’s proposed new construction provides approximately 80,000 Mcf 
additional capacity for the Rocky Mountain area customers. This additional 
80,000 Mcf capacity has been questioned in certain of the briefs. However, the 
uncontroverted evidence establishes such an increase of capacity beyond any 
doubt. By actual experience it has shown that it could deliver its presently 
rated capacity of 630,000 Mcf with its existing system. It actually delivered 
on January 2, 3 and 4 of 1959 an average of approximately that amount. By 
the design set forth in detail on Exhibit 73, Colorado proposes to increase its 
system capacity to 710,000 Mcf per day. 

The proposed increase of Colorado’s system capacity will satisfy the require- 
ments of Colorado’s contract demand customers for the winter heating season 
of 1960-1961. (Exh. 111, Tab. 6, P. 3) 

By its agreement dated July 30, 1958, El Paso contracted with the Southern 
California Companies that El Paso’s new Salt Lake Line would provide delivery 
capacity beyond the 470,000 Mcf applied for herein. Such line would have an 
economic capacity in excess of 700,000 Mcf per day by the addition of addi- 
tional compression in addition to the proposed compression of 7,200 horsepower 
at Cedar City Compression Station. 

By its basic agreement with the Southern California Companies dated July 
30, 1938, which was amended in certain respects, El Paso agreed to sell to the 
Southern California Companies a maximum quantity of 550,000 Mcf per day of 
natural gas for delivery from El Paso’s Salt Lake Line at Las Vegas. However, 
such contract provides for delivery under this project of a maximum of 470,000 
Mcf for which volume El Paso has applied in this application. By January 1, 
1962, the Southern California Companies shall receive gas at the average rate 
of 400 billion cubic feet per day at an annual load factor of 85 percent; but they 
shall use their best efforts to take daily deliveries of gas at rates 17% percent 
above the required average so that the annual average will be at least 400,000 
Mcf per day and the maximum deliverable on any day will be 470,000 Mcf. 

By letter agreement dated January 2, 1959, the initial price fixed in the July 
30, 1958 contract was changed to 40 cents per Mcf at an 85 cent load factor, 
which price shall continue unchanged until January 1, 1962, the date upon which 
an average delivery rate of 400,000 Mcf per day is scheduled to commence. How- 
ever, by letter agreement of June 22, 1959, the price provisions were further 
modified so that regardless of the load factor at which the Southern California 
Companies take gas from the Rock Springs Project the price shall be 40 cents 
per Mcf and such price shall continue unchanged until January 1, 1964. 

By the same letter agreement the minimum contracted annual quantity de- 
liverable by El Paso to these companies at Topock and Blythe under the existing 
service agreement shall be reduced from 91 percent to 85 percent load factor. 
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It was further provided that the Southern California Companies were permitted 
to meet the balance of their requirements by accepting deliveries from El Paso’s 
Rock Springs Project up to an amount sufficient to maintain a load factor of 85 
percent, after having accepted for delivery the average minimum contracted 
daily demand of 85 percent from El Paso at Blythe and Topock and after having 
accepted delivery of an average daily amount of 300,000 Mcf of gas from Trans- 
western Pipeline Company (Transwestern) until November 1, 1963, and there- 
after of 350,000 Mcf subject to authorization by this Commission. 

The July 30, 1958 basic contract further provided that the Southern Cali- 
fornia Companies will use their best efforts to take gas from El Paso up to 
550,000 Mcf per day. The increment of 150,000 Mcf per day above the basic 
400,000 Mcf per day is deliverable at an annual load factor of 90 percent. 
Such gas was to be available from the 150,000 Mcf of natural gas per day 
deliverable at the United States-Canadian border near Kingsgate, British Co- 
lumbia (Kingsgate Canadian Gas) under the contract of Pacific Northwest and 
Westcoast Transmission Company, Ltd., dated May 25, 1957, as amended De- 
cember 9, 1957. El Paso in this project is requesting only authority to con- 
struct and operate the facilities necessary for the delivery of a total of 470,000 
Mcf of natural gas per day. Should these provisions of its contract of July 30, 
1958, as amended, come into effect at a future date El Paso will seek further 
authority for the sale and delivery of the additional 150,000 Mcf of gas per day 
to the Southern California Companies. The agreements and letters between 
El Paso and the Southern California Companies which are here involved are 
listed in the Table of Contents of Schedule 8 of Exhibit 9. 

El Paso’s application pursuant to Section 7(b) of the Act for permission 
to abandon the sale of an average of 100,000 Mcf per day of natural gas to 
Colorado as authorized by the Commission in Opinion 271, which obligation was 
originally created by Pacific Northwest, if granted would relieve Colorado of its 
obligation to purchase such gas at 26.88 cents per Mcf (14.65 psia), which is 
the most expensive gas purchased by Colorado. (Exh. 116) Such contract 
provided for peak day deliveries up to 117,500 Mcf per day. Colorado was 
unable to take and utilize the 100,000 Mcf average per day delivered by Pacific 
Northwest at the Green River Station. Colorado, therefore, arranged to sell 
such gas to El Paso at Ignacio. During the years 1956, 1957, and 1958, de- 
liveries of such gas were made by Pacific Northwest to El Paso at Ignacio, 
Colo., for the account of Colorado. (Tr. 897, 1061, 1073, 1499, 3081) The pay- 
ments made by Colorado to Pacific Northwest for such gas exceeded the amounts 
received from El Paso for such gas and the deficiency was held as a deferred 
charge to working capital. As of January 1, 1960, Colorado had cut back on its 
takes of such gas an amount between four and five billion cubic feet. Colorado 
has a continuing obligation to El Paso for such gas for the 16 remaining years 
of life of this contract. This obligation will be cancelled if El Paso’s applica- 
tion for permission to abandon such sale is granted. 


The Position of Interveners 


The following intervening parties filed briefs answering the initial briefs of 
the applicants and those interveners supporting one or more of the applicants: 
Standard Oil Company of California, et al. (Oil Companies) 

Federal Power Commission Staff (Staff) 

City and County of Denver (Denver) 

Public Utilities Commission of Colorado (Colorado PUC) 
Natural Gas Pipeline Company of America (Natural) 
City of Trinidad (Trinidad) 
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Public Utilities Commission of California and the People of California (Cali- 
fornia PUC) 

City of Colorado Springs (Colorado Springs) 

Public Service Company of Colorado, et al. (Public Service) 

Southern California Edison Company (Edison) 

The Oil Companies and the Staff strenuously oppose this project. The City 
and County of Denver and the Public Utilities Commission of the State of Colo- 
rado (Colo. PUC) assumed positions of opposition. 

Natural opposes Colorado’s application in Docket No. G—16904 upon alleged 
defects in the record; but its actual opposition rests upon its contention that 
(1) the proposed sale to El Paso (by Colorado’s own figures) includes the sale 
and delivery of gas from reserves acquired by Colorado from Canadian River, 
and as such violates both the condition against alienation of these reserves at- 
tached to the issuance of the Commission’s order at Docket No. G-1326 author- 
izing the merger of Colorado and Canadian River and the service agreement 
provisions to the same effect; (2) by Colorado’s own figures, it has available 
and would utilize “excess gas” from the former Canadian River reserves to 
support its proposed sale to El Paso. Natural has the contractual right of first 
refusal with respect to the sale of such excess gas, and Natural strenuously 
objects to Colorado’s unlawful attempt to abrogate this right. 

Natural contends that such sales would be inconsistent with Natural’s inter- 
ests and, therefore, not in the public interest. 

The City of Trinidad opposes on the same ground. On that basis Colorado 
could never sell any gas from its pipeline which originated in presently owned 
gas reserve areas, except to present (or possibly future) customers in the Rocky 
Mountain Area and to Natural. Colorado could enter new market areas di- 
rectly or indirectly only with gas originating in other reserve areas acquired in 
the future. 

The Public Utilities Commission of California (Calif. PUC) avoids stating 
opposition ; but the content of its brief is wholly in opposition. The opposition 
is not limited to the initial rates as the conclusion suggests. It creates without 
substantial evidence a hypothetical “most direct route’, which it argues in a 
vacuum of evidence is a better project than either applicant proposes herein. 
It, therefore, tends to ignore the merits of the project proposed to be constructed 
and operated for the proposed service of 470,000 Mcf/d for the area of Southern 
California. 

Certain interveners support the applications : 

The City of Colorado Springs considers that the construction of a new line 
to replace the Bivins to Denver pipeline of Colorado, which was originally con- 
structed in 1928, is sound from an engineering standpoint and in the public 
interest for service to the Rocky Mountain area, since the existing facility, be- 
cause of its age and condition, most certainly should be replaced. The City 
requests a condition to protect the Rocky Mountain area consumers as to in- 
creased cost and depletion of reserves. 

Public Service which serves the Rocky Mountain area, including Denver, 
Pueblo and Cheyenne supports the applications, including the replacement of the 
mainline between Bivins and Denver, which pipeline is in fact the lifeline for 
Public Service and its Pueblo and Denver distribution service. Early conclusion 
of this proceeding is desired so that the increased requirements of the Rocky 
Mountain area customers for the winter season 1960-1961 may be satisfied. 
Public Service raised questions about rates and cost allocation. 

Southern California Edison Company (Edison), a large electric utility cus- 
tomer of the Southern California Companies, is convinced that additional im- 
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portations of gas to serve the needs of both the gas and electric utility cus- 
tomers in Southern California are needed. Edison’s needs for fuel are esti- 
mated to double within the next ten years. The interruptible gas service to 
Edison does not adequately satisfy the gas fuel requirements of Edison because 
of the instability and transient nature of annual deliveries by the Southern 
California Companies. What is required is an assured annual supply of gas 
on a longer term contract basis, as has previously been presented to the Calif. 
PUC. The Department of Water and Power of the City of Los Angeles (Los 
Angeles Department), which also buys interruptible gas from the Southern 
California Companies has also previously presented to the Calif. PUC its views 
regarding a form of interruptible but assured annual gas service for an assured 
period of something like five years. (Tr. 2442). Although Edison has been and 
is seeking an out-of-state supply of gas for use by it in generating electric energy 
to supply its electric customers, it supports the Rock Springs Project. At the 
same time it warns that such present support should not prejudice its position 
in some future effort to obtain an independent out-of-state supply for a portion 
of its future gas requirements. 

The City of Los Angeles annually purchases more than $12 million of gas 
including the requirements of its Department of Water and Power that generates 
electricity. Its Department of Public Utilities and Transportation represents 
more than 800 thousand gas customers who pay annually about $85 million for 
gas. In El Paso’s early docket (No. G—655, 5 F.P.C. 115, 1946) Los Angeles and 
the Calif. PUC joined in recommending the certification for service to Los 
Angeles (at a 91 percent load factor) to meet 113,640 M’cf of firm requirements 
and 91,197 M’cf of interruptible requirements. The City has actively participated 
in all of the principal proceedings since that time. 

The City strongly supports this project having considered in its brief (1) the 
present need for an additional supply of out-of-state gas, (2) the unreliable 
nature of the diminishing local gas supply, which is not dedicated to the South- 
ern California Companies’ use under certificates of public convenience and neces- 
sity at regulated rates; (3) the desirability of the new source for increasing 
volumes to support the rapid growth in the gas distribution areas of southern 
California—estimated to double the present population by 1980 with comparable 
expansion of commercial and industrial activity; (4) the timing of efforts to 
bring in incremental increases of gas, including the necessary lead-time involved 
in contracting the supply and obtaining Federal and State certification; (5) 
the air pollution problem; and (6) the importance of the regulation by Federal 
and State agencies of the orderly marketing at regulated rates and the equitable 
distribution of this essential energy source to best serve the general welfare of 
southern California. 

Raton Natural Gas Company (Raton) intervened to seek service from Colo- 
rado through the Trinidad Lateral now owned by Colorado by an extension of 
the lateral 21 miles south of the City of Trinidad. Colorado has indicated 
willingness to serve Raton and to construct such necessary facilities as it could 
reasonably expect to earn a return upon within three years. Raton would 
construct the balance of the facilities and, if they involve crossing the Colorado- 
New Mexico state line, Raton would apply for the proper certification by this 
Commission. 

Of the five public service commissions which intervened only the Colo. PUC 
and the Calif. PUC were active participants. Neither New Mexico nor Cali- 
fornia, which appeared through their respective Attorney Generals were active 
in the proceeding. 
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Applications under Section 7(a) of the Act 


Public Service seeks 460 Mcf additional peak day service for 1960-1961 and 
950 Mcf for 1962-1963 in addition to the existing service by Colorado through a 
farm tap delivery point of 77 Mcf. Colorado is requested to enlarge the delivery 
point to serve a new residential area near the Valley Country Club some seven 
miles southeast of the City and County of Denver. The service is desired to 
supply 164 residential and commercial customers by the end of 1960 which 
service will expand to 480 residential and commercial customers by the end of 
1962. The larger metering and regulating equipment is estimated to cost Colo- 
rado about $10,000. The enlarged distribution facilities are estimated to cost 
Public Service in the Valley Club area $162,000, which Public Service is able 
to finance out of corporate funds. Pueblo Gas and Fuel Company (Pueblo) is 
a wholly-owned subsidiary of Public Service and purchases its entire gas re 
quirements from Colorado. Pueblo seeks to make natural gas service avail- 
able to three new communities located about 13 miles south and east of the 
City of Pueblo and the Avandale Area. The cost of the necessary metering 
station to Colorado would be about $10,000. The cost to Pueblo of a lateral 
interconnecting with Colorado’s line about eight miles east of Pueblo, distri- 
bution mains and relating metering and regulating equipment would be approx- 
imately $210,000, which Pueblo can finance. Service for 105 residential and 
commercial customers is expected during the first year with normal growth to 
400 customers in the fifth year. The first year requirements would be 88 Mcf 
on the peak day and 6,070 Mcf annual sales and for the third year 220 Mcf 
on the peak day and 36,990 Mcf annual sales (all figures at 14.73 psia). The 
amount of additional service for the Valley Country Club area during the first 
year would be about two-tenths of one percent of Colorado’s Rocky Mountain 
area sales and six-tenths of one percent of such sales in the third year. The 
additional peak day requirements in the third year would be only eleven-tenths 
of one percent of Colorado’s peak day sales based on minus ten degree average 
mean temperature. The proportionate requirements for the Avondale area are 
substantially less. Public Service’s brief refers to a characterization made 
during the hearing that the amounts of gas sought represent “a teacup full.” 

Plateau Natural Gas Company (Plateau) seeks a supply of gas to serve the 
Black Forest area about 15 miles north of the City of Colorado Springs and 
three miles east of the Air Force Academy. Colorado would be required to in- 
stall only a meter station as the interconnection would be on Colorado’s main- 
line. Plateau presently serves several other small communities in that area 
with natural gas purchased from Colorado. It has been certificated by the Pub- 
lic Utilities Commission of Colorado to render the additional distribution service 
here involved. At present, Plateau purchases natural gas from the City of Colo- 
rado Springs at a cost of 50 cents per Mcf (which in turn purchases the gas from 
Colorado) for the service of the 70 customers now served. However, Colorado 
Springs cannot supply the estimated additional requirements, namely, 90 percent 
of the present actual 314 houses estimated to be converted to the use of gas. The 
1960, 1961 and 1962 requirements are estimated as follows: 1960-1961: 22,359 
Mef annual, 348 Mcf peak day; 1961-1962: 44,409 Mcf annual, 527 peak day; 
1962-1963 : 65,312 Mcf annual, 767 Mcf peak day. These volumes are insignifi- 
cant in relation to Colorado’s sales. Plateau has already spent $46,769 for the 
construction of distribution facilities in the Black Forest area and anticipates 
additional construction costs for the next three years of $121,462 which it can 
readily finance. The proof clearly establishes that the operation will be eco- 
nomically feasible for Plateau. (Exh. 97; Tr. 363-400) 
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Feasibility of the Project 


Engineering Feasibility 


Colorado’s proposed Bivins-Denver line, the several laterals, the new compres- 
sor stations and the enlargements of existing stations, as hereinbefore detailed, 
ond is estimated to cost $92,829,566. (Exh. 84) Such estimates conform to accepted 
| to practices of estimating and are uncontroverted on this record. The estimated 
‘ich cost is found and concluded to be reasonable and acceptable. 
1 of The system flow diagram 1961-1962 peak day of Colorado sets forth the maxi- 
i. mum delivery volumes of gas which Colorado’s proposed revised system was 
wae designed to handle without more compression. The volumes shown are at 14.73 
‘ble psi. The revised system will provide capacity from the respective sources of gas 
) is supply to meet the 1960-1961 winter peak requirements of Colorado’s existing 
a customers, to sell and deliver to El Paso at Rock Springs 237,712 Mcf on any 
ail- maximum day, and to transport 475,424 Mcf on any maximum day for El Paso 
the from Rock Springs to Provo (being the 237,712 Mcf sold by Colorado to El Paso 
ing and the 237,712 Mcf delivered by El Paso to Colorado for transportation by Colo- 
nal rado to Provo for El Paso—the comparable volumes at 14.9 psia being 235,000 
stri- Mcf and 470,000 Mcf). The proposed facilities are capable of performing the 
at proposed service as designed. There is no evidence which contradicts or seeks 
ons to contradict the finding that the facilities are engineeringly feasible. 
El Paso’s proposed facilities have been designed to transmit 470,000 Mcf/d 
1 to a , . ais : 
Met from Provo to Las Vegas. There is no evidence which questions or seeks to 
contradict the finding that the Provo to Las Vegas line with the compression 
Mcf ; ; . ‘ ‘ ; 
The shown is engineeringly feasible and adequate to perform the proposed service 
rst and sale to the Southern California Companies. The facilities proposed are 
‘ain estimated to cost $56,935,000, to which will be added $1,000,000 for financing 
The costs and $750,000 increase in working capital, making a total of $58,685,000, 
‘tha of which $20,000,000 will be financed by the sale of additional Second Pre- 
ane ferred Convertible Stock, $38,000,000 by the sale of additional first mortgage 
| bonds, and the $685,000 remaining will come from retained earnings. Such 
are ‘ 7 j 
sie cost estimates meet recognized standards and are found to be reasonable and 
nm acceptable. There is no contra evidence. There is affirmative and undisputed 
111. ; . ‘ 
the evidence that El Paso can accomplish the necessary financing. 
one Although the primary responsibility for the determination by regulatory 
in authority of the adequacy of the proposed Las Vegas to Newberry line of the 
shins Southern California Companies rests upon the Calif. PUC, the proposed line 
a is found to be properly and adequately designed to perform the proposed trans- 
Peli. mission service, and there is no evidence which questions or tends to contradict 
; such finding and conclusion. The construction costs will be financed by the 
oe parent holding Company which is able to finance the line. 
oe It is, therefore, found and concluded (without contradiction by any facts 
alte shown in evidence) that the facilities proposed to be constructed and operated 
to render the service proposed herein are able to perform the proposed services 
cent . ‘ 
The and can be constructed for approximately the estimated costs. 
359 Colorado proposes to finance its costs of construction for the years 1960 and 
ais 1961 of $99,745,673 by using a revolving bank credit up to about $50 million 
nifi. outstanding at any one time. Such bank borrowings will be repaid out of 
the funds from operations and by the proceeds of the sale of securities. The sale 
of $55 million of additional five and one-half percent first mortgage bonds ($25 
— million in 1960 and $30 million in 1961), $15 million of five and three-fourths 
aa percent debentures in 1961 and common stock to raise about $6 million in 1961 


is contemplated. The bonds and debentures would have sinking funds whicb 
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would retire the issues in about 10% years. Witness Magrane, Vice President 
of Dillon, Read & Co., Inc., who since 1946 has been principally concerned with 
financing natural gas transmission companies in an aggregate amount exceed- 
ing $1.6 billion, testified that his company, which for many years has handled 
Colorado’s financing, would and now could successfully market the proposed 
securities. There is no evidence contradicting or tending to weaken the com- 
petence testimony of this financial expert. It is found and concluded that 
Colorado can finance the proposed project. 


Economic Feasibility 


El Paso presented its revenues, expenses and income on a conservative basis 
showing anticipated returns for the three years 1962, 1963 and 1964—the first 
three years after full deliveries and use of its facilities will occur. These rates 
are 6.51 percent for 1962; 7.03 percent for 1963; and 7.49 percent for 1964. Such 
overall basis of calculated rates of return show that the project when put in full 
operation by the proposed annual average deliveries of 400,000 Mcf/d greatly 
increases El Paso’s overall earnings beginning with 1964. The lower returns 
for the first two years are reasonably to be expected. At the Staff’s request, 
two alternative showings were made: 

Pxhibit 119 modifies the showing by eliminating the projected requirement 
for the delivery of 100,000 Mcf/d to Pacific Gas and Electric Company (PG&E) 
as applied for in Dockets Nos. G—15696 and G-—18616, which applications have 
not been decided. The effect on rate of return is negligible, namely 6.51 percent 
for 1962; 6.96 percent for 1963; and 7.53 percent for 1964. Exhibit 120 further 
modifies the showing by assuming that the gas, which El Paso proposes to sell 
herein and which in fact comes from the Northwest Division is priced at the 
former Pacific Northwest tariff price—a substantial increase in the cost of gas 
at Rock Springs, including Colorado’s transportation charges to Provo. Even 
on such an inflated cost of gas basis the project is economically feasible: showing 
a rate of return of 3.93 percent in 1962; 4.52 percent in 1963; and 7.78 percent 
in 1964. El Paso’s cost of service exhibits (Exh. 90 and Schedules 1 to 18 of 
Exh. 14) followed substantially precedents of the Commission. The contract 
between El Paso and the Southern California Companies have been set up as 
pro forma rate schedules—Rate Schedule G—1 for volumes up to the annual 
daily average of 400,000 Mcf and G—x-2 for volumes above that up to 470,000 
Mcf/d. The annual average costs of the gas to be sold and delivered at Las 
Vegas was shown as 42.42 cents in 1962; 41.75 cents in 1963; and 37.93 cents in 
1964 (at 14.9 psia) or a 3-year average cost of 40.48 cents per Mcf. 

On March 8, 1960, Commission Counsel Knight stated on the record (Tr. 1395- 
96) that the Staff of the Commission was continuing an investigation of certain 
items of the cost of service and that he would report further thereon: 

Pursuant to the Examiner’s instructions, the technical consultants of the 
staff met with the representatives of El Paso and Colorado Interstate on 
Friday, March 4, 1960, and I have this report to make regarding the results 
of the conference. 

Depending upon the results of the investigations listed below, the staff 
will testify in this proceeding as follows: 

Regarding El Paso, the staff is investigating the following items applicable 
to the cost of service supporting the proposed initial rate to the Southern 
California companies. 

One. The failure to include 13,306,941 dollars of the book depreciation 
reserve of the former Pacific Northwest Pipeline (El Paso’s Northwest Di- 

vision) in determining net investment rate base. 
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Two. The stipulation of September 9, 1958, in the merger proceedings be- 
tween El Paso and the staff which provided that a reserve in the amount 
of $10 million be set up for adjustments to plant and reserve of the North- 
west Division, resulting from profits of affiliated companies. 

Three. The allocation of cost of the Northwest Division inclusive of cost 
of production, with reference to the Commission’s method in Opinion No. 
326 and the Sumas and Kingsgate former exchanges of gas between former 
Pacific Northwest and El Paso. 

Four. The rate of return for the Northwest Division. 

Five. The tax loss carryover accumulated by the former Pacific Northwest. 

Six. The cost treatment of the new facilities sought to be constructed by 
El Paso as part of the former El Paso system or as part of the Northwest 
Division. 

Seven. Whether Colorado Interstate or El Paso should build the Provo 
extension. 

Now, regarding Colorado Interstate, the staff is examining the testimony 
of Colorado Interstate in this proceeding as to the need of a 6.5 percent rate 
of return. The foregoing statement does not include any tariff amendment 
problems in El Paso’s tariff or Colorado Interstate’s tariff which may re- 
sult if the authorizations sought are granted by the Commission. 

These matters are still under examination by the staff. 

That concludes the statement, Mr. Examiner. (Tr. 1395-96) On March 
21, 1960, Counsel Knight further reported on these matters: 

This statement is made as a result of the conference between the technical 
staff and the representatives of Colorado Interstate and El Paso on the 
subject of rates and the Commission’s rate evidence and testimony. 

The staff of the Commission has completed its investigation of the six 
items of El Paso’s cost support for the proposed initial rate to the Southern 
California Companies as outlined in my statement on March 8, 1960, tran- 
scrip pages 1395 and 1396. 

The items are found to be objectionable by the staff. However, no testi- 
mony or exhibits will be introduced by the staff since the rate level obtained 
by correction of the objectionable items, to be consonant with the Commis- 
sion’s precedents, is not substantially different from that proposed by El 
Paso as its initial rate herein. 

Thus the staff objects to the methods and principles used by El Paso to ob- 
tain their initial rate, but does not object to the use of the rate level for 
initial service, assuming that certificates are issued to El Paso and Colorado 
Interstate. 

The staff reserves the right to point out the objectionable features in its 
brief and to recommend that the initial rate be computed upon what the 
staff believes to be sound accounting and engineering principles consistent 
with the merger agreement, conditions and stipulations and the order of 
the Commission allowing the merger of Pacific Northwest and Fl! Paso. 

The staff will further recommend that any tariff or rate schedule filings 
required by the initiation of service, if authorized herein, be non-discrimi- 
natory or preferential and be in accordance with the Commission’s regula- 
tions for the filing of such documents and the interpretation of the 
Commission as to such regulations. 

Similarly, the staffs has no exhibits or testimony with regard to Colorado 
Interstate’s application so far as rates are concerned, although not neces- 
sarily agreeing with the cost and rate presentation of that company herein. 
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The staff prefers to take up any objections it may have as to the cost 
and rate determinations in a rate proceeding subsequent to the expansion of 
Colorado Interstate, if such expansion is authorized. 

Since no rate testimony will be presented by the staff and the matter 
ean be argued in the briefs to be filed in this proceeding, it is believed 
that expedition will be served by not presenting any testimony at this time 
on this subject. (Tr. 2010-11) 

It is found and concluded that the cost of service presented by El Paso 
reasonably conforms to the principles which are reflected in Commission deci- 
sions ; that the proposed rate schedules and initial rates are just and reasonable 
and represent the exclusive evidence of record herein, and that there exists no 
evidence which contradicts or seeks to contradict these findings and 
conclusions. 

It is found and concluded that the Rock Springs Project is economically 
feasible for El Paso, which is able to perform the proposed service. 

Colorado presented detailed estimates of revenues and expenses for its total 
system. Its revenues were based upon its existing rates, which are now effec- 
tive and not subject to refund and upon its proposed Rate Schedule P-2 (Pipe- 
line service—Exh. 86), which incorporates the July 18, 1958 (as amended 
November 19, 1959—Exhibit 70, Schedule 5), contract with El Paso for the 
sale of gas to El Paso. The sales volumes are those for which Colorado’s 
customers have signed up for the winter of 1960-1961 under Colorado’s new 
contract Demand Tariff which became effective June 1, 1960, or nominated. 
The showing is made on a most conservative basis. Annual sales are those 
for 1961 and are satisfied from reserves as of January 1, 1959, which Colorado 
stood on, although its gas reserves have been materially increased since that 
date. Its proposed Rate Schedule T-1 reflects its transportation contract 
with El Paso. The volumes to be transported are those thus contracted for. 
(July 18, 1950 contract, as amended—Exhibit 70, Schedule 5). The expenses 
for the total system for the first three full years of operation—1962 through 
1964—are shown. Actual experience plus trended increases are used for the 
estimates, which are reasonable and acceptable. (Exhibit 111, Tab. 6, Pelican’s 
Testimony ) 

The cost of service presented by Colorado represents in the main the Com- 
mission’s precedents, with some reasoned adjustments that as always can be 
the subject of argument between rate specialists. In general, however, the costs 
and rates reflected are not subject to substantial objection. In fact, the initial 
rates of both El Paso and Colorado are not objected to by the Commission’s 
Staff. As is to be expected, the initial rates payable by the California customers 
seem to be too low to Public Service and Denver and too high to Calif. 
PUC. The briefs have amply demonstrated the unsoundness of the cost alloca- 
tion proposed by Public Service. The rebuttal of the only alternative cost of 
service evidence is adopted. It is, therefore, found and concluded that the 
economic feasibility of the Rock Springs Project (including both El Paso’s and 
Colorado’s participations therein) has been established; that the estimated 
revenues and expenses and returns are reasonable and acceptable and supported 
by the uncontradicted and exclusive evidence of record; and that the proposed 
initial rates of El Paso and Colorado are supported by the preponderance 
of evidence regarding the estimates of the cost of service and are just and 
reasonable in the premises. As the Staff’s brief points out, El Paso’s initial 
rate to the Southern California Companies has been contracted at less than 
the full allocated cost of service, including a return of 6% percent. However, 
after a year or so for development of the planned market use of this new supply 
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of 470,000 Mcf, there is shown as above stated substantially improved return 
to El Paso. On a system-wide basis the project is not subject to disapproval 
on a return basis. The Southern California Companies, which have the full 
utility responsibility to absorb this gas into their distribution market, have 
accepted the initial rate as just and reasonable in the premises. 


Gas Supply 


The key reserves for this project are the gas reserves of Colorado, because 
Colorado is selling to El Paso one-half of the gas being delivered to California 
(235,000 Mcf on a maximum day or 200,000 Mcf/d annual average day.) In 
addition by releasing El Paso from its present obligation to sell and deliver 
to Colorado 117,500 Mcf on a maximum day or 100,000 Mcf/d annual average day 
Colorado is further reducing its gas supply and increasing El Paso’s supply. 

On February 4, 1960, Commission Counsel Knight stated on the record: 

Pursuant to the instructions of the Examiner, the technical staff of the 
Commission conferred with representatives of the Colorado Interstate Gas 
Company and the El Paso Natural Gas Company regarding the gas supply 
estimates submitted by the two companies in support of their applica- 
tions, Dockets Nos. G—16904 and G—16235, respectively, on February 1 and 2, 
1960. 

As a result of these conferences the technical staff has advised staff counsel 
as follows: 

(1) Docket No. G—16904 : 

The Commission’s technical staff has examined the gas supply exhibits 
proposed to be introduced in support of Colorado Interstate Gas Company’s 
application, Docket No. G-—16904. In addition, the technical staff has 
examined the basic data and work papers of Colorado Interstate used in 
making the estimates. Based upon these studies the technical staff advises 
that in its opinion the estimates are not unreasonable, and the gas supply 
may be expected to meet the estimated market requirements for a period 
of sixteen years from January 1, 1960. This, of course, assumes that the 
market estimates are found to be reasonable. 

No other party contested the adequacy of Colorado’s reserves. As above 
stated, Natural questioned the legality of the sale to El Paso. 

Colorado’s initial brief sets forth accurately and adequately the outline of 
the proof, which is adopted. Its gas reserves as of January 1, 1959, are relied 
upon. Additional reserves have been acquired. The requirements are for the 
current year (winter peak 1960-1961 and 1961 annual.) Interruptible require- 
ments, however, beyond 1960 were not included because there are no contracts 
for such service beyond the current year. Surplus volumes, however, to meet 
such loads are shown of 130,405 M’cf (Exh. 83) and Colorado has represented 
that it will use its best efforts to furnish such requirements in full. The 
omission of such unknown volumes of interruptible gas represents a conservative 
calculation of revenues and return. Full detail of gas purchase contracts, the 
underlying reserves and deliverability was made (Exhs. 82 and 83), which 
establishes adequate reserves to meet Colorado’s peak day requirements through 
the year 1974 (15 years from January 1, 1960). There is no contra evidence. 
In addition, the reserves withdrawn during 1959 were approximately replaced, 
although no gas acquisition program was in force. (Tr. 1324-1325) 

The gas supply of El Paso is contested by the Staff, which introduced detailed 
evidence. No other party presented any geological evidence. 

By order of the Commission issued May 13, 1958, in El Paso’s Docket No. 
G-—12580, the Commission directed as follows: 
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In every case in which El Paso seeks to sell additional substantial volumes 
of gas, El Paso shall make a complete and current showing of all of its gas 
reserves and deliverabilities distinguishing between certificated sources and 
uncertificated sources, and also of the volumes of gas needed to meet its 
market requirements and for other purposes. 

El Paso has complied with the foregoing provision, although the net amount 
of incremental requirement on El Paso’s gas reserves for the new deliveries of 
470,000 Mcf of gas for southern California is only 100,000 Mcf for annual average 
daily delivery to the Southern California Companies. 

The contest between the Staff and El Paso regarding geological estimates of 
gas reserves and deliverability is, however, limited to the question of the proper 
reserve volumes of gas and its deliverability from only two areas—the Mesaverde 
and the Pictured Cliffs Formations in the San Juan Basin. 

El Paso presented the complete estimates of its own geological staff—A. L. Hill, 
Company Geologist (Exhibits 98—Prepared Testimony, 18 through 25 and 27 
through 64). It also presented John H. Murrell, the President of DeGolyer 
and McNaughton (DeGolyer), the well-known firm of geological consultants, 
(Exhibit 63) who testified to the calculation of the volume of gas reserves in 
the Mesaverde and Pictured Cliffs Fields using the pressure-decline method of 
caiculating gas reserves. 

An outline of some of the proof explains the specific issues for decision. 
Exhibit 24 (Hill) summarizes the estimated gas reserves in the Mesaverde and 
Pictured Cliffs Fields employing the pore volume method. Exhibit 25 (Hill) 
summarizes the estimated gas reserves in the same fields employing the pressure- 
production * method, using a study by DeGolyer as of July 1, 1959. El Paso 
presents this estimate in Exhibit 25 as the minimum or “at least” gas reserve 
volume attributable to its reserves and deliverability on a system-wide or overall 
basis. Exhibit 24 shows that El Paso’s contracted and certificated sources can 
supply all of its requirements (including this project) for 16 years from January 
1, 1959, through 1975. Exhibit 25 reduces the coverage to 14 years. El Paso, 
therefore, contends that by either method it has adequate system-wide reserves 
and deliverability. 

Exhibit 51 is the same as Exhibit 24 except that at the Staff’s suggestion the 
Kingsgate (Canadian) gas proposed to be imported from Canada is omitted 
as part of the supply.t. Exhibit 52 is the same as Exhibit 25 except for the 
same omission of the Kingsgate gas and the effect is to reduce the period of 
deliverability from 14 years to 13 years. Similar additional modified estimates 
were submitted by El Paso at the Staff’s request ringing the changes on omitting 
Kingsgate gas and/or the requirements of 100 M’cfd proposed in Dockets Nos. 
G—15696 and G-18616 for sale to PG & E, which have not been certificated and/or 
the underlying supplies. Under these various hypotheses the deliverability period 
varies between 18 and 13 years. 

Witness Hamilton, the Staff Geologist, testified that the DeGolyer estimate, 
adopted by the Company Geologist, Witness Hill, is very close to the Staff's 
estimate for the New Mexico part of the Blanco Mesaverde Field, namely, 6,855,- 
458,888 Mcf, which is 6 percent higher than the Staff figure of 6,432,289.201 Mcf. 
(Exh. 163, p. 9) 

Using the same shut-in wellhead pressures which the Staff used and obtained 
from the New Mexico Oil Conservation Commission, DeGolyer plotted the 


*Variously referred to also as “pressure-decline method”; “pressure-production decline 
method”; “performance method” ; “production-performance method.” 

* Administrative notice is taken of the decision of Presiding Examiner Weston issued 
April 29, 1960, in Pacific Gas Transmission Company, Dockets Nos. G—17350, G—-17351 and 
G-—17352 et al., 24 FPC 134 at 144, authorizing El Paso to import this gas. 
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production pressure points for each well, which were grouped by townships 
and range within the production limits of the field. For the wells with at 
least five pressure points with a minimum of three points in alignment, the 
three points were extrapolated to a hundred points per square inch shut-in 
wellhead pressure. The gross ultimate reserves determined from these curves, 
by townships and range, were then arithmetically averaged to determine the 
average well gross ultimate reserve for the township, which figure was multiplied 
by the number of wells or well locations in the township inside the productive 
area. The product is the total gross ultimate reserves of that particular township. 

It clearly appears from the evidence that if all of the wells had such a 
production pressure point basis for computation—five pressure points with 
three points in alignment—the two estimates would have been very close together. 
The difference arises from dissimilar calculations for wells with less production 
history. In the many outlying townships where the wells have been drilled as 
recently as two or three years, five annual production pressure points were non- 
existent. As to these DeGolyer obtained the estimate of gross ultimate reserves 
for the wells by projecting a line through the original reported pressure point 
and the latest pressure point to an assumed abandonment pressure of 100 pounds 
psi wellhead pressure. These were also arithmetically averaged per individual 
township and multiplied by the number of well locations or wells in each town- 
ship. When added together the gross ultimate reserves of all the townships in 
the productive limits were the total for the field. 

Both Witness Hill and Witness Murrell testified that the pressure-decline 
method, a variation of which method the Staff had used in the earlier case of 
Docket No. G—12580 and which in intervening conferences the Staff still de 
manded be used, is inappropriate for estimating the gas reserves of these flelds. 
Hill said it was too early in the life of the production of the fields to obtain 
reliable pressure decline data. Murrell showed the township totals and the 
average well gross ultimates in red on the map of the Blanco Mesaverde Field 
which is part of Exhibit 63 when the estimate used necessarily only the two 
existing production points. The productive limits used were those previously 
used in Docket No. G—12580, although there are now some 90 wells drilled out- 
side those limits for which no estimates were included. Murrell testified (Tr. 
250-260) that the results understated the gas reserves by five to six trillion feet. 
They are only minimum (or “at-least’’) estimates; that he expects the better 
wells to continue to produce more gas per pound per square inch than the exist 
ing pressure points disclose; that the drainage area around the well bore in- 
creases to a greater and greater area as production in this low porosity type 
field continues; that such is the history of fields having this type of low permea- 
bility (Tr. 2001-2004) ; that only about one-third of the wells now have enough 
age and production history to make this method of calculation of reserves reliable 
or reasonably realistic; that production must continue for at least five or more 
years before anyone using the pressure-decline method can obtain any estimate 
but an “‘at-least’” or minimum reserve or be anywhere near fair to the field’s 
potentials. The difference in the calculations of well data available in 1957 and 
now demonstrates these geological facts. Witness Hamilton testified (Exh. 163, 
p. 17) that his estimates now show a net gain of 1,678 billion cubic feet or 35 
percent increase over his estimates in Docket No. G—12580, despite the fact that 
his present estimates for Pictured Cliffs reservoir reduced his former estimates 
from 1,555 billion cubie feet to 1,155 billion cubic feet. New average well 
determinations are approximately twice as good as previously. Improvement 
in production applies primarily to the one-third wells having five or more annual 
production points (1954-1959). Hamilton had 685 wells which had five or more 
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pressure points and a pressure drop of 25 pounds or more. Using for extrapola- 
tion the original pressure (before production) through the last pressure point 
the recoverable reserve was calculated at 2,913,293,327 Mcf of gas; but using the 
first pressure point after production showed 4,496,380,171 Mcf or an increased 
production ratio of 1.54401, which Hamilton applied to the wells having only an 
original pressure point (before production) and one annual production pressure 
decline point or to all wells having less than 25 pounds pressure drop after 
production. This was in recognition in part of the geological fact that with 
five or more annual pressure points the curve flattens out and reserve estimate 
calculations show improved potential reserve capacity. This is the same posi- 
tion Hill and Murrell take. 

Murrell’s testimony about the ultraconservative results of the use of the pres- 
sure-decline method to wells in a production formation of low porosity or per- 
meability which are so recently drilled and lack adequate production annual 
data to reflect fairly the ultimate reserve capacity is sustained by the evidence. 
The Staff’s calculations equally demonstrate the same fact. Murrell also testi- 
fied that the estimates he showed were ultraconservative and below realistic 
levels because (1) the pressure production-curve shows that the good wells 
produce more per pound of pressure decline (as more production data reveals) 
and an increasing area around the well is progressively coming into production, 
(2) the pressures supplied in the data are unrealistic in two respects for accu- 
rate computation by this method, namely, they are top of well pressures, which 
actual bottom hole pressure tests which were run establish were 70 to 90 pounds 
less than the bottom hole pressures, and the decline-record of pressure drop at 
the top of the well does not completely reflect the leveling out of the bottom hole 
pressures which are progressively influenced by higher pressures in the con- 
stantly enlarging drainage area around the well. 

Despite some contra statements, these facts are found to have been established. 

The Company Geologist, Witness Hill, maintained continued belief in the 
validity of the volumetric method of estimating the reserves of these fields and 
to continued skepticism regarding the use of the pressure decline method in 
ealculating the production capacity of such a geological formation before its 
production history was adequate to reveal the true trend of production against 
pressure decline. Nevertheless, in the spirit of seeking a common meeting 
ground with the Staff of the Commission, El Paso presented estimates on the 
pressure-decline method for these fields. (Tr. 227).5 The Staff did not see fit 
to present any estimates calculated on the pore or volumetric basis, being satis- 
fied to argue about it but not to present corrections, if any are required. There- 
fore, El Paso’s reserve showing thus made is complained of but not contradicted 
by factual estimates. Hamilton admits that volumetric estimates are valid. 
He merely questions the adequacy of the enumerated factors of porosity, con- 
note water, and net pay. (Exh. 163 pp. 138-14.) He does not expect his demand 
for drill-stem testing of all or at least most of the wells to be met as he admits 
they are usual only in wildcatting or exploration wells and are unusual in de- 
velopment drilling in a partially developed field. On preponderance the volu- 
metric estimates must be accorded proper weight. 

The effort to discover the actual cause of the difference in the pressure- 
decline estimates of the Staff and El Paso (including DeGolyer) leads inescap- 
ably to the use by Staff Geologists Hamilton of an arbitrary differential of 25 


5The Staff was furnished El Paso’s working papers. The Staff cited remarks in an 
earlier decision purportedly suggesting the necessity to use the same method there used. 
Such citation represents misapprehension at least. No earlier case could deny to El Paso 
the availability of any probative evidence. (Staff Brief, p. 33, 22 FPC, 947-948). 














FEDERAL POWER COMMISSION 1163 


pounds pressure drop, which he testifies is an arbitrary figure, i.e., it is not 
produced by apy calculation or the result of any cited statistics, experience 
or formula. It is purely his judgment—a judgment figure which he could not 
explain. (Tr. 2852-54.). Exactly why the calculations of averages are varied 
by injecting this 25-pound decline distinction is not shown by evidence or 
analysis. Hamilton calculated the averages of 685 wells out of 2,031 which had 
five or more production pressure points and also had a pressure drop during 
production of 25 pounds or more. (Exh. 163, p. 4, Tr. 2850.) Murrell did not 
use the 25-pound differential (but did require three points in line). If Hamil- 
ton had extrapolated all wells having five or more points what would have been 
obtained is not in evidence. He admitted that the fact that a well had a pressure 
decline of less than 25 pounds between the first production pressure point and 
the last pressure point could not from a geological standpoint condemn the well 
as a poor well. He also admitted that good wells do not decline as fast as poor 
ones. When a well is producing at a constant rate usually a smaller pressure 
decline indicates a well having a higher reserve than if its rate of pressure de- 
cline was more rapid. (Tr. 2853.) Hamilton also applied the 25-point distinc- 
tion to all wells having less than such a pressure drop during production, which 
also tended to distort averages otherwise produced by extrapolation according 
to the number of pressure points of production available at the time. 

It is, therefore, found and concluded that the averages and the total ultimate 
reserve calculations made by the Staff in this case are not as reasonable and 
trustworthy as those made by El Paso and relied upon in this case, including 
those originally made by the Staff in the Pictured Cliffs Field in Docket No. 
G-—12580. 

The Staff Geologist excluded certain gas supplies from his computations, 
namely, the Kingsgate Canadian gas of 137,000 Mcf/d; the Hoge Ranch 100,000 
Mcf/d; the Beaver County 24,000 Mcf/d; and the 100,000 Mcf of gas that would 
not be delivered if the Copper company deliveries terminate when the direct 
industrial sale contract expires. The deliverability would be extended through 
1970 on Hamilton’s estimates if these sources were added. Since the conclusion 
of the hearing the Kingsgate gas has been certificated by an initial decision 
(Pacific Gas Transmission Company et al., Docket Nos. G—17350, G—17351 and 
G-17352 et al. issued April 29, 1960, by Presiding Examiner Weston). 

It is, therefore, found and concluded regarding the gas reserves of El Paso 
as follows: 

A. The following facts are admitted by El Paso and the Staff 

1. that the formations have low permeability; and that the area of pro- 
duction drainage increases progressively for several years in wells having 
sustained production; and that the production pressure decline curve tends 
to flatten out thus showing greater reserves; 

2. that the production decline curve is not truly representative until five 
or more annual production pressure points have been established and that 
in these fields only about one-third of the wells yet have such a production 
history ; 

3. that estimates thus made of wells having such short history of produc- 
tion should be remade from time to time as more production pressure points 
are reported, especially if the curve has flattened out. 

B. The decider of the reserve issue is not required to recompute the reserve 
estimates to reflect corrections of defects revealed by the evidence, it being 
sufficient and proper, especially in the context of this case and the evidence 
present on the record, to determine one sole issue: 

Is El Paso able to supply the new requirements for southern California 
(to the extent its own reserves are involved) in addition to its existing 
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requirements for a reasonable period of years? The Commission has not 
fixed a minimum number of acceptable years of supply; but precedents 
suggest a 12-year standard. 

It is found and concluded that El Paso by preponderant evidence has estab- 
lished that its gas supply is adequate to render its certificated service and the 
gas service proposed herein under the standards heretofore adjudged reasonable 
by the Commission, namely, for a period of not less than 12 years from the date 
of initiation of service hereunder. 


The Public Interest 


This multi-party coordinated project is proposed to serve the public interest 
in the Southern California Companies’ public service areas. These customer 
companies and their dependent gas consumers are the public whose interest 
is at stake. The 99 percent saturation of house heating with gas is a signal 
fact to demonstrate how dependent upon the importation of constantly increas- 
ing supplies of gas are the ever increasing number of families in southern 
California. The new homes built in a dramatically active housing industry to 
house the explosively expanding population become economically possible and 
salable depending upon the adequacy of gas for heating. The winter service 
thus required in turn is economically dependent upon the industrial (including 
gas for electric generation) utilization during every off-peak period. This in- 
terrelation between industrial gas and household gas has existed from the 
earliest certification by this Commission in 1946 of gas for 113,640 M°cf of firm 
requirements and 91,197 M°’cf of interruptible (industrial) requirements. (5 
F.P.C. 115.) The characteristics of the public interest to be served in southern 
California require their public utility suppliers to continue to follow this pat- 
tern of importation to which Senior Vice President Jacobs testified as the policy 
witness.° 

The public whose convenience and necessity are to be served by this project 
is the gas consuming public of southern California. It is their public convenience 
and necessity which is required to be found pursuant to Section 7(e) of the 
Act. Both Colorado and El Paso otherwise continue their previously certificated 
service. Of course, it follows that in finding under Section 7(e) of the Act 
that the public convenience and necessity of the public proposed to be served 
requires the proposed service it must also be found that the proposed service 
does not cause or result in any undue preference or advantage to any person 
or any undue prejudice or disadvantage to anyone and does not establish or 
maintain any undue discrimination between customers or consumer groups, 
which is rendered unlawful by Section 4 of the Act. In this connection the pub- 
lic interests of the existing customers of Colorado and El Paso must be pro- 
tected against discrimination. 

Witness Jacobs’ testimony summarizes the needs for and the advantages of 
the Rock Springs project to the Southern Companies and the public of southern 
California which they serve. (Exh. 94) Historically, gas has been the base 
fuel of that area ever since its discovery. It was the native industrial fuel 
along with oil which was also originally produced in the state in adequate vol- 
umes. The industrial development of the state has been built on the petroleum 
fuels produced originally at home but now required to be imported into the area. 


*Coal is not used commercially and oil is almost never used for househeating where gas 
is available. Houses are constructed with heating equipment and venting only for gas. 
Commercial establishments also tend to use gas where available. Gas is used for cooking 
in 90 percent of the homes and in about 98 percent is used for water heating. (Hxh. 94, 
pp. 5, 6). 
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The development of a relatively cheap hydroelectric supply has about reached 
its peak so that the electric energy requirements have become increasingly de- 
pendent upon gas for fuel. The Southern California Edison Company (Edison), 
the largest interruptible customer, is seeking to buy for importation its own 
independent natural gas supply and transport such supply into southern Cali- 
fornia. Such project has not yet proved to be feasible and Edison’s position is 
that additional gas for the area needs to be imported. Edison expects its over- 
all fuel requirements to double in the next ten years. (Brief, p. 2) Edison 
needs longer term gas service with somewhat higher priority than provided by 
the existing interruptible service schedules under which it is now served. It 
wants a term of five years or longer. Edison as the largest interruptible cus- 
tomer wants gas service. Even though oil was cheaper in the recent past Edison 
continues to require gas fuel. Its position, therefore, is that it must take all 
reasonable and appropriate steps to obtain adequate fuel so as to continue to 
provide satisfactory electric utility service, and that public necessity requires 
that additional sources of supply of natural gas be made available by importa- 
tion to southern California. Edison reiterated that it continued to be interested 
in obtaining an independent gas supply. 

On the basis of this record it is found that the electric generation customers, 
including Edison and the Los Angeles Department, are substantial public utility 
customers for natural gas fuel for the generation of electric energy to satisfy 
the growing electric utility requirements of their customers in southern Cali- 
fornia. In view of the historic availability and utilization of natural gas as 
industrial fuel and in the absence of a declared Congressional policy which 
classifies industrial fuel use of gas as an inferior use to be denied or discouraged, 
it is inconceivable that the critical fuel gas requirements of industry and electric 
utilities should be denied or subordinated. This record reviews briefly the 
history of industrial gas service in this area. These companies supplied 71 per- 
cent of the total fuel requirements of industrial customers in 1955, 68 percent in 
1957 and 79 percent in 1959. The 5-year average is 74 percent. With Rock 
Springs gas such pattern of industrial service is proposed to be maintained. It 
cannot, however, be met unless this project is certificated. Not to obtain the 
additional supplies would tend to create the fuel scarcity sought by the oil 
interveners. Industrial oil prices would be increased. 

The amount of gas available from California wells is continuing to decline. 
The California State Division of Oil & Gas reported a reduction of reserves from 
11 trillion 722 billion cubic feet in 1948 to 8 trillion 765 billion cubic feet as of 
January 1, 1959. (Exh. 102, p.7) In 1953 these companies obtained 203 billion 
cubie feet from California sources but in 1958 they received only 169 billion 
cubic feet. 

These companies estimate the decline to continue from an average in 1959 of 
450,000 Mcfd to 314,000 Mcfd in 1965 and normal supply to meet peak day re- 
quirements will decline from 496,700 Mcfd in the winter of 1959-1960 to 386,500 
Mefd in the winter of 1965-1966. (Exh. 102 and Exh. 66, Tab. Ib) The field by 
field analysis of Witness Oberseider is accepted as based upon the most reliable 
data available from the California producers. It is found and concluded to be 
the preponderant evidence. The inclusion of emergency gas not under contract 
would not reflect a factual situation. The companies clearly would be in error 
to rely upon hoped for but not contracted for emergency gas to meet peak re- 
quirements. Such gas is certainly not available to meet interruptible loads. 
It is the highest priced gas bought. The producers are unwilling to contract to 
deliver such gas on a year round basis; it is available only to meet emergency 
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peak conditions. Contracts for California gas only give these companies the 
right to buy the gas which the producers elect at any time to deliver and sell 
and the producing oil companies can at any time divert at their sole option the 
gas to pressure maintenance projects, petrochemical plants, refinery oil and 
other uses. California source gas cannot any longer be regarded as a firm, basic 
supply to be fully relied upon to meet delivery obligations. 

Witness Kelsey testified regarding the market requirements of the Southern 
California Companies.’ 

The market and, hence, necessarily the analysis and methods of estimation of 
requirements are very complex. No brief herein correctly reflects the facts in 
evidence. The Staff’s brief is quite unreliable. It should be used only with 
caution and detailed verification with the exhibits and testimony in sworn proof. 
Except for certain evidence regarding California produced gas, the market 
evidence of these companies is not contradicted or modified by any evidence. 
Misuse and misapprehension explains the opposing arguments. For the purposes 
of decision on the evidentiary facts—the merits—the following summary appears 
adequate.® 

The market estimates in this case follow the pattern which has been approved 
down through the numerous certifications in the past years. Exhibit 136—a 
rebuttal exhibit—was presented when the market estimates were challenged by 
opposing interveners. The comparisons of the actual peak day and annual 
requirements in the years 1949 to 1965 with the prior estimates of those require- 
ments made in the several dockets previously certificated demonstrate that the 
estimates have been conservative and require the acceptance of the validity of the 
method used, which are employed in this case. 

The estimates were presented on two bases: Normal year having 1800 degree 
days and cold year having 2342 degree days. The peak day mean temperature of 
36° is the design temperature. Because these public utilities have the duty to 
meet their requirements they have the right to contract for gas supply on the cold 
day and cold year basis. Therefore, the summary of market requirements will 
reflect the findings of facts on such basis. Unless valid reasons exist, including 
Congressional enactment in the future of a statute, which declares that industrial 
and electric generation use of natural gas in southern California is an improper 
or inferior use of gas to be denied or discouraged, these companies have a public 
utility duty and, therefore, a right to contract for and distribute firm-residential 
gas and interruptible-industrial gas on the same relative pattern of utilization as 
has been developed and approved heretofore by Federal and State of California 
regulatory action. The market for gas must—as heretofore—be evaluated as one 
market, which is a high load factor market made possible by the essential gas 
utilization by industry: not only as a smog control measure but because industry 
has been created and developed and exists upon such a fuel utilization basis.’ 
An analysis of the effects of such a market upon the utilization of the Rock 
Springs gas here involved establishes that the annual increases in firm require- 
ments added to the annual declines in the supply of California produced gas will 





























7Exh. 66, Tab. A—Market Data for 1955 to 1965; Exh. 68 showing by chart the de- 
mand for fuel in southern California through 1975; Exhs. 106 and 107—Prepared testi- 
mony ; Exhs. 136 and 137—-Comparisons of actual with prior estimates. 

8 Even the briefs of the Southern California Companies failed adequately to digest and 
set forth the complex market-estimate facts. The proponent normally evidences more 
diligence in persuasive briefing of the facts in evidence as an aid to correct understanding 
and decision of its case. 

® This has been the historic position of the companies and the California Public Utilities 
Commission. This Commission has always so viewed that market. 
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use 90 percent of the total Rock Springs gas received under the proposal herein 
between 1961 and 1979, namely, out of the total Rock Springs incremental supply 
of 2,951,552 M’cf there will be used 2,667,178 M’cf or 90 percent. (Exh. 137; 
Tr. 2102f) This disposes of misplaced emphasis upon hypothetical waste of 
Rock Springs gas for industrial fuel.” 

On a cold year basis™ the estimates may be summarized as follows: 


| 


Supply including Total require- 
Rock Springs ments 


602, 901 | 727, 957 
667, 246 796, 393 
751, 744 | 834, 280 
830, 62 872, 603 
850, 926 920, 008 
862, 209 967, 956 


855, 099 1, 015, 625 





The firm and 


396, 332 

412, 579 

431, 861 

452, 502 

481, 367 

ak 509, 681 
478, 446 537,179 


The curtailments required are the differences between the supply and require- 
ments and the net amounts sold and delivered to interruptible were the gross 
interruptible minus such curtailments. The resulting net interruptible volumes 
compared to firm requirements reveals the proposed pattern of meeting re- 
quirements. The study presented in exhibit 68 to which Kelsey testified in 
exhibit 107 is found to reflect accurately the reasonable and acceptable estimates 
of requirements and to support the conclusion that during the first years of 
operation, an adequate portion of the Rock Springs gas can be marketed without 
reducing the market for fuel oil substantially below its past average level; and 
that even if there were substantial growth of fuel oil sales beginning in 1965, 
still more gas will be needed thereafter to avoid an overall fuel deficiency, 
which volumes could be satisfied with either gas or oil.” 

This evidence disposes of the purported basis of opposition by the oil interests, 
namely, claimed premature importation of the Rock Springs gas and the myth 
of creating a one-fuel economy in southern California. 

The supply side of the market picture can be summarized as follows: 

Existing contracted gas from El Paso is 1,143.1 M’*cfd (Docket No. G—12580) ; 
from Transwestern 300 M’cfd (Docket No. G—14871). In 1949, 450 M’cfd from 
California production sources, which will decline to 314 M’cfd by 1965. In 
addition to such basic or primary supply, special purchases are made from 
California producers of emergency gas to meet firm peaks on unusually cold 
days, and withdrawals from underground storage of substantial volumes are 
required to meet peak demands. Certification herein is sought for Rock Springs 
gas as follows: 


10 Prior to 1965 it should be noted that the Rock Springs increment has not reached the 
full contractual volume. The figures are: 1961—-24,676 M?cf ; 1962—64,427 M%cf: 1963— 
108,045 M%cf; 1964—150,164 M*cf; 1965 and thereafter—173,521 M*cf—all at 14.73 
psia. Table Ia, Tab A of Exh. 66 shows peak day increment of 475 M®cfd in 1961-62, 
with only part thereof up to 356.6 M*cfd received on and after July 1, 1961. 

11 Exh. 66, Tab A, Table Ila—at 14.73 psia. 

122 See exh. 136, table 7 
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Annual daily average volumes in M*cfd at 14.73 psia: 


Cumulative 
supply 










July 1, 1961 


303. vi ; 
SS Ei Ta isccscncctssiesucandecsnaieaion 101.1 17.7 118. 
1 Equivalent to the 470,000 Mcfd maximum applied for herein at 14.9 psia. 


Added supplies under existing contracts: 















Firm 
Date Best Total Cumulative 

efforts supply 
El Paso /Transwestern 





1 Exhibits Nos. 67, 102, pp. 4 and 103. 


The net effect of Kelsey’s estimates of requirements is an indicated need of 
about 168 M2cfd per year between 1959-60 and 1965-66. The 475 M*cfd addi- 
tional supply to be available in full if demanded under “best efforts” provisions 
by January 1, 1962, would defer a firm peak-day deficiency until 1963-64 when 
60 M’cfd would have to be curtailed. With the Rock Springs supply certificated 
a firm peak day deficiency of 115 M’cf would not occur until 1965-66. On the 
1963-64 peak day the total curtailment would be 1,503 (60 plus 1443 interrupt- 
ible) M’cf. Even with the Rock Springs supply certificated total curtailment 
would be 1,734 M’cf on the 1965-66 peak day (115 M’cf firm and 1,619 M’cf 
interruptible).“ The annual firm curtailment would occur in 1964 of 1,569 
M’*cf unless the Rock Springs gas is obtained. (Exh. 66, Tab A, Table Ila) 

The normal year estimates (Exh. 66, Tab A, Table IIIa) show reduced total 
curtailments as a matter of degree day reduction, so that without the Rock 
Springs gas the percentage of interruptible service would decline from between 
68 percent and 77 percent of their 1959 to 1961 requirements to only 45 percent 
service in 1965. With the added Rock Springs gas 79 percent of the interrup- 
tible requirements in 1965 could be satisfied, which would represent a continua- 
tion of the historic service pattern of these public utilities in southern Cali- 
fornia. (Exh. 66, Tab A, Table IIIa) 

Beyond the peak day deficiencies shown above it is found that the average 
annual increase in total market requirements between 1959 and 1965 is 41,700 
M*cf or 114 M®cfd per year. The decline of California gas of 8,300 M*cf per 
year or 23 M’cfd annually creates the annual rate of increased out-of-state gas 
of 187 M’cfd annually, which means that the 475 M’cfd of Rock Springs gas is 
the equivalent of only 3144 years of annual need for increased supplies of out- 
of-state gas for the service requirements of these companies.“ 

Table IVa of Exhibit 66 presents an ultra-conservative estimate based upon 
reduced requirements assumptions that (a) one-half of the large interruptible 
customers (mostly the electric generating and other large volume industrial 
users) (b) would use gas to satisfy a maximum of 75 percent of their fuel 
requirements (beyond their own gas supply) regardless of the availability of 
more gas. Thus, the gross requirements of industrial customers is reduced to 

























13 Exh. 66, Tab A, Table Ia, Lines 9, 15, 16, 17 and 20. 
4 Exh. 106, p. 11; Exh. 66, Tab A, Table IIIa. 
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provide for the use of oil up to 25 percent of their fuel requirements. This 
assumes fuel oil use by these customers (the 25 percent of fuel requirements) 
of from 11 to 17 million barrels a year in each year 1959 through 1965, whereas 
their average oil use in the past 10 years was 13 million barrels a year, ranging 
from 6 million to 20 million per year. On this assumption the composite load 
factor on the contracted out-of-state supply would range from 88 percent to 95 
percent in 1961-1963, with cut-backs, distributed between El Paso and Trans- 
western in accordance with contract provisions so that no gas would have to be 
paid for which had not been delivered. 

It is, therefore, found and concluded that the market of the southern Cali- 
fornia companies requires the Rock Springs gas as contracted for and that it 
would provide for the satisfaction of its customers requirements on the reason- 
able and existing pattern of serving both firm and interruptible requirements, 
i.e., about 75 percent of fuel requirements until 1964. 


Economic Feasibility to the Southern California Companies 


The economic feasibility of the purchase of the Rock Springs gas by the South- 
ern California Companies is established by the testimony of Witness Herrman. 
(Exh. 109; Exh. 66, Tab. D ; Exh. 138) 

Assuming fuel oil use for 25 percent of the fuel requirements of the large in- 
terruptible customers, the estimates establish that the overall load factors on 
out-of-state purchases (including Rock Springs gas) will be 94.6 percent in 1961; 
87.7 percent in 1962, 94.1 percent in 1963 and 100 percent thereafter. (Exh. 109, 
p. 8) The intervening oil companies made an ineffectual effort to show that oil 
would compete so as to render the interruptible gas unsalable in the estimated 
volumes and, hence, the feasibility would be in question. After exhaustive 
analysis it is concluded that the actual residual position of the oil company in- 
terveners is not represented by doubt that the interruptible gas will be sold 
but rather by a lively fear that it will be sold in such volumes on an interruptible 
basis and thus prevent the development of an industrial fuel scarcity, which 
would benefit the oil companies through the resulting price increases, and which 
the blocking of the Rock Springs project would cause. 

Witness Herrman developed the average cost of the existing gas supply for 
the period of 1961-1965 as 37.52 cents per Mcf and the comparable figure includ- 
ing the Rock Springs gas as 38.77 cents per Mcf, which makes a percentage in- 
crease in cost of gas of 1.52 percent. Such increased cost must be reflected in 
a slight increase in distribution rates, which when applied to a typical residen- 
tial bill of approximately $100 a year, and assuming a uniform percentage rate 
increase, would mean an annual added cost of gas to such customer of $1.50 
for each year 1961-1965 and about 50 cents thereafter. (Exh. 109, p.14) Such 
minor increased customer cost would not have any effect on residential and 
commercial competition and would cause only small competitive loss of business 
in industrial sales. He also established the comparative overall fuel costs to a 
typical large industrial customer, which would use one percent of total inter- 
ruptible requirements, on two bases: (1) having Rock Springs gas available, in 
which case total fuel costs would be $1,860,000, with gas usage of 3.938 M’cf at 
39.8 cents per Mcf; and (2) not having Rock Springs gas available in which case 
total gas costs would be $2,095,000 with gas usage of 2.858 M’cf at 39.1 cents 
per Mcf and oil usage increased from 146,000 to 326,000 barrels. In such estimate 
the price of oil is calculated to increase from $2.00 a barrel—the price obtain- 
ing with Rock Springs gas available—to $3.00 a barrel—based on the 1957 ex- 
perience when oil usage in lieu of gas reached 20 million barrels a year. (Exh. 
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139; Tr. 2256-2260) It is also established that without Rock Springs gas it 
would be necessary to curtail industry (in excess of the proposed 25 percent of 
fuel requirements to be supplied by oil) to the extent of 108 M°cf thus reducing 
service to industry from 393.8 M°cf to 285.8 M’cf. The correlative increase of fuel 
demand for oil is 18.6 million barrels on top of 14.6 million barrels of oil used 
when Rock Springs is also available, or a total annual industrial fuel oil demand 
of 32.6 million barrels. The maximum previous demand for fuel oil was 20 mil- 
lion barrels. This measures the competitive economic stake of the concerted 
efforts of the oil interveners in opposing the Rock Springs project and undresses 
the ghost of an alleged “one-fuel economy” in Southern California. The real 
spectre is a captive industrial fuel oil market with its resulting price squeeze. 
The public interest is not protected by regulation of oil pricing practices. Gas 
prices are regulated. 

The record discloses that industry, including the Edison electric load, de- 
mands adequate gas service on the pattern heretofore developed in that area. 
In 1956 Edison filed a complaint against these companies before the Calif. PUO 
demanding a larger share of available interruptible gas. Even after obtaining 
better allocations under a new PUC-approved tariff Edison continued to express 
dissatisfaction as above indicated with the short term interruptible type service 
and began to seek an independently owned gas supply. Bdison contracted with 
Richfield Oil Corporation in California—one of the intervener opponents in this 
case—for a large intrastate gas supply, which contract was thrown into litiga- 
tion by a cease and desist order by the Calif. PUC. During November 1959, 
Edison laid before the Calif. PUC its demand that if these companies failed or 
refused to purchase out-of-state gas on the premise that Edison might then not 
accept the gas and Hdison at the last moment decided to renew its gas purchase 
contract, which does not expire until mid-1962, Edison nevertheless expects these 
companies to reduce deliveries to other industrial customers and to make room 
for maintaining the deliveries to Edison. It can be left to logical inference 
what Edison’s attitude and reaction would be when and if the Rock Springs gas 
is not certificated and the annual fuel oil demand in the Southern California 
Companies service area increases, with resulting increased price, from 14.6 mil- 
lion barrels to 32.6 million barrels. It is established that long-term service con- 
tracts for industrial fuel are not available from oil companies. The Rock 
Springs supply provides a 20-year basis of service.” 

Witness Jacobs testified fully and conclusively, which evidence was in no 
manner contradicted or minimized, that Edison’s contract does not expire until 
mid-1962 (Tr. 486) ; that it is renewable until that time; that the probability of 
continued service of the Edison load is very high—giving sound reasons to sup- 
port such estimation; that these companies intend to enable themselves to serve 
the Edison gas load as they consider it to be their public utility duty to satisfy 
the gas fuel requirements of southern California on an economically feasible 
basis, i.e. about 75 percent of the fuel requirements of the large industrial cus- 
tomers, or 80 to 85 percent of the entire market including industrial customers of 
small or medium size, which generally wholly rely upon gas fuel. (Exh. 94; 
Tr. 2452f) He further testified that even if the Edison load should be lost to 
an independently-owned gas supply, these companies would be able to market 
their gas supplies satisfactorily. 

Witness Herrman also demonstrated that the Rock Springs gas has the lowest 
price of any new gas supply project coming to California. When tested on a 
100 percent load factor, which has historically been approached in both southern 


4% It is certain that Edison does not propose to be dependent upon the fuel oil market. 
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and northern California importation, and assessing the proportionate cost of the 
jointly used facilities to each, the Rock Springs gas would cost about 41.3 cents 
per Mcf and the Transwestern delivered cost would be about 45.7 cents per 
Mcf. (Exh. 109, p. 21) The Canadian project of P.G. & E. (recently certificated 
by the Presiding Examiner) in the third year would deliver gas at Antioch, 
California at 46.6 cents per Mcf (Exh. 109, p. 20) 

Calculated, as is required for sound comparison, upon the entire period of the 
contract—and not merely for the initial (low-load-factor) years as the Staff 
and the Oil interveners do—the average cost of gas to the firm customer will be 
less with the Rock Springs increment than without it, unless, of course, the 
load factor of operation is destroyed by compelled curtailment of industrial 
service. The forcing of substantial increase of underground storage in lieu 
of the continuation of a high-load factor operation would not improve the cost of 
gas to firm customers. Underground storage should be held in the proper 
balance. (Exh. 199; Tr. 3280f). Such evidence reveals the fallacy of the 
arguments in opposition to the effect that firm customers subsidize industrial 
sales. 

The higher costs per Mcf calculated on the annual increments of gas and the 
incremental cost (23,737 M’cf and $14,636,000 in 1961 or 62 cents per Mcf; the 
1962 figure of 60.68 cents per Mcf; the 1963 figure of 46.74 cents per Mcf; and the 
1964 figure of 43 cents per Mcf) merely demonstrate how low-load factor opera- 
tions affect the annual cost calculations. They do not reflect the true economics 
of the project, as Counsel for the Oil Companies ably brought out by cross- 
examination. (Tr. 2264-66) 

In the computation of revenues the distribution rates which are now pending 
before the PUC were used so that a small revenue deficiency is shown, which 
would require a slight increase in distribution rates, as heretofore noted. Wit- 
ness Herrman testified how that revenue deficiency would be met as follows: 

We would hope that possibly one-half to two-thirds of the revenue de- 
ficiency might be taken up by special classes of higher priority service that 
we contemplate offering to the large interruptible customers, the steam 
plants, particularly, some of whom have indicated a desire to have service 
of that character. The balance, I think, would be made up by a quite 
small percentage increase based on present revenues as between firm and 
interruptible customers, which would mean a very nominal increase on the 
remaining interruptible customers. (Tr. 2346) 

We expect to offer so-called high priority service at rather a premium. 
A number of our customers have indicated a desire for more continuous 
type service, and I would hope that we could pick up a substantial sum of 
money, for example, in that way. (Tr. 2272) 

A longer term higher priority curtailable service with a two-part rate would be 
provided by an additional rate schedule filing with the Calif. PUC. Witness 
Herrman testified that an analysis of actual loads of the large interruptible 
customers over the past two or three years supports the belief that a demand 
and commodity rate for such longer term higher priority industrial service, such 
as Edison and other customers have sought to have made available to them, 
will result in the normal operating practice of using such gas on about an 
eighty percent load factor basis. (Tr. 2272) Upon an analysis of all the 
evidence and all the arguments pro and con it is found and concluded that the 
Rock Springs project is economically feasible for the Southern California Com- 
panies; that it produces economic advantages not otherwise ol'tainable both 
to the firm and interruptible customers not only as measured by'customer cost 
but by providing gas service to satisfy customer requirements; and that the 
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economic impact upon the competitive fuel oil will remain about constant with 
the fuel requirements relationship which has been historically developed in 
Southern California since the days when petroleum products produced in Cali- 


fornia supplied all of the fuel requirements of the expanding industrial complex 
of that State. 


In its briefs herein Colorado summarizes the concerted actions of the Oil 
Companies * who intervened herein in opposition to the Rock Springs project. 
Under Section 20(a) of the Natural Gas Act, 15 U.S.C. par. 717s(a), this Com- 
mission is required to transmit to the Attorney General “such evidence as is 
available concerning such acts and practices or concerning apparent vio- 
lations of the Federal anti-trust laws.” The thrust of the law is to inform 
the Attorney General of evidence produced before this Commission (which 
normally, of course, he would not otherwise learn about) and thus enable the 
Attorney General to evaluate such evidence, pursue such investigation, activate 
such prosecutive action, and reach such conclusions regarding the violation of 
the Federal anti-trust laws as he may deem appropriate—none of which actions 
by him lie within the competence of the Presiding Examiner or Commission. 
There is, therefore, set forth in a footnote the recommendation of Colorado in 
its briefs, and the statement of the Southern California Companies regarding the 
real position of the oil companies.” 


% Richfield Oil Company, Standard Oil Company of California, Golden Bear Oil Com- 
pany, Lloyd Corporation, Ltd., National Oil Company, Thornbury & Geis, Mt. Diablo 
Company, Bonmac Oil Company, Marco Oil Company, Atlas Royalties, Inc., McGreghar 
Land Company, Petroleum Supply Company, Frank Goldman and Oil Producers Agency 
of California. 

17The California oil interveners presented a case calculated to show that the gas El 
Paso intends to take to California is not now needed by the California market. That 
such interveners failed in their stated purpose will be evident from the briefs of other 
parties. Such failure effectively disposes of the cases presented by the oil companies, 
with respect to the Commission’s jurisdiction, under Section 7 of the Natural Gas Act, 
over the applications consolidated in this hearing. 

However, in another area, the responsibility of the Commission concerning the oil com- 
panies under the Act, and under the circumstances disclosed here, may not yet have been 
discharged. This record represents more than a lack of effective opposition in this pro- 
ceeding. It discloses a calculated plan to forestall from the California market deliveries 
of this natural gas with price control, to some degree, as the desired result. 

This plan was evolved from the concerted design of many parties. The salient facts are 
as follows: 

(a) The oil interveners have gotten together on a policy to be pursued “to not have 
gas imported into California prematurely.” (Tr. 2640-2642) 

(b) The oil interveners are either engaged in selling fuel ofl or crude oil which 
is made into fuel oil. (Tr. 2672) 

(c) Fuel oil is competitive with natural gas in the market involved. (Tr. 2672- 
2673) In fact, there are sales by some of the oil interveners to interruptible cus- 
tomers of the gas companies to which the gas involved in these cases would be de- 
livered. (Tr. 2606-2607) 

(d) The interest of the oil interveners is (a) “‘to retain a market for fuel oil at the 
best prices possible in line with competition from other sources...” (Tr. 2594); 
(b) “to not have the importation of natural gas into California before it is 
needed ...” (Tr. 2595); and (c) “to keep it (the fuel oil market) from deteriorat- 
ing further, and possibly strengthen the price of fuel ofl ...” (Tr. 2533) 

(e) The price of fuel oil is pegged to or escalated with the price of gas. (Tr. 2513, 
2598, 2600) 

(f) The price of the gas in the California market involved in these proceedings 
would be less than prices of gas from other sources or potential sources, which im- 
portation the ofl companies do not oppose. (Tr. 2572, 2576, 2591, 2592) 

(g) The price of natural gas produced in California by the oil companies and sold 
to gas distributors shortly will become the average of the prices of imported gas at 
the borders of California. The higher the California border prices are, the more the 
oil companies will receive for gas which they produce in California. (Tr. 2596-97) 
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The following findings and conclusions relate to the fuel economics here 
involved : 

(1) That the current low posted price for oil ($2.15 per barrel excluding 
delivery costs and sales tax) were established in September 1958, when the 
West Coast oil inventory was about 34 million barrels. 


(h) The ability to peg fuel oil prices below the price of gas has had the result of 
increased sales of fuel oll. (Tr. 2631-2632) 

(i) The proposed importation of gas here will move in interstate commerce. 

These record facts point to the conclusion that here exists a concerted and intentional 
uniting of the oil interests to effect price formation through stabilizing fuel oil prices by 
limiting the competitive effect of natural gas with which fuel oil competes. Even though 
it might be argued that the means adopted to accomplish these ends are legal and allow- 
able—through intervention in this case, the ends sought, however, may not be. That 
involves a type of determination which this Commission may not be able to make. The 
Commission may, however, “transmit such evidence as may be available concerning such 
acts and practices or concerning apparent violations of the Federal anti-trust laws to 
the Attorney General...” (Natural Gas Act #20(a), 15 U.S.C., Par. 717s(a)). 

The evidence in this case justifies such referral. (Colorado’s brief pp. 29-30) 

While a competitor has the right to intervene in opposition to the gas companies’ plan 
(a point which Colorado Interstate already has admitted), nevertheless, if an illegal end 
is being sought through what might otherwise be considered a legal means, a violation of 
the anti-trust laws may result. It is the conspiracy, the concerted action which has for its 
goal the stabilization of fuel oil prices, which is the crux of Colorado Interstate’s com- 
plaint in this regard. We feel the evidence of such a conspiracy to attain such a goal 
Was never clearer than on the record in this case. (Colorado’s reply brief, p. 35) 

In this proceeding, certain California oil companies have attempted to create the im- 
pression that they have assumed the mantle of protectors of the public interest. On the 
surface, they purport to be champions of the firm customers of the Southern California 
Companies. Mr. Loomis, a vice president of the Standard Oil Company of California, ex- 
pressed the oil companies’ concern over “subsidization” of the industrial customers by the 
firm customers (Ex. 14, p. 11; Tr. 2583), but the evidence discloses that he has no 
understanding of economic feasibility and is not competent to support this concept (Tr. 
2553-60, 2576). It is significant that the City of Los Angeles, which is far better able to 
speak for the firm customers than are the oil companies, takes a diametrically opposite 
position (Tr. 1531-35). 

The real position of the ofl companies is illustrated by evidence that their spokesman, 
the Standard Oil Company of California : 

(1) competes with the Southern California Companies for industrial fuel sales 
(Tr. 2596) ; 

(2) produces and sells California gas supplies to the Southern California Companies 
(Tr. 2596) ; 

(3) is engaged in negotiating an underground storage arrangement with the 
Southern California Companies, and would be in an improved bargaining position 
if new out-of-state gas supplies for Southern California could be blocked (Tr. 2547- 
50); 

(4) has, through its affiliates, entered into contracts to sell substantial volumes of 
gas to the new P.G.& E. Canadian and Transwestern out-of-state supply projects—two 
other new major California supply projects which the oil companies chose not to 
oppose (Tr. 2570, 2593). 

The determination by the oil companies not to oppose the P.G. & BE. Canadian project 
furnishes, perhaps, the most clear-cut exposure of their motives. The gas to be supplied 
by that project will displace fuel oil burning to a greater extent than will be the case in 
Southern California, and its delivered cost will be higher. Both Northern and Southern 
California are part of the same market for California fuel oil. Yet the Standard Oil 
Company witness finds himself unconcerned over (a) the “subsidization” of the industrial 
customer by the Northern California firm customer, and (b) what he calls the “anomaly” 
of low-priced fuel oil moving out of California and high-priced gas moving in (Tr. 2570-73). 
The obviously simple answer to this difference in concern for the customers of Northern 
and Southern California stems from the fact that Standard Oil Company is not selling 
nor proposing to sell gas to the Rock Springs project (Tr. 2571, 2681). The Standard Oil 
Company also sells substantial quantities of fuel oil to Pacific Gas and Nleectric Company. 

The oil companies ask for a “free competitive situation” (Ex. 141, p. 10; Tr. 2531). It 
is apparent that what they really want to achieve is a denial of the Rock Springs project, 
thereby forcing the interruptible customers of the Southern California Companies to greater 
utilization of fuel oil. (Brief of Southern California Companies, pp. 23, 24) 
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(2) That if no Rock Springs gas was available to these Southern California 
Companies, the fuel oil demand of their large industrial customers (in sub- 
stitution for necessarily curtailed gas deliveries which had been rendered un- 
available) would be 32.6 million barrels in 1963—almost equal to the entire 
recent 34 million barrel inventory for the entire West Coast. 

(3) That when the previous maximum industrial interruptible customer 
usage of fuel oil in 1957 of 20 million barrels occurred the price of fuel oil 
increased to $3.00 a barrel. (Tr. 2259) 

(4) That the Bureau of Mine’s District V (comprising the States of Wash- 
ington, Oregon, California, Arizona, Nevada, Alaska, and Hawaii) constitutes 
a market for fuel oil produced in California. 

(5) That in District V nearly one-half of the fuel oil market was for uses 
not competitive with gas, such as ship bunkering, ete. (Tr. 2520) 

(6) That Vice President Loomis of the Standard Oil Company of California, 
the spokesman witness for the Oil Companies, testified that a 15-million barrel 
level would constitute a “good working inventory” and that a 10-million barrel 
inventory would be operable. 

(7) That if the Rock Springs gas is available the annual fuel oil use of the 
interruptible customers of these Southern California Companies would be 14.6 
million barrels—almost the equivalent of Witness Loomis’ 15-million barrel 
good working inventory. 

(8) That Witness Loomis also testified that the inventory of fuel oil in the 
entire District V was 18.5 million barrels in January 1960; that his company 
held about half of the fuel oil inventory in District V; that his company last 
changed the posted price of fuel oil in September 1958 when inventories were 
the highest in history, namely, 33.7 million barrels but had not yet considered 
posting a higher price until the Rock Springs cases are decided (Tr. 2524) ; 
that the availability of gas does tend to keep the price of fuel oil down (Tr. 
2569) ; and that the oil companies’ interest in these proceedings is to keep 
the price of fuel oil from further deteriorating, and possibly to strengthen the 
price of fuel oil (Tr. 2533, 2593f). 

(9) That Witness Loomis testified that his company had through an affiliate 
sold a substantial amount of natural gas to the P.G. & E. project to import 
Canadian gas (Tr. 2570) but does not sell any gas to anyone in connection with 
the Rock Springs project; that his company construed its contract obligations 
to require it to support the P.G. & EB. project to import Canadian gas, and had 
his company sold some of the gas for this project it would have had to act the 
same way (Tr. 2680-81). 

(10) That Witness Loomis testified that when the Transwestern project was 
proposed his company decided that additional gas for firm peak demands was 
needed in California and did not oppose that project but became concerned 
about the effect on the economy in the fuel oil industry when the Rock Springs 
project was superimposed on the Transwestern project and decided to oppose it 
(Tr. 2676). 

It is found and concluded that Witness Loomis has admitted facts which 
destroy his announced concern about the injuries resulting from the Rock Springs 
gas and that there remains only in valid contest the issue of whether the 
Federal and State regulating authorities should compel the curtailment of the 
deliveries of gas to the industrial customers of these companies so as to create 
an annual demand for fuel oil in excess of existing patterns of distribution 
between fuel oil and gas fuel, namely, about 15 million barrels per year, and 
thereby tend to produce through the law of supply and demand a higher price 
for fuel oil than has obtained and would obtain if existing patterns are main- 
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tained, namely, $3.00 a barrel or higher when the demand for fuel oil was 
about 20 million barrels per year. In resolution of that issue of economic 
public interest there can be but one answer from the facts of record, namely, 
the economic interest of the public to be served by the Rock Springs gas requires 
that this project be certificated. 


The Public Convenience and Necessity 


It is found and concluded that the public convenience and necessity of the 
public to be served by the Southern California Companies requires the proposed 
service of the firm and industrial market requirements in continuation of the 
long existing pattern of distribution of service by these companies to these con- 
sumers in this service area between firm residential and commercial customers 
and industrial and electric utility interruptible customers, which has created 
a pattern of division of industrial fuel between oil and gas. It is found and con- 
cluded that the maintenance of the existing pattern of service, which cannot be 
accomplished without the certification of the Rock Springs increment of gas sup- 
ply, is required by the public convenience and necessity of both the firm and 
interruptible customers. The public convenience and necessity of the firm cus- 
tomers requires the proposed service to the interruptible load because such eco- 
nomic balancing of loads and maintenance of the historic load factor is indis- 
pensable to the maintenance of firm service at relatively current costs. To deny 
the proposed interruptible service would be inevitably to penalize the firm users 
of gas, primarily the more than 800,000 residential householder consumers. It is 
also found that the public’s interest in the purity of the air they breathe in this 
geographical area, as determined by competent public authority and as emphati- 
cally enunciated on this record, demands the certification of this proposed project, 
which renders feasible the public smog control program through the availability 
of interruptible industrial and electric generation gas service. It is further 
found and concluded that the legitimate private interests of the Standard Oil 
Company of California and the other concerted oil companies herein are not 
adversely affected by the importation of the proposed Rock Springs gas: their 
market participation is still available on an unchanged historic pattern of divi- 
sion between oil and gas. What will be lost to them is the opportunity to pro- 
duce gas fuel scarcity with its concomitant increase of oil prices. 

It is, therefore, found and concluded that in the terms and intent of Section 
7(c) of the Act the present and future public convenience and necessity requires 
the certification of the proposed natural gas service by El Paso and Colorado to 
the Southern California Companies, and certificates, therefore, should be issued 
as hereinafter ordered, subject to the conditions hereinafter prescribed. 

The public interest is served by the respective advantages to the several appli- 
cants and the public served by them achieved by and resulting from the specific 
characteristics of this multi-party project. Each applicant and the Southern 
California Companies gain specific and distinctive advantages. The following 
specific findings and conclusions enumerate the specific benefits serving the public 
interest to the several parties and the public served by each party. 


Advantages to the Southern California Companies 


The public convenience and necessity of these companies and the public they 
serve is benefited by the following advantages resulting from the project: 

1. The project opens up to these companies new and growing sources of favor- 
ably priced natural gas in the mid-continent and Rocky Mountain regions. These 
areas were not previously available. These sources have potentially larger 
supplies to be made available under the project contracts. The facilities have 
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potentially additional economic capacity (up to 700,000 Mcfd) for this particular 
gas service to be developed at minimal incremental cost of compression. South- 
ern California has gained an additional supplier, Colorado, from which company 
it may expect to receive greater supplies in the future, thus improving purchas- 
ing power. 

2. The route chosen for this project from Green River, Wyoming, opens a 
direct route to southern California for Canadian gas to reinforce present reserve 
areas in the southwest of the United States. The Green River to Las Vegas 
to Newberry route is a major first step enabling southern California to look to 
the vast potential of gas reserves in western Canada for future gas supplies to 
meet the explosive expansion of population, industry and gas requirements. 
The project will make Canadian gas available by displacement for much of 
the annual supply. This project is thus an analogy as important to southern 
California as a new and direct route for access to the Canadian gas potential 
as the Pacific Gas Transmission project of P.G. & E. is to northern California. 

3. The added diversity of supply is a substantial benefit adding bargaining 
power and safety and assurance of accessibility to future gas supplies. 

4. The new sources of supply are proven reserves which have been heretofore 
connected to pipeline service and have known performance records. These new 
diversified sources create the potentiality of being able to procure future 
increments of gas in smaller volumes more frequently and more closely tailored 
to the growth of requirements. 

5. The project is timed so that these companies (through Pacific Lighting 
Corporation, the holding company) can construct these California facilities in 
conjunction with the new facilities to transport the new Transwestern incre- 
ment of gas at substantial savings of construction costs. 

6. The long-term purchases are at prices which are lower than the new Trans- 
western increment of gas and also lower than the new P.G. & E. project gas. At 
100 percent load factor the Alberta gas will cost about 46,6 cents per Mcf; 
the Transwestern will cost 45.7 per Mcf; the Rock Springs gas 41.3 cents per 
Mcf. These companies express doubt that such a long-term supply of gas at 
such favorable price can be found again. (Exh. 94, p. 16) Any substitute 
supply would in the opinion of Witness Jacobs be higher in price. 

These companies summarize the situation accurately: 

No amount of sound and fury from the oil companies can avoid the hard cold 
facts that it is the Southern California Companies who have the responsibility of 
providing for their customers, both firm and interruptible; that the customers 
want the gas; and that the Air Pollution Control authorities want adequate 
quantities of gas to be available for use of industry. If the Rock Springs project 
were denied, and gas were in short supply, customers and others could point 
to that inadequacy, and it would be idle for the Southern California Companies 
to argue that it need not have happened! 


III. CoNcLUSION 


The evidence demonstrates that public convenience and necessity require the 
certification of the Rock Springs project. This project will make vast new 
natural gas supplies from the midcontinent, Rocky Mountain area, and future 
Canadian sources, tributary to Southern California’s insatiable demands. 
This gas is vital to California’s energy requirements. It will be particularly 
important to residential customers’ long range needs for natural gas. It will 
help meet demands for gas for industrial fuel; if those demands are not met by 
the Southern California Companies, industry may attempt to obtain gas by 
other means which are contrary to the public interest. The proposed facilities 
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are capable of economic expansion, and can be financed. The project is economi- 
cally feasible. It should be certificated. (Brief pp. 25, 26) 


Advantages to El Paso 


The following findings and conclusions establish the manner in which the 
public interest involving El Paso is served by this project: 

1. El Paso has long been the exclusive supplier of gas from out-of-state sources 
for the markets of California. Recently Transwestern was certificated to supply 
300,000 Mcfd to these Southern California Companies. Recently Pacific Gas 
Transmission Company was certificated to import Canadian gas and to transport 
and sell to PG & E 415,000 Mcfd. This project keeps E! Paso in the business of 
supplying the requirements of southern California at competitive prices and 
provides a further potential of competition by the use of its recently acquired 
Northwest Division as a direct route for supplying Canadian gas to the Cali- 
fornia market, in collaboration with Colorado and the Southern California Com- 
panies south of Las Vegas.” 

2. The new Colorado line from Green River to Provo and El Paso’s new Las 
Vegas line create substantial new future usefulness of the Northwest Division 
facilities as a conduit for Canadian gas for the California market. (Tr. 122- 
124; 1572). The new access of mid-continent and Canadian gas to California 
greatly enhances the economic usefulness of the Northwest Division facilities. 
With the certification of the Kingsgate Canadian gas for delivery through the 
Northwest Division facilities and the gas coming in from Sumas, such Canadian 
gas will by displacement supply a substantial annual volume of the proposed gas 
to these Southern California Companies, which flow condition is beneficial to 
El Paso’s mainline system through the new flexibility of use of its existing 
connected facilities with the Northwest Division at Ignacio. Regardless of any 
comparison of the cost of looping and otherwise enlarging El Paso’s existing 
mainline system, about which hypothesis much misplaced argument occurs, the 
advantages to El Paso of the direct connection of its Northwest Division facilities 
with the Newberry to Las Vegas pipeline of these Southern California Companies 
and the fantastically expanding gas market in California by building the new 
line between Green River and Las Vegas are obvious, emphatically supported 
by testimony (Tr. 122, 1572) as the paramount advantage of this project to El 
Paso, and wholly uncontradicted by anyone by any evidence, or otherwise than 
by Staff counsel in his brief (without the benefit of any factual support). 

8. The recovery of the 100,000 Mcf average day volume (117,500 Mcfd on the 
maximum days) now being sold to Colorado, by its release by Colorado, and by 
the proposed abandonment of such sale is advantageous to El Paso constituting 
an additional unquestioned supply of that amount. Coincidentally, the release 
of that gas is also advantageous to Colorado as hereinafter set forth. The 
supply is connected to the Northwest Division facilities and thereby reduces the 
withdrawal from El Paso’s other sources 117,500 Mcfd of gas. 

4. Under proper accounting the economic feasibility of the Northwest Division 
facilities—their earning power—shows substantial improvement under the pro- 
posed operation of this project. 

5. Although El Paso is increasing its daily deliveries to California by this 
project by almost a half billion cubic feet, this is accomplished by this project, 
involving an improved utilization of the Northwest Division, including its future 


%The new California pipeline would cross P.G. & E.’s pipeline from Topock to San 
Francisco, where an interconnection and deliveries through Las Vegas to San Francisco 
are potentially a future possibility. 
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key utilization in importing directly to California ever increasing Canadian sup- 
plies of gas as the southwest reserves suffer inevitable depletion, and by the 
cooperative arrangement with Colorado, without diminishing by one cubic foot 
the potential of expansion of its mainline system. In fact, the new route’s avail- 
able transportation of Canadian gas potentially will increase capacity of the 
mainline system and the Ignacio to Green River line. From every engineering 
point of view this project improves El Paso’s system, including the Northwest 
Division. The overall $84,005,000 cost of this project from Green River to Las 
Vegas is less than the $87,450,000 cost of reinforcing the existing system with 
alternatively required facilities which is in itself a major benefit. However, 
the paramount advantages of this project to El Paso transcend the matter of 
costs. Such advantages are obtainable by El Paso only by this very projected 
plan and route. These benefits are so inherently a part of this projected route 
through Green River and Provo and Las Vegas that no so-called comparable 
alternative can be contemplated. There is no alternative route with which this 
project for El Paso can be compared. The briefs in opposition must be dismissed 
as totally irrelevant to the merits of this project. They spend themselves 
dreaming up some hypothetical airline route as a strawman with which to 
condemn this so-called unusual route, circuitous route, route that “defies all 
normal concepts of diversion” and other uncomplimentary references. There is 
uncontradicted testimony of the unique and paramount benefits to El Paso of 
providing the proposed direct route for access to potentially unlimited Canadian 
reserves for the market in California, which is expected to double by 1980. 
and which is expanding so explosively that it defies adequate estimation. The 
opposing briefs do not discuss the merits of the proposed project. They presume 
to determine a nebulous “better route.” They then condemn this project because 
it follows the one and only route, which the applicants and the Southern Cali- 
fornia Companies specifically propose because of the specific and specified advan- 
tages not obtainable by the use of any other route or facilities and, more 
importantly, which these applicants are willing and able to construct, finance 
and operate. In brief, the opponents cannot see the forest for the little trees 
along their hypothetically conceived better route. 

6. El Paso by proposing this project along this very route has opened the 
door of opportunity profitably to seek and obtain additional Canadian gas to 
reinforce its hard pressed southwestern gas reserves. This new supply furnishes 
by displacement in this project that kind of reserve reinforcement. It is, of 
course, too much to expect El Paso to suggest that its southwest reserves are now 
hard pressed. But to open this proposed route for future use of Canadian gas to 
enable El Paso to meet the expanding southern California gas requirements is, 
indeed, the paramount advantage to El Paso, which its Vice President emphasized. 
One wonders whether the California PUC can in fact ignore such demonstrated 
benefit to that dynamic part of its State, which benefit and comparative advant- 
age is not only obvious but to those who are expert in these gas supply matters 
crucial in importance. The advantage to southern California of this assurance 
of adequate future gas supplies can only be obtained by using this very geo- 
graphical route to tie the Southern California Companies and the Northwest 
Division of El Paso together in their mutual bid for the support of the southern 
California market with Canadian supplies of gas. Certainly this Commission 
need not fail to recognize this potential benefit as it weighs the adequacy 
of Ei ~aso’s existing gas reserves to support its responsibilities of gas service 
to tha. dynamic area of the State of California. It is noteworthy that neither 
the City of Los Angeles nor Edison were in opposition to this project by this 
particular route. The Southern California Companies also emphasized the 
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value to them of the Canadian gas potential. They have the public utility 
responsibility for adequate gas service. They strongly plead for this gas and 
for this particular project route. They are not unaware of the drain of gas 
withdrawals upon El Paso’s existing gas reserves. They stress the advantages 
of diversified sources and of Canadian gas reserves as a source for increasing 
volumes of future gas. 

Advantages to Colorado 


The following findings and conclusions established facts which serve the public 
convenience and necessity of the public which Colorado is certificated to serve: 
1. These are three major changes proposed by Colorado’s application herein : 

(a) The principal existing transmission pipeline from Bivins to Denver— 
the life-line of Colorado’s system—is to be reconstructed. 

(b) The eastward flow of gas in the existing pipeline between Green River and 
Denver (the Green River line) is to be reversed so that gas will flow westward 
from Denver. 

(c) The purchase by Colorado from El Paso of 117,500 Mcfd at 26.38 cents per 
Mcf, which is Colorado’s most expensive gas, is to be released by Colorado and 
the sale abandoned so that El Paso can use that supply for the California sale. 

2. There is an extension of Colorado’s pipeline system from Green River west- 
ward to Provo, Utah. In addition Colorado is contracting to transport for El 
Paso 235,000 Mcfd from Green River to Provo. 

3. Colorado does not give up any of its gas field connections or supply facilities. 

4. Each of the proposed changes is in the public interest. 

(a) The Bivins to Denver line is notoriously antique, obsolescent, and dan- 
gerously hazardous to operate and maintain. Even the Colorado PUC, which 
opposes the project, admits that the replacement of the original Bivins-Denver 
line is in the public interest. Public Service which is completely dependent 
upon service through that antiquated pipeline also favors the complete replace- 
ment. In view of the risk of a complete disruption of service through that 
old 1928 screw-coupled pipeline and the obviously continuing hazard of relying 
upon such a facility, it is hardly conceivable that any public utility having any 
gas service responsibility which is at the mercy of that ancient line would take 
a position in opposition to its immediate replacement by such a new line as 
here proposed. However, the City and County of Denver do just that. It 
would seem more responsible for the governmental body to encourage if not 
demand that Colorado provide a safe replacement and remove the hazard of 
complete disruption of gas service in Denver overhanging that service area at 
the earliest possible moment.” In any event that action is in the urgent public 
interest. Colorado proposes this replacement and enlargement of its mainline 
as a part of its expansion program westward to inaugurate in cooperation with 
El Paso its new gas service to the Southern California Companies. By timing 
the replacement and enlargement of that line as part of this larger project, 
Colorado rightly accomplishes through proper cost accounting a sharing of 
the cost of the construction of the new mainline south of Denver between the 
Rocky Mountain area customers and the new California customers, who will 
be benefited also. The economy to the Denver and Rocky Mountain area cus- 
tomers has been summarized by Colorado. Colorado testified that the line 
could be replaced most economically in connection with the Rock Springs 
project. The cost of alternate facilities which would be required to satisfy the 
Rocky Mountain area requirements for the 1960-61 winter period would have 
compelled an increase of the revenues from rates charged to the Rocky Mountain 


Tr. 1403-1407, 1422. 
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customers of $4 million more than the proposed replacement and enlargement 
of the Bivins to Denver line in conjunction with the California sale through 
El Paso. (Tr. 1250-2.) The income deficiency below the cost of service of $1 
million anticipated in this project would have been $5 million had the same 
replacement and enlargement been undertaken without the Rock Springs project. 
It would have cost $13,200,000 (as of July 1, 1958) to remove, recondition, weld, 
coat and wrap the old line, replacing bad pipe and relaying 340 miles. (Tr. 1424.) 
It would still have been an old and unreliable line. The annual maintenance 
cost of the old line is $300,000 per year. Out of the $92.8 million total construc- 
tion, $7.6 million has already been constructed under temporary certificates. Of 
the $85 million remaining construction cost $29 million will be spent on the 
construction beyond the Rocky Mountain area and hence allocated to the Cali- 
fornia cost of service, the remaining $63 million is required for Colorado’s 
system south of Cheyenne, Wyoming, which is allocated both to the Rocky 
Mountain customers and the California cost of service. The Rocky Mountain 
portion of allocated costs provides the following benefits to those customers: 
(1) 13 percent immediate increase in capacity to meet the 1960-61 requirements ; 
(2) the replacement with modern high pressure pipeline, the obsolete, unsafe 
and unreliable old pipeline representing 24 percent of the total capacity; (3) 
complete release from any cost to the Rocky Mountain customers of the Cheyenne 
to Green River line, representing 19 percent of the Rock Springs line, the flow 
of which is being reversed; and (4) an additional capacity for expansion of 16 
percent or 100,000 Mcfd with the addition of compressor horsepower only. The 
criticism of opponents that the next year’s requirements alone are provided 
for in the expansion of the Rocky Mountain section of the construction is not 
well founded. Due to the effect of the new storage program of Public Service, 
Colorado’s largest customer, in the Leyden Gas Storage Project, only a nominal 
part of Public Service’s peak day increases is to be purchased from Colorado 
hereafter (Tr. 983, Exh. 71; Exh. 111, Tab. 2, p. 7). In addition the effect 
upon peak day requirements and the actual interruptible demands are unknown 
because of the introduction of a demand and commodity tariff and the impact 
of the competition of coal on certain former large industrial customers’ fuel 
requirements. Colorado has committed itself to apply for increased capacity 
for the Rocky Mountain customers when their requirements justify the in- 
creased cost of such expansion. Colorado has had idle capacity for the past 
few years due to the overstatements by its Rocky Mountain customers of their 
requirements. 

(b) The reversal of the flow of the gas in the Green River line represents a 
deliberate reorientation of Colorado’s integrated pipeline system, which to- 
gether with the extension of its system to Salt Lake City (Provo, Utah) opens 
up to Colorado an avenue of new gas service to the west and to California—a 
market which is notoriously hungry for gas. Colorado has not released or 
reduced any of its facilities or connections with markets to the eastern areas of 
service: it has merely opened new westward markets. In cooperation with El 
Paso it has become a supplier of the southern California market. It has been 
demonstrated that there is substantial economy to the Rocky Mountain area 
flowing from the participation of the California customers in the costs of the 
newly oriented system. The Brief of the Colorado PUC is particularly erroneous 
in speaking of the possibility that the Rocky Mountain customers could be 
required to pay for the capacity of the Rock Springs line twice (p. 23). Counsel 
certainly knows better. After the Beatrice project collapsed Colorado found 
this Rock Springs line uneconomic as was also its purchase of 117,500 Mcfd of gas 
from Pacific Northwest (now El Paso), which was also intended for the Beatrice 
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project. Colorado has been in an over-bought gas position. This reorientation 
of its system and its commitment through cooperation with El Paso of its inte- 
grated system and 235,000 Mcfd of gas to the service of southern California 
represents the opening of a new era in its natural gas service. Based upon the 
same considerations, the release to El Paso of the 117,500 Mcfd of gas and the 
decision to construct an extension of its system from Green River to the environs 
of Salt Lake City at Provo represent new bids for expansion and economically 
feasible growth in natural gas service. The opposition attempts to block Colo- 
rado’s extension of its system to Salt Lake City, whereas as already found and 
concluded the sole legal issues are feasibility and contribution to the public 
interest. The transportation contract is compensatory. The potentials of aug- 
mented gas service to California have been emphasized. The four objectives 
sought by this project for Colorado, namely, 

(1) To increase the capacity of the system for the Rocky Mountain region to 
satisfy the current 1960-61 estimated requirements of the Rocky Mountain cus- 
tomers, 

(2) To replace the obsolete and dangerous original 1928 Bivins to Denver line 
with new modern, high-pressure pipe, located more advantageously with refer- 
ence to its field sources and facilities, 

(3) To reorient its integrated systems so that it can serve natural gas both 
to the east as in the past and to the west as projected for the future and to 
accomplish this by an extension of its system westward to Salt Lake City 
(Provo) and by its contract to sell and to transport gas for delivery to California 
by El Paso, and, 

(4) To provide simultaneously for future expansion of system capacity with 
minimum additional cost primarily for compressor horsepower. 
are all objectives shown and found and concluded to be required by the public 
convenience and necessity. 

Denver complains that low cost gas is being sold to California, yet opposes re- 
leasing the highest priced gas back to El Paso, and strenuously demands that 
Colorado convert its temporary sale of cheap gas to El Paso into a permanent 
sale. 

Opposition of Natural Gas Pipeline Company of America 


As hereinabove set forth, Natural contends that Colorado does not have the 
legal privilege to make the sale of gas herein proposed to El Paso, claiming 
priority and other rights to preempt the gas reserves which Colorado originally 
acquired through merger with Canadian River Gas Company. 

Subsequent to the final date for the filing of reply briefs by the applicants and 
interveners supporting the applicants, Natural filed on May 31, 1960 with the 
Presiding Examiner a document entitled, “Motion” to which was attached an 
affidavit of George P. Garver, the President of Natural, who has been a witness 
in this proceeding. 

Such document entitled “Motion” in fact represents an attempt to get into 
this record a surrebuttal brief, answering the reply brief of Colorado. As an 
applicant Colorado has the burden of proof and the procedural right to the 
opening and closing briefs. Natural used the format of a motion, although the 
paper constitutes an attempted rebuttal argument. Being illegally filed, it should 
be withdrawn by Natural. This improper action is aggravated by the filing as an 
attachment to the so-called motion of an affidavit by Natural’s President, a wit- 
ness in this case, by which means Natural attempts illegally to augment its 
evidence on this record many weeks after the taking of evidence had been com- 
pleted and the record closed. The affidavit is not evidence and will be and 





1182 FEDERAL POWER COMMISSION 


should be ignored. Natural should show respect for procedural due process, 
which was accorded to it during the taking of evidence and the briefing periods, 
and voluntarily withdraw these filings as improper and in contempt of the forum 
provided for it as an intervening party by statutes and regulations.” 

The contentions of Natural, including its evidence, its brief, and its improper 
motion (which is hereby denied and treated for what it really is, namely, as a 
brief) have carefully been considered. The evidence and arguments in any way 
bearing upon this question have been analyzed and weighed, including the mate- 
rial presented in evidence and the briefs of the parties, especially the briefs of 
Colorado (Initial Brief filed April 18, 1960, pages 13 to 21, and Reply Brief 
filed May 17, 1960, pages 21 to 35). 

The opposition of Natural is based upon erroneous and strained construction 
of the language relied upon in the Commission’s merger order and in Colorado’s 
tariff. The similar opposition of other parties is equally fallacious and is also 
rejected. 

If there is any bona fide basis for this complaint regarding the legality of the 
proposed sale of gas by Colorado to El Paso (or of any part of the gas involved 
and admittedly only a very minor part of the gas being sold is involved) the 
complaint should be prosecuted by Natural in an orderly manner by a proper bill 
of complaint where that issue brought by Natural will be tried, where Natural 
will have (as it does) the burden of sustaining the complaint with preponderant 
evidence, and where the public interest involved in a certificate case and the 
public convenience and necessity of vast multitudes of innocent customers of 
gas will not be impeded and sacrificed by Natural’s self-serving tactics in pur- 
ported protection of its rights. 

It is a grave question as to whether Natural as an intervener has any standing 
in this proceeding to prosecute this complaint against Colorado, regardless of 
what the merits of its contentions might be. Without deciding whether such 
intervention status exists, it is found and concluded that: 

(1) Natural has the burden of proof to establish its complaint, after due no- 
tice of its intention to prosecute its complaint as a part of this proceeding. 

(2) Natural has not given proper and sufficient notice of the issues raised 
by its complaint as developed in its briefs. 

(3) Natural has not sustained and met the burden of proof of the factual 
bases for its cause of action in complaint. Its evidence and argumentation has 
gone no further than to raise a prima facie suggestion of basis for complaint. 
Its case was substantially presented for the first time in the briefs. Statements 
of its counsel which were from time to time interposed with the questioning 
of witnesses have no standing as factual evidence, although asserted as known 
facts by counsel, who was not sworn as a witness nor submitted for cross-exami- 
nation. 

(4) If Natural’s complaint in this proceeding has any standing (which is 
doubtful but not decided) it is hereby denied and dismissed. The briefs of 
Colorado are accepted and adopted as setting forth the correct factual situa- 
tion and as reflecting the correct construction of the law. 


FURTHER FINDINGS AND CONCLUSIONS 


Upon consideration of the record made herein including the evidence adduced 
and the briefs filed, it is further found and concluded that: 


2° Natural purportedly filed its motion under Section 1.10 of the Commission’s Rules of 
Practice and Procedure as though it were a “protestant” after it had been allowed to 
exercise all of its procedural rights as a full intervening party to the proceeding. 
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(1) Colorado Interstate Gas Company (Colorado) is a natural gas company 
within the meaning of the Natural Gas Act of 1938. (15 U.S.C. Section 717.) 

(2) By application filed on November 7, 1958, Colorado seeks a certificate of 
public convenience and necessity pursuant to Section 7(c) of the Natural Gas 
Act for the sale of gas and for the construction and operation of certain facil- 
ities, and also seeks authority pursuant to Section 7(b) of the Natural Gas 
Act to retire certain facilities, all as set forth in said application. 

(3) Thereafter on January 26, 1959, Colorado also filed an application for 
temporary certificate of public convenience and necessity to continue to operate 
certain facilities therein described as to which temporary certificate previously 
had been granted in Docket No. G—10176. Such temporary certificate was 
granted by the Commission by letter order dated February 11, 1959, subject to 
certain conditions therein specified. 

(4) Subsequently, on April 22, 1959, Colorado filed another application for 
temporary certificate of public convenience and necessity to operate certain 
facilities therein described. Such temporary certificate was granted by the 
Commission by letter order dated May 8, 1959, without prejudice to the con- 
ditions specified in the earlier letter order of February 11, 1995, and also subject 
to those conditions further specified in said letter order of May 8, 1959. 

(5) Said application of Colorado requests, in effect, authority to construct 
and operate those new facilities, and to retire those old facilities which, when 
considering together such additions and retirements will enable Colorado to: 
(a) strengthen its integrated transmission system and thus better serve its 
existing customers in the Rocky Mountain area and their presently estimated 
requirements; (b) increase the daily delivery capacity of Colorado in the Rocky 
Mountain area by approximately 80,000 Mcf; (c) by the addition of horsepower 
only, to deliver at a future date an additional daily volume of approximately 
100,000 Mcf; (d) to eliminate hazards to life and limb of operating and main- 
tenance personnel, to property and to assure against failure of service in Colo- 
rado’s markets south of Denver, all by the retirement of the outmoded facili- 
ties sought to be retired; (e) to deliver a maximum day volume of 237,712 Mcf 
to El Paso Natural Gas Company (Hl Paso) at a point near Green River, Wy- 
oming; and (f) to transport for El Paso between Green River, Wyoming, and 
Provo, Utah, a maximum day volume of 475,424 Mef. 

(6) The gas to be sold to El Paso will be sold by Colorado pursuant to a 
contract between Colorado, Pacific Northwest Pipeline Corporation and El Paso 
dated July 18, 1958, as subsequently amended. (Exh. 70, Sched. 5 herein.) Said 
contract has been reduced to Tariff form as Colorado’s Proposed Rate Schedule 
P-2, contained in Exhibit 86, Schedule 1(b) herein. 

(7) Said contract further provides for a cancellation of contract dated May 
3, 1956, originally entered into between Colorado and Pacific Northwest Pipe- 
line Corporation (now merged into El Paso), which contract provides for the 
sale to Colorado, near Green River, Wyoming, by Pacific Northwest (now El 
Paso) of an average of 100,000 Mcf per day. 

(8) The gas to be transported by Colorado for Ei Paso will be transported 
pursuant to the aforementioned contract of July 18, 1958, as subsequently 
amended. (Exh. 70, Sched. 5.) Said contract has been reduced to Tariff form 
as Colorado’s proposed Rate Schedule T-1, contained in Exhibit 86, Schedule 
1(b). 

(9) Colorado’s gas reserves, as of January 1, 1959, were 7,192,904 MMcf at 
14.73 psia, which amount assumes cancellation of the Pacific Northwest con- 
tract at December 31, 1960, with deliveries thereafter only of gas previously 
paid for by Colorado but not heretofore taken under an agreement originally 
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between Colorado and Pacific Northwest (now El Paso) shown as Colorado’s 
Contract No. 99 in Exhibit 78, Volume 7. 

(10) The availability of Colorado’s gas reserves is sufficient to enable Colo- 
rado to meet its estimated peak day requirement in all years from 1960 through 
1974, and to meet its estimated annual requirements in all years from 1960 
through 1975. 

(11) The sale by Colorado to El Paso at Green River, Wyoming, of an average 
of 200,000 Mcf per day computed annually and a maximum of 237,712 Mcf per 
day; and the transportation by Colorado for El Paso of a maximum day volume 
of 475,424 Mcf between Green River, Wyoming, and Provo, Utah, are required 
by the public convenience and necessity. 

(12) Retirement of the following portions of Colorado’s original Rocky 
Mountain transmission line and attendant laterals and compressor stations is 
required by the public convenience and necessity : 

(a) Transmission line: 

100.0 miles of existing 20-inch line, and 144.3 miles of 22-inch line between 
Colorado’s Clayton compressor station and a point south of Denver, except 
for a small portion required for service at Pueblo, Colorado. 

(b) Lateral lines: 

80 miles of 8-inch and 4-inch line leading into the Arkansas Valley southeast 
of Pueblo, Colorado. 

(ec) Compressor stations : 


Name of Station Location Horsepower 


Colorado 
Colorado. 
Colorado. 


The facilities above described may be retired without any discontinuance of 
service to any customer, and their retirement is rendered necessary by the out- 
moded and inefficient state of Colorado’s original Bivins to Denver line. 

(13) Colorado is able and willing to construct and operate properly the follow- 
ing lines and compressor stations and to increase the horsepower at the existing 
compressor stations—all as shown below: 

(a) Lines to be constructed as hereinbefore enumerated, and Green River, 
Wyoming, to Provo, Utah, 155 miles of 34-inch pipe. 

(b) Compressor stations to be constructed as hereinbefore enumerated. 

(c) Horsepower to be added to existing stations as hereinbefore enumerated. 
The construction and operation of said facilities is required by the present 
and future public convenience and necessity, both for the sale of natural gas 
to El Paso at Green River, Wyoming, and to strengthen Colorado’s integrated 
transmission system so as to provide more efficient service to Colorado’s cus- 
tomers in the Rocky Mountain area. 

(14) The rate schedules contained in Colorado’s pro forma rate schedule 
P-2 available to El Paso for purchases at Green River, Wyoming, and specifying 
for the year 1961 rates of $1.97 per Mcf of contract demand and 21 cents per Mcf 
of natural gas delivered and for the year 1962 rates of $1.72 per Mcf of contract 
demand and 21 cents per Mcf of natural gas delivered are just and reasonable. 

(15) The rate schedule contained in Colorado’s pro forma rate schedule T-1 
available to El Paso for transportation from Green River, Wyoming, to Provo, 
Utah, which specifies for the year 1961 rates of 56 cents per month per Mcf of 


nh ha ef cc tet om 





FEDERAL POWER COMMISSION 1185 


contract demand and 2.15 cents per Mcf transported and delivered, as a com- 
modity charge, and for the year 1962 rates of 33 cents per month per Mcf of 
contract demand and 1.27 cents per Mcf transported and delivered, as a com- 
modity charge, is just and reasonable. 

(16) It is in the public interest that Colorado’s contract No. 99 with Pacific 
Northwest Pipeline Corporation (now El Paso) be cancelled at such time as of 
the date of initial delivery of gas by Colorado to El Paso under Colorado’s then 
effective rate schedule P-2 other than for volumes then due Colorado as deferred 
deliveries. 

(17) El Paso is a Delaware corporation, authorized to do business in the 
States of Arizona, Colorado, Idaho, Louisiana, Montana, Nevada, New Mexico, 
New York, Oklahoma, Oregon, Texas, Utah, Washington, and Wyoming, and is 
engaged in the transportation and sale of natural gas in interstate commerce 
at wholesale, and for resale, and proposes to operate facilities for which a 
certificate is sought for the same type of service, and therefore, is a natural gas 
company within the meaning of the Natural Gas Act. 

(18) The construction and operation of the facilities herein proposed by Pl 
Paso are subject to the requirements of section 7 of the Natural Gas Act as 
amended. 

(19) The facilities which El Paso seeks authority to construct and operate 
for the purpose of transporting up to an additional 470,000,000 cubic feet of 
natural gas per day will have an estimated cost of $58,685,000, including work- 
ing capital. These estimated costs are reasonable. 

(20) The facilities described by El Paso are so designed as to enable El Paso 
to transport up to an additional 470,000,000 cubic feet of natural gas per day 
from its connection with the proposed facilities of Colorado Interstate near 
Provo, Utah to a point on the California-Nevada border southwest from Las 
Vegas, Nevada, in a reasonable and economical manner. The 34-inch pipeline 
which El Paso proposes to construct is approximately 394.6 miles in length. 

(21) The facilities described by El Paso will be used to deliver an additional 
470,000,000 cubic feet of natural gas per day to the Southern California Gas 
Company and Southern Counties Gas Company of California, at said point on 
the California-Nevada boundary. The California companies will furnish facili- 
ties to transport the gas from said point to their present system for use in 
southern California. 

(22) El Paso has sufficient reserves and deliverability of natural gas to sat- 
isfy its total system requirements, including this 470,000,000 cubic feet of natural 
gas per day for a period of at least 12 years. This gas will be obtained from the 
Colorado Interstate Gas Company and from sources available to El Paso. 

(23) The southern California markets are rapidly expanding and require 
this additional gas to satisfy their present and future needs. 

(24) El Paso is ready, willing and able to provide necessary finances to con- 
struct all of the facilities for which a certificate is sought. 

(25) The debt equity ratios of El Paso are now satisfactory, and will con- 
tinue to be satisfactory, upon completion of the facilities for which a certificate 
is sought in this case. 

(26) The gas which El Paso proposes to market with the facilities for which 
a certificate is sought, is dry gas, and this gas will enable El Paso to continue 
to market increasing quantities of residue gas. 

(27) The granting of a certificate in this case will provide the markets of 
southern California access to additional reserves of natural gas, both in Canada 
and the Rocky Mountain area, to satisfy future needs of that ever expanding 
market. 
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(28) The exporting of Canadian gas which El Paso has described in this 
proceeding, has been authorized by the proper governmental authority in 
Canada. 

(29) The project as proposed by El Paso is economically feasible. 

(30) El Paso has sustained its burden of proof, and has established by sub- 
stantial evidence that its construction and operation of the facilities for which 
a certificate is sought are required by the public convenience and necessity. 

(31) El Paso is able and willing to construct and operate such facilities 
sought by it, to perform the service which it proposes to render, and to conform 
to the provisions of the Natural Gas Act and the requirements, rules and regu- 
lations of the Commission thereunder. 

(32) Plateau Natural Gas Company is a Colorado corporation engaged in the 
business of selling and distributing natural gas within the states of Colorado 
and Kansas, and is legally authorized to engage in the local distribution of 
natural gas to the public in the Black Forest area, El Paso County, Colorado. 
Plateau, therefore, is a qualified applicant under Section 7(a) of the Natural 
Gas Act. 

(33) It is necessary and desirable in the public interest to direct Colorado 
to establish physical connection of its transmission facilities with those con- 
structed or to be constructed and operated by Plateau and to sell and deliver 
natural gas to Plateau for distribution within the Black Forest area, under 
Colorado’s appropriate rate schedules on file with the Commission. 

(34) Colorado should be required to sell and deliver up to 767 Mcf per day 
to Plateau for the Black Forest area, provided Plateau is prepared to receive 
initial deliveries of gas from Colorado within six months from the date of 
issuance of this order. 

(35) The requirements that Colorado serve Plateau as ordered herein will 
not place an undue burden upon Colorado nor require it to enlarge its trans- 
portation facilities for such purpose, nor impair its ability to render adequate 
service to its existing customers. 

(36) It is necessary and desirable in the public interest to direct Colorado 
to establish physical interconnection of its transportation facilities at its Devine 
Compressor station with the proposed facilities of Pueblo and deliver and sell 
natural gas to Pueblo under Colorado’s appropriate rate schedule on file with 
this Commission for service in the Avondale Area. 

(37) It is necessary and desirable in the public interest to direct Colorado 
to enlarge its existing metering station and related facilities in the Valley 
Country Club Area, southeast of the City and County of Denver, and to sell 
and deliver natural gas to Public Service under Colorado’s appropriate rate 
schedule on file with this Commission for service in said Valley Country Club 
Area as requested in Public Service’s 7(a) application, Docket No. G—19225. 

(38) The service requested in the respective applications of Public Service 
and Pueblo will not place an undue burden on Colorado, nor will it impair its 
ability to render adequate service to its existing customers, nor to El Paso 
should the Commission grant the certificate requested by El Paso and Colorado 
in Dockets Nos. G—16235 and G-—16904. Colorado has contracted to supply the 
1960-1961 requirements of these two applicants in the stipulation for settle 
ment it executed with each of its resale customers, including, among others, 
Public Service and Pueblo, in the settlement of Colorado’s G—13541 rate in- 
crease proceeding, which was approved by the Commission by its order issued 
December 31, 1959, in said Docket No. G—13541. 

(39) Raton Natural Gas Company (Raton) is a duly organized and existing 
New Mexico corporation authorized to engage in the distribution of natural gas 
within the City of Raton, New Mexico. 
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(40) Raton was permitted to intervene in these proceedings and introduced 
evidence in support of its request for natural gas supply from Colorado. 

(41) Raton has the requisite franchise and certificate of public convenience 
and necessity to engage in the distribution of natural gas within the City of 
Raton, New Mexico. 

(42) Raton’s estimated third year peak day is 2,119 Mcf. 

(43) It is in the public interest and public convenience and necessity requires 
that as a condition to the issuance of a certificate of public convenience and 
necessity to Colorado that Colorado be required to sell and deliver up to 2,119 
Mef of natural gas per day to Raton for distribution within the City of Raton 
under Colorado’s appropriate tariff; and provided that if Raton constructs and 
operates the lateral line from Trinidad, Colorado, to the City of Raton, New 
Mexico, Raton will apply for and secure the necessary certificate authorization 
pursuant to Section 7 of the Natural Gas Act. 

(44) The public convenience and necessity require that the certificates issued 
herein be conditioned, as hereinafter provided, including the requirements that 
before the rights thereunder shall be exercised the California customer com- 
panies, the Southern California Companies, shall have received the full legal 
authorization of the Public Utilities Commission of California to construct and 
operate the necessary facilities and to receive at the new point of delivery on 
the California-Nevada boundary, and to transport to their market areas the 
gas proposed herein to be sold and delivered by El Paso; and further including 
the amendment of the contract between El Paso and Colorado of July 18, 1958, 
so that the existing good faith obligation of Colorado to expand the transmission 
capacity of its Green River to Salt Lake City line beyond the 470,000 Mcfd 
herein proposed to be certificated up to the full economic utilization thereof of 
about 700,000 Mcfd in cooperation with El Paso when requested by El Paso 


be converted by such amendment to an enforcible covenant, subject to the proper 
certificate authorization of this Commission, that Colorado will increase the 
capacity of its Green River to Salt Lake City line above 470,000 Mcfd by such 
additional volumes up to about 700,000 Mcfd as El Paso at the same time in- 
creases the capacity of its Salt Lake City line for additional deliveries of gas at 
Las Vegas. 


ORDER 


WHEREFORE, IT Is OrDERED, subject to review by the Commission on appeal, or 
review by the Commission on its own motion, as provided in its Rules of Practice 
and Procedure, that: 

(A) A certificate of public convenience and necessity is hereby issued au- 
thorizing El Paso Natural Gas Company to construct and operate the facilities 
proposed in Docket No. G—16235, as more fully set forth in the application in 
this proceeding, subject to the jurisdiction of the Commission, upon the terms 
2nd conditions of this order. 

(B) A certificate of public convenience and necessity is hereby issued au- 
thorizing Colorado Interstate Gas Company to construct and operate the facilities 
hereinabove described, to retire from service the facilities hereinabove de- 
scribed, and to make the sales and perform the service all as more fully set 
out in Colorado’s application in Docket No. G—16904, for the transportation and 
sale of natural gas, subject to the jurisdiction of the Commission upon the 
terms and conditions of this order. 

(C) The facilities authorized herein shall be constructed and placed in 
operation within eighteen months from the effective date of the final order 
herein. 

(D) The facilities herein authorized to be retired shall be withdrawn from 
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service within eighteen months from the effective date of the final order herein. 

(E) The certificates issued herein are not transferrable and each shall be 
effective only so long as the applicant continues the acts and operations hereby 
authorized in accordance with the provisions of the Natural Gas Act and the 
applicable rules, regulations and orders of the Commission thereunder. 

(F) Each of the certificates issued herein shall be deemed accepted and in 
full force and effect unless refused in writing, under oath, by the applicant 
within 30 days of the effective date of the final order herein. 

(G) The grant of the certificates herein shall not be construed as a waiver 
of the requirements of Section 4 of the Natural Gas Act or Part 154 of the Com- 
mission’s Regulations thereunder, and is without prejudice to any findings or 
orders which have been or may hereafter be made by the Commission in any 
proceeding now pending or hereafter instituted relating to the applicants. 

(H) The certificates issued in Paragraph (A) and (B) shall be subject, as 
applicable, to the general conditions set forth in Section 157.20 of the Commis- 
sion’s regulations. 

(I) The certificates issued herein are further conditioned as follows: 

1. Upon the granting by the Public Utilities Commission of California of au- 
thority to Pacific Lighting Corporation or its subsidiaries, Southern Counties 
Gas Company of California and Southern California Gas Company, to construct 
and operate the facilities required to take the deliveries of gas proposed herein 
from El Paso at the new point of delivery on the California-Nevada boundary, 
and to transport such gas to the market areas of the Southern California 
Companies. 

2. Upon the amendment by El Paso and Colorado of their agreement of July 
18, 1958, which provides a good faith obligation upon Colorado to cooperate with 
El Paso in making maximum economic utilization of El Paso’s Salt Lake City 
line for the transportation of quantities beyond 470,000 Mcfd when requested by 
El Paso, so that there is created by such amendment an enforcible covenant sub- 
ject to the proper certificate authorization of this Commission, that Colorado 
will increase the capacity of its Green River to Salt Lake City line above 470,000 
Mcfd by such additional volumes up to about 700,000 Mcfd as El Paso at the 
same time increases the capacity of its Salt Lake City line for additional de- 
liveries of gas at Las Vegas. 

38. Upon Colorado entering into a gas service contract with Raton Natural 
Gas Company to sell and deliver up to 2,119 Mcfd of natural gas for distribution 
in the City of Raton, as is hereby authorized and directed, constructing such 
lateral facilities as it could reasonably expect to earn a return upon within 
three years, and constructing the necessary meter station and interconnection of 
its facilities with those constructed by Raton, subject to the proper certification 
by this Commission of any interstate transmission facilities to be constructed 
by Raton. 

(J) The contract between Pacific Northwest Pipeline Corporation (now El 
Paso) and Colorado dated May 3, 1956, (Colorado’s Contract No. 99) for the sale 
and delivery to Colorado at Green River of an average of 100,000 Mcfd is hereby 
cancelled effective at the time of the first delivery of gas by Colorado to El 
Paso under Colorado’s then effective rate schedule P-2 herein proposed to be 
filed, except for the continuing obligation thereunder to deliver volumes of gas 
to Colorado as deferred deliveries. 

(K) The motion of Natural Gas Pipeline Company of America filed inappro- 
priately with the Commission May 31, 1960, (which is in fact an unauthorized 
surrebuttal brief) is hereby denied, and its complaint against Colorado attempted 
to be prosecuted herein is dismissed for failure to accord proper notice thereof, 
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for failure to sustain its burden of proof, and, in any event, on the merits of the 
facts and the law. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


UNITED GAS PIPE LINE COMPANY, DOCKET NO. CP61-14 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 27, 1960) 


On July 19, 1960, United Gas Pipe Line Company (Applicant), 1525 Fair- 
field Avenue, Shreveport, Louisiana, filed in Docket No. CP61-14 an application 
pursuant to Section 7(c) of the Natural Gas Act for a certificate of public 
convenience and necessity authorizing the construction and operation of field 
facilities to enable Applicant to take into its certificated main pipeline system 
natural gas which will be purchased from producers thereof from time to time 
during the calendar year 1961 at a total estimated cost not to exceed $3,000,000, 
with no single project to exceed a cost of $400,000, all as more fully set forth in 
the application. 

The purpose of this “budget-type” application is to augment Applicant’s abil- 
ity to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of natural gas in various producing areas generally 
coextensive with said system. 

Applicant will finance the cost of the facilities proposed herein from funds 
on hand. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 13, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting of 
the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, United Gas Pipe Line Company, a Delaware corporation having 
its principal place of business in Shreveport, Louisiana, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of November 10, 1942, in Docket No. G—232 (3 
FPC 863). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication in this proceeding, are proposed to be used in the transportation of 
natural gas in interstate commerce, subject to the jurisdiction of the Commis- 
sion, and the construction and operation thereof by Applicant are subject to 
the requirements of Subsection (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961, as proposed by Applicant, are 
required by the public convenience and necessity and a certificate therefor should 
be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act (18 CFR 157.20) should attach 
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to the issuance of the certificate granted hereinafter and to the exercise of the 
rights granted thereunder. 

(6) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing, by projects: (a) names of fields connected, 
(b) estimates of natural gas supplies attached, (c) a description of the project 
or projects that have been constructed pursuant to the authorization granted 
hereinafter, (d) the location of said project or projects, (e) the costs of the 
facilities so constructed, and (f) the names of the independent producers in- 
volved, together with the respective dates of the sales contracts and the docket 
numbers of the related producer certificate applications. 

(7) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $3,000,000, with no single project 
to exceed a cost of $400,000, as proposed by Applicant. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Sec- 
tion 1.30(c)(1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing United Gas Pipe Line Company to construct and 
operate the proposed facilities to take natural gas from producers thereof dur- 
ing the calendar year 1961, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the issuance of the certificate granted in Paragraph (A) above 
and to the exercise of the rights granted thereunder. 

(C) Applicant shall submit on or before March 1, 1962, a statement under 
oath showing, by projects: (a) names of fields connected, (b) estimates of 
gas supplies attached, (c) a description of the project or projects that have 
been constructed pursuant to the authorization granted in Paragraph (A) 
above, (d) the location of said project or projects, (e) the costs of the facili- 
ties so constructed, and (f) the namcs of the independent producers involved, 
together with the respective dates of the gas sales contracts and the docket 
numbers of the related producer certificate applications. 

(D) The authorization granted in paragraph (A) above is hereby limited 
to construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed thereunder are hereby limited to $3,000,000, with 
no single project to exceed a cost of $400,000, as proposed by Applicant. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


HOUSTON TEXAS GAS AND OIL CORPORATION, DOCKET NO. CP61-117 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 28, 1960) 


On October 17, 1960, as supplemented on October 27, 1960, Houston Texas Gas 
and Oil Corporation (Applicant), Post Office Box 10400, St. Petersburg 33, 
Florida, filed in Docket No. CP61-117 an application pursuant to Section 7(c) 
of the Natural Gas Act for a certificate of public convenience and necessity au- 
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thorizing the construction and operation of approximately 0.6 mile of 3% inch 
pipeline from Applicant’s present meter station serving the Minute Maid Cor- 
poration near Auburndale, Polk County, Florida, to the plant of Adams Packing 
Assn., Inc., (Adams), where a meter and regulator station will be constructed, 
and to sell and deliver natural gas to Adams on a direct preferred interruptible 
basis, all as more fully set forth in the application as supplemented. 

Applicant proposes to sell and deliver up to 2,574 Mcf of natural gas (25,740 
therms) per day and approximately 320,900 Mcf (3,209,000 therms) per year 
for use in the Adams plant for drying citrus pulp for dairy and beef cattle feed 
and to produce process steam for concentrating and pasteurizing citrus juices. 
(The Mcf volumes assume 1000 Btu per cubic foot of gas.) 

The estimated total cost of the facilities proposed to be constructed is $28,000, 
which will be financed from current funds. 

The relatively minor volumes of natural gas involved herein will not ap 
preciably affect Applicant’s total system gas supply. 

Temporary authority to construct and operate the facilities and to deliver 
natural gas as proposed was granted to Applicant on November 2, 1960. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 13, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30 (c) (1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Houston Texas Gas and Oil Corporation, a Delaware cor- 
poration having its principal place of business in St. Petersburg, Florida, is a 
“natural-gas company” within the meaning of the Natural Gas Act, as hereto- 
fore found by the Commission in its opinion and order of December 28, 1956, in 
Docket Nos. G—9262, et al. (16 FPC 118). 

(2) The facilities hereinbefore described, as more fully described in the 
application, as supplemented, in this proceeding, are proposed to be used in 
the transportation of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, and the construction and operation thereof by Ap- 
plicant are subject to the requirements of Subsections (c) and (e) of Sec- 
tion 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act 
and the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed construction and operation of the facilities and the trans- 
portation of natural gas by Applicant are required by the public convenience 
and necessity and a certificate therefor should be issued as hereinafter ordered 
and conditioned. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate referred to in paragraph 
(4) above and to the exercise of the rights granted thereunder, and that the 
time within which construction of the facilities authorized by this order should 
be completed and placed in actual operation should be fixed at 4 months from 
the date on which this order issues. 

(6) The volume of natural gas which Applicant may deliver to Adams Pack- 
ing Association, Inc., should be limited to a maximum of 25,740 therms per 
day as proposed in the application. 
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(7) A request during the public hearing by staff counsel for omission of 
the intermediate decision procedure herein was unopposed by any party of 
record and, not having been denied by the Commission, is granted, pursuant to 
Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued authorizing Houston Texas Gas and Oil Corporation to construct 
and operate the facilities hereinbefore described, all as more fully described in 
the application and exhibits, as supplemented, in this proceeding, for the trans- 
portation of natural gas as therein set forth, subject to the jurisdiction of the 
Commission, and to deliver natural gas, upon the terms and conditions of this 
order. 

(B) The general terms and conditions set forth in paragraphs (b), (c) (3), 
(c) (4) and (e) of Section 157.20 of the Commission’s Regulations under the 
Natural Gas Act shall attach to the issuance of the certificate granted in para- 
graph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities hereby authorized shall be con- 
structed and placed in actual operation by Applicant as provided by paragraph 
(b) of Section 157.20 of the Commission’s Regulations under the Natural Gas 
Act is hereby fixed at 4 months from the date on which this order issues. 

(D) The maximum volume of natural gas which Applicant may deliver to 
Adams Packing Association, Inc., is hereby limited to 25,740 therms per day as 
proposed in the application. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NOS. G-2217 AND G-2505 
ORDER MODIFYING ORDERS APPROVING RATE SETTLEMENTS 
(Issued December 28, 1960) 


On October 12, 1960, Northern Natural Gas Company (Northern) filed a 
motion requesting the Commission to modify the settlement orders in Docket 
Nos. G-2217 and G-—2505 insofar as such orders relate to the distribution of 
refunds to Northern’s customers as a result of Northern receiving refunds 
from its suppliers. The above-mentioned settlement orders were issued 
January 28, 1954, in Docket No. G—2217 (13 FPC 773), July 26, 1956, and May 
31, 1957, in Docket No. G—2505 (16 FPC 803 and 17 FPC 770 respectively), and 
were predicated, in part, on certain gas purchase costs of Northern, calculated 
in part on the basis of producer minimum prices fixed by the State Corporation 
Commission of Kansas and the Corporation Commission of Oklahoma. 

The Commission in approving these settlement orders, provided in effect that 
in the event subsequent action by this Commission or the courts resulted in 
refunds to Northern of any portion of the money paid by Northern to its sup- 
pliers under existing contracts, or because of orders of the State Corporation 
Commission of Kansas and the Corporation Commission of Oklahoma, such re- 
funds accruing to Northern should be distributed among Northern’s utility cus- 
tomers. Subsequently, in 1959 the Supreme Court of the United States declared 
invalid the Kansas and Oklahoma minimum price orders.’ Accordingly, North- 


1 Cities Service Gas Company v. State Corporation Commission of Kansas, 355 U.S. 391; 
Michigan-Wisconsin Pipeline Company v. Corporation Commission of Oklahoma, 355 U.S. 
425. 
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ern has attempted to procure from the producer suppliers the alleged overpay- 
ments resulting from payments predicated on the invalid state minimum price 
orders. 

Northern, in its motion filed October 12, 1960, to modify the above-mentioned 
settlements orders, proposes the following: (1) Upon recovery of any over- 
payment, Northern shall first set aside 7 percent of the amount recovered from 
its suppliers applicable to the period December 27, 1953, to August 27, 1957 
(the periods covered by Docket Nos. G—2217 and G—2505) to offset out-of-pocket 
costs incurred in effectuating such recovery and distribution to its customers. 
Such amounts shall, when possible, be deposited at interest; (2) whenever any 
undistributed amount remaining after deduction of (1) above totals $500,000 or 
more it shall be distributed to its customers in the weighted percentage amounts 
shown in Schedule A attached hereto; (3) the funds set aside in (1), together 
with any accrued interest, shall, after final disposition of all of Northern’s 
claims for alleged overpayments, be first applied to reimburse Northern for its 
out-of-pocket costs of effectuating recovery and distribution of such overpay- 
ments and, then any amount remaining shall be added to the amounts to be 
distributed pursuant to (2); (4) when all claims for overpayments have been 
distributed, any remaining accumulated amounts less than $500,000 in total but 
more than $25,000 when added to the amount accumulated in (1) shall be 
distributed in the same weighted percentages as in (2). 

The above proposals set forth in Northern’s motion would constitute various 
“lump sum” refunds by Northern to all its customers rather than making it 
necessary for Northern to calculate separately purchases from numerous pro- 
ducers, under still more numerous contracts, fer each of the three periods 
covered by the settlement orders in Docket Nos. G—-2217 and G—2505. 

The 7 percent which Northern proposes to temporarily withhold from refunds 
it receives does not appear to be unreasonable. Northern will be put to certain 
expenses in its efforts to recover overpayments from its suppliers and should be 
compensated for its actual expense. In order that the Commission and all 
parties may be fully advised as to these expenditures, Northern should be re- 
quired to report annually (a) the amount of money so withheld and (b) the 
amount of money expended in connection with its efforts to recover overpay- 
ments; such report should include a detailed itemization of each expenditure. 
A copy of such report should be submitted to the Commission, and to each of 
Northern’s wholesale customers. 

Northern’s proposal to make no refunds until it has collected and accumulated 
$500,000 should be modified because such a proposal provides for accumulating 
an unduly large refundable sum. An accumulation up to $200,000 is more reason- 
able. However, in any event, Northern should distribute such funds as have 
been accumulated at least once a year provided that such sums are at least 
$25,000. 


The Commission finds: 


That Northern’s motion filed October 12, 1960, should be approved with the 
following modifications: (a) that Northern submit annual reports with respect 
to the amounts withheld and the sums expended in connection with its efforts 
to recoup overpayments from its suppliers; and (b) that Northern should be 
required to make a distribution of funds whenever the amount accumulated 
reaches $200,000, but that in any event to make distribution of such funds as 
have been accumulated at least once a year, provided that such sums are at least 
$25,000. 
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The Commission orders: 


That Northern’s motion filed October 12, 1960, is hereby approved with the 
following modifications: (1) that Northern submit annual reports with respect 
to the amounts withheld and the sums expended in connection with its efforts 
to recoup overpayments, and (2) that Northern make a distribution of funds 
whenever the amount accumulated reaches $200,000 but that in any event 
Northern shall distribute such funds as have been accumulated at least once a 
year, provided that such sums are at least $25,000. 





ScHEDULE A 











































ALLOCATION OF REFUND BETWEEN UTILITY CUSTOMERS 





Percentage 
Austin, Minnesota Board of Water Elec., Gas & Power Comm-______-_-__ 0. 977 
Cedar Falls, lowa—City of Cedar Falls_____-.___---_----__-_--_--_- . 268 
Central Misebric 4: les COMPOy csc ed cnc c cdc cnn ie. 8. 481 
Odnteal Tiakural- Gas Cepeny a. kik a ah heck cecdbeccecnniewkeen . 327 
Coon Rapids, lowa—Town of Coon Rapids____-------------_------_- . 044 
Cull Se GOR isc sds ccchn co nnesccwe 1. 655 
Mikboem Valles Gas Cemenny. iets ok ei een eecccnccd! . 065 
Guthrie Center, lowa—City of Guthrie Center_______-___-_---____-_-_ . 045 
Mawien: Dowie-Gity Gl Mares so. oe oo on cock ncn eee cen . 083 
Hawarden, Iowa—City of Hawarden__--_..-----_--__------_----_ . 001 
Reena er ik Bh en kbd che nkce . 830 
Iowa Electric Light and Power Company-____...........-.--___.--._. 4, 820 
Iowa-Illinois Gas and Electric Company___-_-----..--_--_--___----_- 2. 167 
Iowa-Minnesota Natural Gas Company---.-....-_----__--___________ - 127 
SOR owen ane EAGRe COMPOS os ik ck Se cs chews 7. 732 
Dore) Rs en Chet CNN oa a sachs eb es 7. 286 
lowe: Beuthirn sities Company i ss dn sunken . 086 
annels (Poste i TAG CORI is oo sn so ns hk ee hoki . 384 
ay Gite \GR Is a i hi eed oe . 006 
seein Wns CO 8 a i Ro tn i SE ee 18. 739 
Minnesote Natural ‘Gas Compety ic. noe en wees . 526 
Minnesota Valley Natural Gas Company--___----_--_--_------__----_. 3.173 
Nebnhaika Natural Gas Company ccs on en . 765 
New Ulm, Minnesota Public Util. Comm _..-_-_---_----_--_- . 357 
North Central Public Service Company............................ . 590 
Nestihbeem Ginter Power Games. 6s sos nck on ee cee ke 10. 472 
Northern States Power Company (Wisconsin) _-.--.----____________ . 392 
Northwestern Light & Power Company_--_.-....-.._-_-..-.....____- . 025 
Omaha, Nebraska Metropolitan Util. Dist. of Omaha_______._________ 8. 762 
Owatonna, Minnesota—Mun. Pub. Util. Comm____-_--------.-----____ - 612 
Pender, Nebraska—Village of Pender.._.............................. . 055 


Peoples Gas and Electric, a division of Kansas City Power & Light 


Ponca, Nebraska—City of Ponca 





RE, NEE We RO a cic aececcnmeme . 081 
Santen, lowa—Downh of Ganvort.. 8. on en cene . 037 
Sioux Center, Iowa—Town of Sioux Center__.....----__---___._-____ . 037 
‘Wenbern Gates TitGlon  COMmOGN . 3 anc ciccececitenietinceensecnunuenas . 379 


Northern Natural Gas Company (Other Sales) 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PACIFIC AMERICAN FISHERIES, INC., PROJECT NO. 1098 
ORDER ISSUING NEW LICENSE (MINOR) 
(Issued December 28, 1960) 


Application was filed on July 11, 1960 by Pacific American Fisheries, Inc. 
(Applicant), of Bellingham, Washington, for a new license under the Federal 
Power Act (hereinafter referred to as the Act) for constructed minor Project 
No. 1098, located on Snowbird Creek, a tributary of Anchorage Bay, an arm of 
Chignick Bay, on the south coast of the Alaska Peninsula in the Third Judicial 
Division, of the State of Alaska, and affecting lands of the United States. 

The original license for Project No. 1098 was issued by the Forest Service 
for the Commission, without charge, to Booth Fisheries Company on September 
9, 1930, for 10 years, and was transferred to the Applicant on August 20, 1936. 
License No. 2 was issued by the Commission for 10 years, and expired on Sep- 
tember 8, 1950. License No. 3 was issued on November 1, 1951, for a period of 
10 years, effective as of September 9, 1950, and expired on September 8, 1960. 

The project consists of all lands constituting the project area and inclosed 
by the project boundary, and the following constructed project works: a small 
timber-crib diversion dam; a flume 54 feet long; a penstock box; about 1500 
feet of 8-inch diameter wood-stave pipe; and two water wheels with total in- 
stalled capacity of 17 horsepower, one of which drives a 10 kilowatt generator 
and the other a fish elevator and a fish-cleaning machine; and all other struc- 
tures, fixtures, equipment or facilities used or useful in the maintenance and 
operation of the project and located on the project area, and all rights, and 
interests the possession of which is necessary or appropriate in the maintenance 
and operation of the project. 

The lands and project works are more specifically shown and described by a 
certain exhibit forming a part by reference of the application for license and 
designated and described as follows: 

Ecvhibit K: (FPC No. 1098-1) entitled “Map Showing Project Boundaries Ac- 
companying Application for license for Booth Fisheries Company,” signed on 
April 28, 1930, by that company as the original applicant. 

An Assistant Secretary of the Interior, in reporting on the application, stated 
that the project has no significant effect on fish and wildlife and that the 
interests of his Department would not be adversely affected by the license 
renewal. 

The Forest Service, in a letter dated July 8, 1960, recommended renewal of the 
license. 

The Alaska Department of Fish and Game, in a letter dated September 13, 
1960, stated that it had no objections to renewal of the license. 


The Commission finds: 


(1) Applicant is a corporation organized under the laws of the State of 
Delaware, and has submitted satisfactory evidence of compliance with the 
requirements of all applicable State laws insofar as necessary to effect the pur- 
poses of a new license for the project. 

(2) Noconflicting application is before the Commission. 

(3) The project does not affect any Government dam, nor will the issuance 
of a new license therefor, as hereinafter provided, affect the development of 
any water resources for public purposes which should be undertaken by the 
United States. 


676-807—64——_-78 
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(4) A new license subject to and containing conditions as hereinafter pro- 
vided will not interfere or be inconsistent with the purposes of any reservation 
or withdrawal of lands of the United States. 

(5) The amount of annual charges to be paid by Applicant under the new 
license for the purpose of reimbursing the United States for the costs of adminis- 
tration of Part I of the Act and for recompensing it for the use, occupancy, and 
enjoyment of its lands is reasonable as hereinafter fixed and specified. 

(6) The installed capacity of the project is 17 horsepower, and the energy 
generated by the project is used at Applicant’s salmon cannery. 

(7) The exhibit described and designated in the fourth paragraph of this 
order conforms to the Commission’s rules and regulations and should be reap- 
proved as part of this license, as hereinafter provided. 

(8) It will be in the public interest to waive the terms and conditions con- 
tained in the following sections of Part I of the Act: 


Section 4(b), except the second sentence thereof; 4(e), insofar as it 
relates to approval of plans by the Chief of Engineers and the Secretary 
of the Army and to public notice; 6, insofar as it relates to public notice 
and to the acceptance and expression in the license of terms and conditions 
of the Act which are hereinafter waived; 10(a); 10(c), insofar as it re- 
lates to depreciation reserves; 10(d) ; 10(f) ; 11; 12; 14, except insofar as 
the power of condemnation is reserved; 15; 18, except insofar as it relates 
to fishways; 19; 20; 22; and 23(a), insofar as it relates to the determina- 
tion of fair value. 


The Commission orders: 


(A) This minor license is issued to Pacific American Fisheries, Inc., of Bell- 
ingham, Washington, under Sections 4(e) and 15 of the Federal Power Act, for 
a period of 10 years, effective as of September 9, 1960, for the operation and 
maintenance of minor Project No. 1098 upon Snowbird Creek, tributary to An- 
chorage Bay, an arm of Chignick Bay and affecting lands of the United States, 
subject to the terms and conditions of the Act insofar as not expressly waived, 
which Act is hereby incorporated by reference as a part of this license, and sub- 
ject to such rules and regulations as the Commission has issued or prescribed 
under the provisions of the Act. 

(B) This license is also subject to the terms and conditions set forth in Form 
L-7, December 15, 1953 (17 FPC 486), entitled: “Terms and Conditions of 
License for Minor Projects Affecting Lands of the United States”, which terms 
and conditions (designated as Articles 1 through 14, inclusive) are attached 
hereto and made a part hereof; and subject to the following special condition 
set forth herein as an additional article: 

Article 15. The licensee shall pay to the United States the following annual 
charges: 

(i) For the purpose of reimbursing the United States for the costs of ad- 
ministration of Part I of the Act, $5.00; and 

(ii) For the purpose of recompensing the United States for the use, occu- 
pancy, and enjoyment of its lands, $10.00. 

(C) Exhibit K (FPC No. 1098-1) is reapproved as part of this new license. 

(D) This order shall become final 30 days from the date of its issuance un- 
less application for rehearing shall be filed as provided by Section 313(a) of the 
Act, and failure to file such an application shall constitute acceptance of this new 
license. In acknowledgment of the acceptance of this new license, it shall be 
signed by the Licensee and returned to the Commission within 60 days from the 
date of issuance of this order. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


PENNSYLVANIA POWER & LIGHT COMPANY, PROJECT NO. 487 


ORDER DETERMINING NET CHANGE IN ACTUAL LEGITIMATE ORIGINAL PROJECT COST: 
ACCRUED DEPRECIATION, AND PRESCRIBING ACCOUNTING THEREFOR 


(Issued December 28, 1960) 


Pennsylvania Power & Light Company, Licensee for Project No. 487 * from time 
to time filed statements, pursuant to Section 4.1 of the Commission’s Regulations 
under the Federal Power Act, claiming for the period from January 1, 1935, 
through December 31, 1956, project additions, retirements, and credit adjust- 
ments resulting in (1) a $2,900,200.01 net increase in project cost over the pre- 
viously determined amount of actual legitimate original cost of the project, 
$8,579,186.15, as of December 31, 1934,? and (2) a resulting total claimed actual 
legitimate original cost of the project as of December 31, 1956, of $11,479,386.16. 
The claimed net increase of $2,900,200.01 results from claimed and recorded 
project gross additions of $3,786,961.79, gross retirements of $883,491.68, and net 
credit adjustments of $3,270.10, representing the costs of certain items previously 
included in the allowed project costs, but subsequently determined not to be 
properly includible as relating to project properties; and is more specifically 
shown in the attached Schedule I. 

Licensee recorded on its books of account reserve for accrued depreciation ap- 
plicable to in-service project properties in the amount of $2,121,133.24, as of 
December 31, 1956, as is more specifically shown in the attached Schedule II. 
The Commission has not heretofore determined the amount of the reserve for 
depreciation applicable to the project properties of Licensee. 

The Commission’s staff made a field examination of the books and records of 
Licensee and other data for the purpose of ascertaining the correctness of (1) 
the claimed and recorded project costs changes during the period from January 
1, 1935, through December 31, 1956, and resulting project costs as of December 
31, 1956, and (2) the recorded reserve for depreciation as of December 31, 
1956. 

Following the above-mentioned examination, an agreement, subject to Com- 
mission approval, was reached between the staff and Licensee’s representatives 
with respect to certain proposed adjustments to project cost changes for the 
period from January 1, 1935, through December 31, 1956, consisting of (1) the 
reclassification of $211,614.82 among project plant accounts, (2) the elimination 
of the net amount of $373,321.95 from the claimed and recorded project costs, 
(3) the elimination of $600,000.00 from recorded project costs, and (4) the 
accounting dispositions of the foregoing amounts. 

The proposed reclassification of $211,614.82 among project plant accounts 
and the proposed elimination of the net amount of $373,321.95 from the claimed 
and recorded project costs are comprised of the following items: 


1 The project is located on the Wallenpaupack Creek in Wayne and Pike Counties, Penn- 
sylvania, and may be described as Licensee’s Wallenpaupack Project. The license (issued 
pursuant to Section 4(d) of the Federal Water Power Act), authorizing the construction, 
operation, and maintenance of the project, is by its terms effective for a period of 50 
years, commencing April 1, 1924. 

2 See Commission Opinions 68 and 68A, and Orders of April 14, 1942 and September 29, 
1942, respectively (3 F.P.C. 89 and 3 F.P.C. 297), affirmed; Penna. Power ¢ Light Co. v. 
F.P.C., 139 F. 2d 445; certiorari denied, 321 U.S. 798. 
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Title Amount 









Reclassification of costs of reservoir boundary monu- 

menting and penstock valves____..-__-____-_-___ $195, 767. 24 0 
Reclassification of costs of operators’ village and 

I iii a a a aie 15, 847. 58 0 
Nonproject and duplicate land costs............................ $32, 365. 57 
SNORE 8 SOORIOD RIE veseiciicicic ctnintikcncgecaincncdbani anata 27, 300. 26 
Maintenance and non-capital costs._...................-.....-... 99, 969. 64 
Unrecorded retirement of costs of subsidence correction along 

RE crea kc laren es tbataagta ee cipal accenasstsbdantihcliaisicieanssbeat 120, 146. 54 
Nixcées interest duriue construction... cnc cece 1, 177. 70 
PONE TCI GE ns i ee ein (22, 308. 70) 
























DeinFed SOCAN OL * PECTOMIENE oa asin chee eestnscccwoe 114, 670. 94 





ifn ha gla cea asians aaa ic panes 3738, 321. 95 


The proposed elimination of $600,000.00 from recorded project costs results from 
the retirement by Licensee of a section of wood stave flow line in 1956, which 
retirement is reflected in Licensee’s filed statements, but not recorded on its 
books as of December 31, 1956. 

Based upon the proposed adjustments to the claimed and recorded project 
cost changes for the period from January 1, 1935, through December 31, 1956, 
the revised net increase in project cost for that period would be $2,526,878.06, 
consisting of gross additions of $3,528,310.78, gross retirements of $998,162.62, 
and net credit adjustments of $3,270.10; and the resulting revised actual legiti- 
mate original cost of the project as of December 31, 1956, would be $11,106,064.21. 

The proposed accounting dispositions of the amounts involved in the proposed 
adjustments to bring Licensee’s recorded project costs into agreement with the 
recommended project cost tentatively agreed to between Licensee and the 
staff are shown by the following composite journal entry : 





Debit Credit 







NE 2 I EE steric a mnidienmmheshAelamieeiiacii $18, 046. 21 


Se SN a ae blinsieaeimudioninneonnnts 576. 42 
144 Retirement Work in Progress (to be closed to Account 250).-.---......-- 714, 670. 94 
250 Reserve for Depreciation of Electric Plant_..-.-.-- a 128, 314. 39 |. 






271 Earned Surplus lindas 
100.1 Electric Plant in Service (Project No. 487) 73, 321. 95 
ae EET "WORE TEE OF IOI, oki oe cekercttinctonncoseunebnasceetinstausceaunned 22, 308. 70 


134, 022. 69 






























Following the aforementioned field examination of the books and records of 
Licensee and other data, agreement, subject to Commission approval, also was 
reached between the staff and Licensee’s representatives with respect to a pro- 
posed adjustment involving the transfer of $862,266.00 from Licensee’s general 
(nonproject) reserve for depreciation to its project reserve for depreciation, 
which was deemed by the staff to be deficient. This adjustment to the recorded 
project reserve for depreciation as of December 31, 1956, along with the other 
adjustments to this reserve, set forth hereinabove would result in a revised 
reserve for depreciation as of December 31, 1956, of $2,140,413.91. In addition 
to the other adjusting entries affecting this reserve as set forth above, the 
following additional entry is required to bring Licensee’s recorded project 
depreciation reserve account into agreement with this recommended balance as 
of December 31, 1956: 
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| 
Debit | Credit 


Account 250, Reserve for Depreciation of Electric Plant-Nonproject 
Account 250, Reserve for Depreciation of Electric Plant-Project No. 487__.... 


Generally, Licensee prior to January 1, 1945, followed a retirement reserve 
method of providing for retirements of property with no segregation between 
project and nonproject property. After that date, Licensee established an 
amount representing accrued depreciation as of December 31, 1942; and made 
annual provision for depreciation thereafter upon several different bases. Also, 
after January 1, 1945, Licensee effected a segregation of its reserves for deprecia- 
tion into a reserve applicable to project properties and one applicable to non- 
project properties. The principal deficiency in Licensee’s project depreciation 
reserve, as found by the staff, was occasioned by retirements by Licensee of 
the previously mentioned wood stave flow line and its replacement with a welded 
steel structure. In recommending the above transfer of $862,266.00 from 
Licensee’s nonproject depreciation reserve to its project depreciation reserve, 
the staff reviewed Licensee’s depreciation practices and calculations and its 
recommendation is based upon the staff's independent analysis of Licensee’s 
depreciation reserve balance as of December 31, 1956, and not upon the diverse 
methods applied by Licensee. 

After giving effect to the above adjustments, the Commission’s staff recom- 
mends and Licensee, by letter dated March 23, 1960, confirming its agreement to 
the proposed adjustments, accounting dispositions, resulting project costs and 
project depreciation reserves for Project No. 487 (Wallenpaupack), concurs that 
the Commission determine: (1) the net increase or change in the actual legiti- 
mate original cost of the project during the period from January 1, 1935, through 
December 31, 1956, to be $2,526,878.06, comprised of gross additions of $3,528,- 
310.78, gross retirements of $998,162.62, and net credit adjustments of $3,270.10 
to the plant accounts, (2) the actual legitimate original cost of the project as of 
December 31, 1956, to be $11,106,064.21, classified by project plant accounts of the 
Commission’s Uniform System of Accounts Prescribed for Public Utilities and 
Licensees, all as shown in the attached Schedule I, and (3) the reserve for 
accrued depreciation applicable to in-service project properties as of December 
31, 1956, to be $2,140,413.91, classified by functional groups as shown in the 
attached Schedule II. 

The Pennsylvania Public Utility Commission was advised by letter of this 
Commission dated April 12, 1960, of the proposed adjustments, including the 
accounting dispositions, the resulting project costs, and the resulting project 
reserve for depreciation, all as recommended by this Commission’s staff and 
agreed to by Licensee as set forth above. By letter dated April 14, 1960, that 
Commission indicated no objection to the foregoing. 


The Commission finds: 


(1) Licensee, by its tentative agreement to the proposed adjustments, includ- 
ing the accounting dispositions, the resulting project costs, and the resulting 
project reserve for depreciation, and its letter dated March 23, 1960, and the 
Pennsylvania Public Utility Commission, by its letter dated April 14, 1960, have 
obviated the necessity for notice and opportunity to protest provided by Sections 
4.4 and 4.5 of the Commission’s Regulations under the Federal Power Act. 

(2) The foregoing adjustments, including the net credit adjustments and the 
accounting dispositions, are reasonable and appropriate for the purposes of the 
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Federal Power Act, and, therefore, should be approved and directed as herein- 
after provided. 

(3) The net increase or change in the actual legitimate original cost of Project 
No. 487 for the period from January 1, 1935, through December 31, 1956, is 
$2,526,878.06, comprised of gross additions of $3,528,310.78, gross retirements of 
$998,162.62, and net credit adjustments of $3,270.10 to the plant accounts, and 
the resulting actual legitimate original cost of the project as of December 31, 
1956, is $11,106,064.21, classified by project plant accounts as shown in the 
attached Schedule I. The reserve for accrued depreciation applicable to the 
in-service project properties is $2,140,413.91, as of December 31, 1956, classified 
by functional groups as shown in the attached Schedule II. 


The Commission orders: 


(A) The provisions of Sections 4.4 and 4.5 of the Commission’s Regulations 
under the Federal Power Act are hereby waived for the purpose of this order. 

(B) The foregoing adjustments and accounting dispositions, as referred to in 
the findings above, are hereby approved and directed to be made by Licensee. 

(C) Licensee, to the extent that it has not already done so, shall (a) establish 
and maintain control and detailed project plant accounts for Project No. 487 
showing the debit amount of $2,526,878.06 as the net increase or change in the 
project cost for the period from January 1, 1935, through December 31, 1956, 
and the total debit balance of $11,106,064.21 as the actual legitimate original 
cost of the project as of December 31, 1956, classified by project plant accounts 
as shown in the attached Schedule I; and (b) establish a reserve for accrued 
depreciation applicable to the in-service project properties showing the total 
credit balance of $2,140,413.91 as of December 31, 1956, classified by functional 
groups as shown in the attached Schedule II. 

(D) Licensee shall within 60 days from the issuance of this order file with 
the Commission three certified copies of its adjusting journal entries showing 
compliance with this order. 
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ScHEDULE II.—Project reserve for depreciation 


Adjustments 


Balance per Allowed 
Functional group books as of Disposition of | Transfer from | balance as of 
Dec. 31, 1956 | plant account nonproject Dec. 31, 1956 
adjustments depreciation 
reserve 


Hydraulic production plant $1, 937, 431.14 $(836, 235. 26) 

Transmission plant 113, 446. 81 (1, 432. 34) 112, 014. 47 
Distribution plant 60, 256. 02 (5, 317. 73) 54, 938. 29 
ONG Nii xk cciccietcnccincdictpirncaes 9, 999. 27 9, 999. 27 


DARN settee 2, 121, 133. 24 (842, 985. 33) 862, 266. 00 2, 140, 413. 91 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


DUKE POWER COMPANY, DOCKET NO. E-6968 
ORDER AUTHORIZING ASSUMPTION OF OBLIGATION OR LIABILITY ON PROMISSORY NOTES 
(Issued December 29, 1960) 


Duke Power Company (Applicant), incorporated under the laws of the State 
of New Jersey and qualified to do business as a foreign corporation in the States 
of North Carolina and South Carolina, with its principal place of business at 
Charlotte, North Carolina, filed an application on November 17, 1960, as amended 
December 15, 1960, for authorization, pursuant to Section 204 of the Federal 
Power Act, to assume an obligation or liability as a guarantor or indorser in 
respect of the proportionate amount of 34% of not to exceed $19,000,000, aggre- 
gate principal amount of Promissory Notes outstanding at any one time, pro- 
posed to be issued by Carolinas Virginia Nuclear Power Associates, Inc. (Caro- 
linas Virginia). 

Carolinas Virginia is incorporated as a non-profit corporation under the laws 
of the State of North Carolina and is qualified to do business as a foreign cor- 
poration in the State of South Carolina, with its principal place of business also 
at Charlotte, North Carolina. Carolinas Virginia was formed by Applicant and 
three neighboring electric utility companies, Carolina Power & Light Company, 
South Carolina Electric & Gas Company, and Virginia Electric and Power 
Company, for the purpose of research and development in the use of nuclear 
energy for the generation of electricity. Under a contract with the Atomic 
Energy Commission (AEC) dated January 12, 1959, and under a construction 
license issued by AEC on May 4, 1960, Carolinas Virginia is constructing a 
nuclear steam generating plant on a site at Parr, South Carolina, near the 
Broad River. Pursuant to the terms of that contract, AEC has agreed to con- 
tribute to Carolinas Virginia a part of the total cost of the project, which is 
estimated to aggregate about $43,000,000, an amount that will be borne by AEC 
and Carolinas Virginia in the approximate amounts of $15,000,000 and 
$28,000,000, respectively. 

The four member companies have agreed with Carolinas Virginia and each 
other to pay all contractual indebtedness of Carolinas Virginia in the following 
proportions: Carolina Power & Light Company, 20.0% ; Applicant, 34.0% ; South 
Carolina Electric & Gas Company, 12.5%; and Virginia Electric and Power 
Company, 33.5%. Carolinas Virginia proposes to finance the costs of design 
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and construction of the nuclear plant and the start-up of the reactor through 
contributions to it by the member companies as well as by loans from com- 
mercial banks guaranteed by the member companies severally in the propor- 
tions stated above. First, the member companies will contribute to Carolinas 
Virginia a total of not less than $3,000,000, of which amount $2,150,000 had been 
contributed as of July 31, 1960; and subsequently Carolinas Virginia will make 
short-term borrowings from commercial banks from time to time as funds are 
required by it for construction costs. 

According to the application, Carolinas Virginia will issue Promissory Notes 
to evidence the short-term bank loans, and payment of the principal of, and 
interest on, such Notes will be guaranteed by the member companies propor- 
tionately. The interest rate on each Note will fluctuate in a manner so as to be 
at all times the prime commercial rate in New York City, plus 4%. As of 
the date of the application such prime interest rate was 442% per annum. 
Each Note will be dated as of its actual date of issue and will mature in no 
more than one year after the date thereof. As such Notes mature, they will 
be renewed by similar Notes, similarly guaranteed, until the construction of 
the nuclear plan thas been completed. It is estimated that, even including 
possible escalation, the aggregate principal amount of such Notes, excluding 
renewals, will not exceed $19,000,000. 

The Chase Manhattan Bank, of New York, New York, will make a commit- 
ment to Carolinas Virginia for the proposed construction loans, and Carolinas 
Virginia will pay that bank a loan commitment fee at the rate of 4th of 
1% per annum on the daily average unused amount of the commitment. 
Upon completion of the construction of the nuclear plant or on December 31, 
1962, whichever is earlier, the aggregate principal amount of the Notes then 
outstanding will be funded by a five-year loan or loans from The Chase Man- 
hattan Bank and other participating banks. Carolinas Virginia will issue its 
Promissory Note or Notes for such five-year loan, and payment of Carolinas 
Virginia’s Note or Notes will be guaranteed by the member companies severally 
in the proportions stated above. Carolinas Virginia will reserve the right to 
anticipate the payment of such Note or Notes, in whole or in part, at any time 
prior to maturity, without premium for prepayment. The interest rate on the 
aforesaid Note or Notes will be the prime commercial rate in New York, New 
York, as of the date of issue, plus 44% per annum. 

Applicant states that the purpose for which the proposed Promissory Notes 
are to be issued is to obtain funds for financing, in part, the costs of con- 
struction of the nuclear plant of Carolinas Virginia, or for reimbursing the 
treasury of Carolinas Virginia for expenditures made by Carolinas Virginia 
for such construction costs. 

Written notice of the application has been given to the North Carolina 
Utilities Commission and the South Carolina Public Service Commission, and 
to the Governor of each of those States. Notice has also been given by pub- 
lication in the Federal Register on December 2, 1960 (25 F.R. 12378), stating 
that any person desiring to be heard or to make any protest with reference 
to the application should file a petition or protest on or before December 15, 
1960, with the Federal Power Commission, Washington 25, D.C. No protest, 
petition or request to be heard in opposition to the granting of the application 
has been reecived. 

By order issued December 1, 1960, the North Carolina Utilities Commission, 
and by order dated December 6, 1960, the South Carolina Public Service Com- 
mission approved the proposed assumption of obligation or liability by Appli- 
cant (together with certain others of the above-named member companies) as a 
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guarantor or indorser in respect of the Notes proposed to be issued by Carolinas 
Virginia under the financing plan hereinabove described. 


The Commission finds: 


(1) Applicant, a corporation, is a public utility within the meaning of Sec- 
tion 204 of the Federal Power Act, subject to the jurisdiction of the Commission 
as heretofore described and set forth in the Commission’s order issued Decem- 
ber 29, 1955, Duke Power Company, Docket No. E-6652 (14 FPC 1163). 

(2) By the proposed transaction Applicant will assume an obligation or lia- 
bility as a guarantor or indorser in respect of a certain portion of the securities 
of Carolinas Virginia, another person, all within the purview of Section 204 of 
the Federal Power Act. 

(3) Applicant is not organized and operating in a State, under the laws of 
which its security issues are regulated by a State commission within the mean- 
ing of Section 204(f) of the Act; and the proposed assumption of an obligation 
or liability as a guarantor or indorser in respect of a portion of the securities 
proposed to be issued by Carolinas Virginia is, therefore, not exempt by virtue 
of that section from the requirements of Section 204 of the Act. 

(4) The proposed assumption of an obligation or liability as a guarantor or 
indorser in respect of a portion of the securities proposed to be issued by Caro- 
linas Virginia, as hereinafter authorized, will be for a lawful object, within the 
corporate purposes of the Applicant and compatible with the public interest, 
which is appropriate for and consistent with the proper performance by Appli- 
cant of service as a public utility and which will not impair its ability to per- 
form that service and is reasonably appropriate for such purposes. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The assumption of an obligation or liability by Applicant as a guarantor 
or indorser in respect of the proportionate amount of 34% of not to exceed 
$19,000,000, aggregate principal amount of Promissory Notes outstanding at any 
one time, proposed to be issued by Carolinas Virginia, all as described above, 
upon the terms and conditions and for the purposes set forth in the application 
is hereby authorized, subject to the provisions of this order. 

(B) The foregoing authorization is without prejudice to the authority of this 
Commission or any other regulatory body with respect to rates, service, accounts, 
valuation, estimates or determinations of cost or any other matter whatsoever 
now pending or which may come before this Commission. 

(C) Nothing in this order shall be construed to imply any guarantee or obli- 
gation on the part of the United States in respect of any securities to which this 
order relates. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


IDAHO POWER COMPANY, DOCKET NO. E-6907 


SUPPLEMENTAL ORDER AMENDING ORDER AUTHORIZING THE ISSUANCE OF 
PROMISSORY NOTES 


(Issued December 29, 1960) 


By order issued December 24, 1959, 22 FPC 1146, in the above-entitled matter, 
the Commission, pursuant to Section 204 of the Federal Power Act, authorized 
Idaho Power Company (Idaho Power) to issue up to $40,000,000, principal 
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amount of Promissory Notes outstanding at any one time, upon the terms and 
conditions as set forth in that order, which include, among others, those set 
forth in Idaho Power’s application filed November 3, 1959, requesting such au- 
thorization. The order, by its terms, provided that all Notes issued pursuant 
thereto evidence loans or renewals thereof to be obtained on or before December 
31, 1960, and that the final maturity of all such Notes be not later than December 
31, 1961. 

Pursuant to the above-described authorization, Applicant has issued Notes 
from time to time and had outstanding as of November 28, 1960, Notes in the 
aggregate principal amount of $7,349,500. 

On November 21, 1960, as supplemented December 1, 1960, Idaho Power filed 
an amendment to that application, requesting that the authorization and term 
thereof granted by the above-mentioned order be extended and modified to the 
extent necessary to provide that Idaho Power may issue Notes, either as original 
Notes or renewals thereof, up to an aggregate principal amount of $40,000,000 at 
any one time outstanding, each Note to mature not later than one year from the 
date of issue thereof, and the final maturity of all such Notes to be not later than 
December 31, 1962. 

The supplemental application states that the proposal borrowings for which 
the Notes will be issued will be utilized to provide temporary financing for the 
continuation of Idaho Power’s current construction program. That program for 
the period to December 31, 1961, is expected to cost a total amount of approxi- 
mately $26,370,000, which will consist of the following expenditures: Production 
plant, $8,665,000; transmission facilities, $9,060,000; substations, $3,705,000; 
distribution plant, $3,840,000; and general plant additions, $1,100,000. 

During the period 1961-62 Applicant plans to undertake permanent financing 
arrangements, which would include the issue of both debt and equity securities. 
The definite times of such issuances and the amounts and kinds of securities to be 
so issued cannot be determined at present inasmuch as such will depend upon 
market and other conditions. 

Idaho Power does not request by its amendment any other change in the 
authorization heretofore granted in this matter. 

As indicated in the previously mentioned order of the Commission, issued 
December 24, 1959, notice of this proceeding has been given to the Idaho Public 
Utilities Commission, the Oregon Public Utilities Commissioner, and the Public 
Service Commission of Nevada, and to the Governor of each of those States. 
Notice of the application has been given also by publication in the Federal 
Register (24 F.R. 9319). No protest or petition or request to be heard in 
opposition to the granting of the application has been received. 

By order dated October 18, 1960, the Idaho Public Utilities Commission has 
extended to December 31, 1961, its authorization of Idaho Power to issue up to 
$40,000,000, aggregate principal amount of Promissory Notes outstanding at 
any one time. 


The Commission finds: 


Good cause has been shown and it is necessary and appropriate for the purposes 
of the Act, that Paragraphs (A) and (B) of the Commission’s order issued 
December 24, 1959, be modified as hereinafter provided. 


The Commission orders: 


(A) Paragraphs (A) and (B) of the Commission’s order issued December 24, 
1959, in the above-entitled docket are amended to read as follows: 

(A) The proposed issuance of Promissory Notes in the aggregate prin- 

cipal amount of $40,000,000 outstanding at any one time, upon the terms 
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and conditions and for the purposes specified in the application as filed 

November 3, 1959, and as amended November 21, 1960, is hereby authorized, 
subject to the provisions of this order. 

(B) This authorization is expressly conditioned upon the maturity of all 

Notes to be issued pursuant thereto being within one year of their respective 

dates of issue and the final maturity of all such Notes being not later than 

December 31, 1962. 

(B) All other terms and conditions, as set forth in Paragraphs (C) and (D) 

of the aforesaid Commission order issued December 24, 1959, shall remain in 

full force and effect. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-1 
ORDER DENYING MOTION TO OMIT INTERMEDIATE DECISION PROCEDURE 


(Issued December 29, 1960) 





On December 8, 1960, Northern Natural Gas Company (Northern) filed a 
motion for omission of the intermediate decision procedure in the above-entitled 
proceeding. Northern’s application in Docket No. CP61-1 requests a certificate 
of public convenience and necessity authorizing the construction and operation 
of the facilities necessary to deliver a firm volume of 12,000 Mcf of gas per day 
to Reserve Mining Company (Reserve) and to sell gas for resale to Iron Ranges 
Natural Gas Company for initiation of natural-gas service in the community of 
Silver Bay, Minnesota, as well as for making interruptible deliveries of gas to 
Reserve, and to sell gas to Two Harbors, Minnesota, for resale by that City 
through the municipal distribution system which it proposes to construct in Two 
Harbors. The hearing in this proceeding began on December 6, 1960, and was 
concluded on December 14, 1960. 
As grounds for its motion Northern alleges that spring weather conditions 
greatly influence construction operations in northern Minnesota in: 
* * * that the State imposes and enforces load limits on certain of the 
highways in the State. The State has advised Northern that on the high- 
way north from Two Harbors, Minnesota, it anticipates that such a load 
limit will be imposed from the middle of March to the middle of May. 
Since a substantial amount of the construction is within this load limit area, 
the contractors would be unable to move in any heavy equipment until ap- 
proximately the first of June. Such a delay in even beginning construction 
would obviously occasion a material delay in the completion of construction 
and the date when the required gas service can be commenced. (Emphasis 
supplied. ) 
Northern further avers that: 
Prompt and expeditious consideration by the Commission of Northern’s 
proposal in this proceeding will enable the contractors to move their heavy 
equipment into the load limit area while the ground is still frozen and the 
highways free from load limits and actual construction of the project can be 
commenced. This early arrival on the construction line will allow the con- 
tractors to continue working as much as possible during the period of the 
spring thaws. It is estimated that if the contractors are able to move into 
the area before the spring thaws, at least two months, if not more, of con- 
struction time will be gained. Northern has scheduled delivery of the mate- 
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rial required for the first quarter of 1961 and bids can be let on or before 
January 31, 1961. Failure to grant this Motion could occasion the delay in 
commencement of construction until June of 1961. (Emphasis supplied.) 

The foregoing quotations from Northern’s motion make it obvious that 
Northern is basing its request for the omission of the intermediate decision 
procedure upon the necessity of the contractors’ being able to move their heavy 
equipment into position prior to the spring thaws so as to be able to commence 
construction after the spring thaws begin. It is not alleged that the contractors 
could actually do any work until the spring thaws begin and even then Northern 
says that the contractors could continue working as much as possible during 
the period of the spring thaws. Consequently, the real issue is whether or not 
heavy equipment can actually be moved into position after the spring thaws 
begin, because apparently no construction is contemplated prior to the com- 
mencement of the spring thaws even if a certificate were to be granted 
immediately. 

On December 19, 1960, Fuels Research Council, Inc., National Coal Associa- 
tion and United Mine Workers of America (Coal Interveners), who have been 
permitted to intervene in this proceeding, filed an answer to Northern’s motion 
for omission of the intermediate decision procedure. The Coal Interveners oppose 
the granting of the motion because they say that the testimony given by 
Northern’s engineering witness failed to show convincingly that movement of 
heavy equipment during the spring thaws is, in fact, an impossibility. A review 
of the cross-examination of Northern’s engineering witness shows that he 
thought a 42-ton piece of equipment was the heaviest single item that would 
have to be transported, and he gave the stripped weight of this piece of equip- 
ment as 2914 tons (Tr. 249). There was no showing that this piece of equip- 
ment could not be dismantled for transporting. Furthermore, the engineering 
witness was unsure of the load limitations and of the number of axles per truck 
which might be used. He even felt that some roads might not have any load 
restrictions on them at all and that the road north of Duluth might be a road free 
of load restrictions (Tr. 250-52). 

The first quotation from Northern’s motion, supra, shows that Northern does 
not claim that the State of Minnesota will impose load limitations except on the 
highway north of Two Harbors, Minnesota. According to the evidence sub- 
mitted by Northern in this proceeding, only about 30 miles of the 62.7-mile 
extension Northern contemplates constructing to render the service proposed 
in Docket No. CP61-1 would be north of Two Harbors. Consequently, there 
appears to be nothing to prevent the contractors from moving heavy equipment 
south of Two Harbors after the spring thaws begin. Thus, assuming a 
certificate is issued as late as the middle of March when the spring thaws begin, 
the contractors would seemingly be able to move their equipment to the area 
south of Two Harbors, where over half of the proposed extension is to be con- 
structed, and perhaps the contractors could then have this entire 32-mile section 
of the line constructed before there is any necessity to grapple with the 
problem of load limitations on the highway north of Two Harbors. 

Another aspect of Northern’s motion which is lacking in persuasiveness is 
that it does not show any injury that would result if initiation of service is 
delayed until the beginning of the 1961-62 heating season. The exhibits regard- 
ing natural-gas service in both Two Harbors and Silver Bay show that these 
communities do not expect to receive natural gas prior to the 1961-62 heating 
season, and if a certificate were to be issued about the time the spring thaws 
begin, there is nothing to prevent the immediate construction of distribution 
systems in both Two Harbors and Silver Bay. As for initiation of natural-gas 
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delivery to Reserve, the record shows that Reserve is almost entirely interested 
in natural gas because of the savings in fuel costs from the use of natural gas 
as opposed to the use of both oil and coal in its over-all operations. The record 
also shows that Reserve will require from four to six months to convert its 
equipment so as to enable it to use natural gas in its pelletization processing 
(Tr. 206; 212). 

In addition to requesting that we omit the intermediate decision procedure, 
Northern’s motion requests that we set dates for the filing of briefs and for 
oral argument if we deem oral argument to be necessary. We do not think oral 
argument is necessary. We note from the transcript that very short and prompt 
briefing G>tes were agreed to by the parties in that Northern’s main brief was 
due on Devember 20, 1960, the staff’s and interveners’ briefs were scheduled for 
December 23, 1960, and that the date given for Northern’s reply brief was 
December 30, 1960. We see no reason to disturb these dates which have already 
been agreed upon by the parties. 

We also note the examiner’s observation that he has other commitments dur- 
ing the month of January which will prevent his acting promptly upon a decision 
in this proceeding, and we do not wish to imply by our leaving the briefing 
schedule undisturbed that we expect him to adopt the “crash program” to which 
he referred in his discussion of the dates which had been fixed for briefing. 
The Commission finds: 

(1) Northern has not made the requisite showing that due and timely execu- 
tion of the Commission’s functions imperatively and unavoidably requires omis- 
sion of the intermediate decision procedure in this proceeding. 

(2) Northern’s “Motion for Omission of Intermediate Decision Procedure” in 
this proceeding, filed December 8, 1960, should be denied. 


The Commission orders: 





Northern’s motion for omission of the intermediate decision procedure in 
Docket No. CP61-1, filed December 8, 1960, is hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 



















NORTHERN NATURAL GAS COMPANY, DOCKET NO. CP61-101* 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
AND AMENDING OUTSTANDING AUTHORIZATIONS AND ORDERS 


(Issued December 29, 1960) 





On September 30, 1960, as supplemented on October 27 and on December 20, 
1960, Northern Natural Gas Company, 2223 Dodge Street, Omaha 1, Nebraska, 
(Applicant), filed in Docket No. CP61-101 an application pursuant to Section 
7(c) of the Natural Gas Act for a certificate of public convenience and neces- 
sity authorizing Applicant to acquire by merger and operate all of the existing 
jurisdictional natural gas facilities presently owned and operated by Permian 
Basin Pipeline Company (Permian), all as more fully set forth in the application 
and exhibits, as supplemented. 

Permian owns and operates a natural gas pipeline system consisting of ap- 
proximately 787 miles of main, gathering and supply pipelines, 19 compressor 
stations with a total of 77,150 installed horsepower, various processing plants 


*For additional Docket numbers, see appendix hereto. 
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and other related facilities. Through these facilities, Permian transports 
natural gas obtained in West Texas and in Lea County, New Mexico, to its 
Plains Measuring Station in Yoakum County, Texas, for delivery and sale to 
Applicant in quantities up to 475,000 Mcf per day (actually delivered at Plains 
Station to facilities of El Paso Natural Gas Company which, in turn, delivers 
equivalent volumes to Applicant near Dumas, Texas, and in Beaver County 
Oklahoma). Permian also transports up to 225,000 Mcf per day for El Paso, and 
sells gas to Pioneer Natural Gas Company for resale, as well as making a num- 
ber of small intrastate sales, mainly for irrigation purposes. 

Applicant presently owns approximately 93 percent of the common stock and 
approximately 58 percent of the preferred stock of Permian, plus all of the 
$15,460,000 of sinking fund promissory notes outstanding. Applicant proposes 
to exchange 0.45 of a share of its own common stock for each share of Permian’s 
stock not owned by Applicant, and one share of its own preferred stock for each 
share of Permian’s preferred stock not owned by Applicant. Applicant will then 
eancel all of its Permian stock. Applicant will also assume all the corporate 
debts and liabilities of Permian, including outstanding bonds totalling $22,206,000 
as of June 30, 1960, and will cancel all intercorporate debts. 

Applicant will record the acquired facilities at original cost and related depre- 
ciation reserve on its books as they are now carried on Permian’s books. The 
original cost of utility plant as of June 30, 1960, was $76,806,162, with a related 
reserve for depreciation of $14,339,399, or a depreciated investment of $62,466,763. 
There will be no acquisition adjustment. 

Applicant advises that the rate increase proposals of Permian which are 
presently the subject of the proceedings before the Commission in Docket Nos. 
G-15336, G-19041 and RP60-12 will be treated as though Applicant had been the 
owner and operator of Permian’s facilities from the date when the increased 
rates filed in these dockets were made effective and collected subject to refund, 
and Applicant is willing to have the rate increase proposals of Permian pending 
in said Docket Nos. G-15336 and G-—19041 disposed of as part of the proceedings 
concerning, respectively, Applicant’s rate increase applications now pending in 
Docket Nos. G—15335 and G—19040. 

It appears that the proposed merger will eliminate duplication of fees, ac- 
counting and administration expenses, and the filing of separate reports to Fed- 
eral and state agencies. Eliminating duplication of certain franchise and per- 
sonal taxes will save the simplified corporation an estimated $174,338 per year, 
based on 1959 figures. The merger will simplify the physical operation of the 
combined systems, eliminate the need to maintain separate accounts for Permian’s 
operations and inter-company transactions, and will result in savings to Appli- 
cant and its customers. 

No abandonment of service will result from the proposed merger as Applicant 
will continue to render all the services now rendered by Permian. Permian will 
be dissolved after the merger, which is proposed to be consummated on December 
81, 1960, and Applicant will be the surviving corporation. 

Applicant will subsequently adopt Permian’s filed FPC Gas Tariff, with the 
exception of Rate Schedule P-1 under which Permian sells gas to Applicant. 
This latter rate schedule will be cancelled. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 22, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c) (1) of the Commission’s 
Rules of Practice and Procedure. 
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The Commission finds: 


(1) Applicant, Northern Natural Gas Company, a Delaware corporaticn hay- 
ing its principal place of business in Omaha, Nebraska, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
the Commission in its order of April 6, 1943, in Docket No. G—280 (3 FPC 967). 

(2) The facilities proposed to be acquired and operated by Applicant, as 
hereinbefore described and as more fully described in the application and ex- 
hibits in this proceeding, will be used in the transportation and sale of natural 
gas in interstate commerce, subject to the jurisdiction of the Commission, and 
the acquisition and operation thereof by Applicant are subject to the require- 
ments of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) The acquisition and operation of the facilities as proposed by Applicant 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (a), (b), (d) and (e) of Section 157.20 of 
the Commission’s Regulations under the Natural Gas Act (18 CFR 157.20) 
should attach to the issuance of the certificate referred to in paragraph (3) 
above and to the exercise of the rights granted thereunder. 

(6) For administrative purposes and to reflect properly on the records of 
the Commission the authorization hereinafter granted to Applicant, it is ap- 
propriate to amend the outstanding authorizations and orders issued pursuant 
to Section 7 of the Natural Gas Act, all as supplemented or amended, filed or 
issued, under each of the proceedings listed in the Appendix to this order, by 
substituting Northern Natural Gas Company for Permian Basin Pipeline 
Company as holder of said authorizations or as respondent, where appropriate. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is 
hereby issued, upon the terms and conditions of this order, authorizing North- 
ern Natural Gas Company to acquire and operate all of the facilities presently 
owned and operated by Permian Basiv Pipeline Company, subject to the juris- 
diction of the Commission, and to continue the services which Permian has 
heretofore been rendering, all as more fully described in the application, as 
supplemented, in this proceeding. 

(B) The general terms and conditions set forth in paragraphs (a), (b), (d) 
and (e) of Section 157.20 of the Commission’s Regulations under the Natural 
Gas Act shall attach to the issuance of the certificate granted in paragraph (A) 
above and to the exercise of the rights granted thereunder. 

(C) The time within which Northern shall complete such acquisition, as 
provided in paragraph (b) of the aforesaid Regulations, is hereby fixed at 3 
months from the date on which this order issues. 

(D) The issuance of the certificate granted in paragraph (A) above is hereby 
further conditioned upon Applicant’s fully assuming all of the obligations of 
Permian with regard to the rate increase proposals of Permian presently pend- 
ing in the proceedings in Docket Nos. G—15336, G-19041 and RP60-12, as though 
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Applicant had been the owner and operator of all of Permian’s facilities from 
the date when the increased rates filed in these dockets were made effective and 
collected subject to refund. 

(E) The outstanding authorizations and orders issued pursuant to Section 7 
of the Natural Gas Act, all as supplemented or amended, filed or issued, under 
each of the proceedings listed in the Appendix to this order, are hereby amended 
by substituting Northern Natural Gas Company for Permian Basin Pipeline 
Company in each of said authorizations and orders, where appropriate. 


APPENDIX 


Outstanding authorizations and orders heretofore issued to Permian Basin 
Pipeline Company in which Northern Natural Gas Company is to be substi- 
tuted as holder, or respondent, where appropriate : 

Docket Nos.—G-1928, G—2283, G-—2529, G-6867, G-9688, G—10450, G—11581, 
G—11603, G-11699, G—11964, G-12031 (expired), G—12242, G—12374, G-12713 (ex- 
pired), G—12914, G—13023, G-—13792, G-—14981, G-—15336, G—16168 (expired), 
G-17458, G-—17487, G-—17892, G—18320, G—18866, G-—19041, G-—19671, CP60—-110, 
RP60-12. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


SOUTHERN NEVADA POWER CO.; ELKO LAMOILLE POWER 
COMPANY, DOCKET NO. E-6966 


ORDER AUTHORIZING DISPOSITION AND MERGER OR CONSOLIDATION OF FACILITIES 
(Issued December 29, 1960) 


Southern Nevada Power Co. (Southern Nevada), incorporated under the laws 
of the State of Nevada and doing business in that State, with its principal place 
of business at Las Vegas, Nevada, and Elko Lamoille Power Company (Elko 
Lamoille), also incorporated under the laws of the State of Nevada and doing 
business in that State, with its principal place of business at Elko, Nevada, filed 
a joint application on November 8, 1960, as supplemented December 5 and De- 
cember 13, 1960, for authorization, pursuant to Section 208 of the Federal Power 
Act, to merge or consolidate in their entirety their respective facilities subject to 
the jurisdiction of the Commission, with Southern Nevada thereafter to continue 
as the surviving corporation. 

Southern Nevada is engaged in the generation, transmission and distribution 
of electric energy in Clark County, Nevada, serving principally the cities of Las 
Vegas and North Las Vegas, part of the City of Henderson, and Nellis Air Force 
Base. It also provides electric service to a townsite and air force base at Indian 
Springs in Clark County and to Atomic Energy Commission installations at Mer- 
cury and Jackass Flats in Nye County. Its Clark steam-electric station has two 
generating units with an aggregate capability of 119,000 kw, which generated 
about two-thirds of its electric energy requirements in 1959. Elko Lamoille op- 
erates an electric utility in northeastern Nevada that produces and distributes 
electric energy in the City of Elko, Nevada, and its environs. The area served 
has a population of about 6,500, and Elko Lamoille served approximately 2,690 
customers as of June 30, 1960. Until October 31, 1960, when its system was inter- 
connected with that of Idaho Power Company, Elko Lamoille generated all its 
electric energy requirements in its small hydroelectric station at Lamoille, Ne 


vada, and its 5,250 kw diesel electric plant at Elko. Upon consummation of the 
676—807—641——_-79 
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merger, all the assets, franchises, properties, and liabilities of Elko Lamoille 
will be transferred to Southern Nevada, which will continue operating the prop- 
erties in Elko County without any contemplated changes in their present use. 

The proposed merger or consolidation of all of the facilities of Elko Lamoille 
with and into those of Southern Nevada is to be consummated in accordance 
with the terms and conditions of an Agreement and Plan of Merger dated Au- 
gust 26, 1960, as supplemented by an Agreement dated September 10, 1960, be- 
tween the two companies. All of the shareholders of Elko Lamoille have now 
signed that Agreement. 

Under the provisions of the Agreement, Southern Nevada agrees to issue 
60,000 shares of its Common Stock, par value $1 per share, for the 48,000 out- 
standing shares of Common Stock, par value $10 per share, of Elko Lamoille, 
representing an exchange ratio of 1144 shares of Common Stock of Southern 
Nevada for each share of Common Stock of Elko Lamoille. As of June 30, 
1960, the book value per share of the Common Stock of Southern Nevada was 
$15.32, and the book value per share of Common Stock of Elko Lamoille, as of 
the same date, was $25.25. A table comparing the earnings, dividends, and 
market values (except market value of Elko Lamoille’s Common Stock which 
is not traded on any exchange) per share of the Common Stock of each of the 
two companies during the last 5144 years was submitted in the application; and 
the application states that an agreement upon the above-described exchange 
ratio was reached on the basis of careful study and arm’s-length bargaining. 

The utility plants of both companies are recorded at original cost, and Elko 
Lamoille’s utility plant and depreciation reserve accounts will be transferred 
without any change to the books of Southern Nevada. Moreover, the proposed 
merger will not result in the creation of an acquisition adjustment. As of 
August 31, 1960, the stated original cost of the total utility plant of Southern 
Nevada was $39,494,960, and that of Elko Lamoille was $2,151,536, with applica- 
ble reserves for accrued depreciation of $5,231,495 and $871,894, respectively. 

The application states that the proposed merger will serve the best interests 
of the public and the shareholders of the two companies because (1) the sur- 
viving company will have greater diversity of investment, which will improve 
stability of earnings and improve the risk factor associated with the operations 
of each company individually; (2) customers of both companies will benefit 
from lower financing costs resulting from the greater diversity of investment; 
(3) certain economies in purchasing and greater efficiencies in operation will 
accrue from management under a single organization; and (4) shareholders of 
Elko Lamoille will hold a stock that is currently quoted on over-the-counter 
markets, is more readily marketable, and has an easily ascertainable value. 

Written notice of the application has been given to the Public Service Com- 
mission of Nevada and to the Governor of that State. Notice of the applica- 
tion was also published in the Federal Register on November 24, 1960 (25 F.R. 
11192), stating that any person desiring to be heard or to make any protest 
with reference to the application should file a petition or protest on or before 
December 6, 1960, with the Federal Power Commission, Washington 25, D.C. 
No protest or petition or request to be heard in opposition to the granting of 
the application has been received. 


The Commission finds: 


(1) Southern Nevada is a corporation organized and existing under the laws 
of the State of Nevada. It owns and operates facilities, among others, for the 
transmission and sale at wholesale for resale of electric energy, which is gen- 
erated in the State of Arizona and is consumed in the State of Nevada, all of 
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which facilities are in addition to, and do not include, facilities used for the 
generation of electric energy or facilities used in local distribution or only for 
the transmission of electric energy in intrastate commerce, or facilities used 
for the transmission of electric energy consumed wholly by the transmitter. 
Southern Nevada is, therefore, a public utility within the meaning of that term 
as used in Section 201 of the Federal Power Act. 

(2) Elko Lamoille is a corporation organized and existing under the laws 
of the State of Nevada. It owns and operates facilities, among others, for the 
transmission of electric energy that is generated in the State of Idaho and is 
consumed in the State of Nevada, all of which facilities are in addition to, and 
do not include, facilities used for the generation of electric energy or facilities 
used in local distribution or only for the transmission of electric energy in in- 
trastate commerce, or facilities used for the transmission of electric energy 
consumed wholly by the transmitter. Elko Lamoille is, therefore, a public utility 
within the meaning of that term as used in Section 201 of the Federal Power 
Act. 

(3) By the proposed transactions, as described above, Elko Lamoille will 
dispose of the whole of its facilities subject to the jurisdiction of this Com- 
mission and Southern Nevada will merge or consolidate its facilities subject 
to the jurisdiction of this Commission with those of Elko Lamoille, another 
person, within the meaning and subject to the requirements of Section 208 of 
the Federal Power Act. 

(4) The proposed disposition of facilities by Elko Lamoille and the proposed 
acquisition thereof by Southern Nevada, all as described above, will be con- 
sistent with the public interest for the reasons as set forth in the recital above. 

(5) The period of public notice given in this matter is reasonable. 


The Commission orders: 


(A) The proposed disposition by Elko Lamoille of the whole of its facilities 
subject to the jurisdiction of this Commission and the proposed acquisition and 
merger or consolidation thereof by Southern Nevada, all as described above, 
are hereby authorized and approved upon the terms and conditions and for the 
purposes as set forth in the application, subject to the provisions of this order. 

(B) This authorization shall expire unless the transactions herein author- 
ized are consummated within 90 days from the issuance of this order. 

(C) The foregoing authorization is without prejudice to the authority of 
this Commission or any other regulatory body with respect to rates, service, 
accounts, valuations, estimates or determinations of cost or any matter what- 
soever which may come before this Commission. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline, and Paul A. Sweeney. 


SOUTH GEORGIA NATURAL GAS COMPANY, ET AL., DOCKET NO. 
G-9892, ET AL. 


ORDER AMENDING ORDER, AS AMENDED, ISSUING CERTIFICATES OF PUBLIC CONVENIENCE 
AND NECESSITY 


(Issued December 29, 1960) 


On May 16, 1960, South Georgia Natural Gas Company (Applicant) filed 
a petition to amend the Commission’s opinion and order issued on August 7, 
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1959, 22 FPC 211, as amended by order issued November 9, 1959, 22 FPC 816, 
In the Matter of South Georgia Natural Gas Company, et al., Docket No. 
G-9892, et al. so as to delete therefrom authorization for the construction and 
operation of facilities for the sale and delivery of natural gas to the Town of 
Meigs, Georgia. 

In order to serve the Town of Meigs, Applicant would have to construct 
approximately 1.7 miles of 3-inch lateral pipeline and a metering and regulating 
station at an estimated total cost of approximately $23,200. Applicant now 
states that it has been advised by the Town of Meigs that the latter has decided 
to postpone indefinitely the construction of its proposed natural gas distribution 
system and does not desire to purchase gas from Applicant. Therefore, Appli- 
cant requests that the Commission’s opinion and order issued August 7, 1959, 
in this proceeding be amended by deleting the facilities for the sale and de- 
livery of natural gas to the Town of Meigs, Georgia. 

On July 28, 1960, Applicant filed another petition to amend the above-mentioned 
opinion and order of August 7, 1959, as amended by order issued November 9, 
1959, so as to extend until December 31, 1960, the time within which certain of 
the facilities authorized therein must be completed and in actual operation, and 
to authorize an altered location for Applicant’s Nashville, Georgia, lateral 
pipeline. 

Applicant states that it has not been able to construct the lateral pipe- 
lines necessary for service to the Georgia communities of Ashburn, Tifton, 
Lumpkin and Nashville, due to the nationwide steel strike which delayed the 
availability of pipe, the difficulty encountered by some of the communities in 
financing and commencing construction of their municipal distribution systems, 
and a severe spring rainy season in the construction area. For these reasons, 
Applicant requests an extension of time until December 31, 1960, within which 
to complete and place the remaining facilities in operation. 

Applicant further requests permission to change the location of its Nashville 
lateral from that location originally proposed and authorized in this proceeding 
in order to avoid construction of the lateral through swampy ground and 
valuable farm lands. The proposed new route would place the Nashville lateral 
close to the municipality of Hahira, which is considered by Applicant to be a 
potential natural gas customer. The location, as originally proposed, was 
designed to permit natural gas service to Adel, Georgia, which no longer 
evidences a desire for service. Applicant states that the altered route is ex- 
pected to cost no more than the cost of the original proposal. 


The Commission finds: 


It is necessary and appropriate to carry out the provisions of the Natural Gas 
Act, and the public convenience and necessity require that the opinion and 
order of the Commission issued August 7, 1959, as amended by the order issued 
November 9, 1959, In the Matter of South Georgia Natural Gas Company, et al., 
Docket No. G—9892, et al., be further amended as hereinafter ordered. 


The Commission orders: 


(A) The Commission’s opinion and order issued August 7, 1959, as amended 
by the order issued November 9, 1959, In the Matter of South Georgia Natural 
Gas Company, et al., Docket No. G—9892, e¢ al., is hereby amended so as: 


1In this opinion and order, as amended, the Commission authorized Applicant to con- 
struct and operate additional facilities in order to deliver increased volumes of natural 
gas to its existing customers, and to initiate natural gas service to three new industrial 
customers and seven municipal gas distribution systems. 
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1. To delete therefrom authorization for the construction and operation of 
facilities for the sale and delivery of natural gas to the Town of Meigs, Georgia. 

2. To extend the time until December 31, 1960, within which to complete and 
place in operation the facilities required to render natural gas service to the 
communities of Ashburn, Tifton, Lumpkin and Nashville, Georgia. 

3. To change the location of Applicant’s Nashville lateral from that location 
originally proposed and authorized in this proceeding to the location proposed 
by Applicant in its petition filed in this proceeding on July 28, 1960. 

(B) In all other respects, said opinion and order shall remain unchanged. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


EASTERN SHORE NATURAL GAS COMPANY, DOCKET NO. CP61-86 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued December 30, 1960) 


On September 23, 1960, as supplemented on October 14, 1960, Eastern Shore 
Natural Gas Company, 120 East Main Street, Salisbury, Maryland, (Applicant), 
filed in Docket No. CP61-86 an application pursuant to Section 7(c) of the Natu- 
rat Gas Act for a certificate of public convenience and necessity authorizing 
the installation of a valve and miscellaneous fittings on Applicant’s 6-inch trans- 
mission pipeline at a point northwest of Middletown, Delaware, and the sale and 
delivery at said point of natural gas on a firm basis to the Delaware Power and 
Light Company (DP&L) for resale to the Globe Union Battery Company, a 
firm industrial customer of DP&L, all as more fully set forth in the application 
and supplement. 

The estimated annual volumes of gas to be sold to DP&L by Applicant are 
11,880 Mcf. Peak day delivery will be a maximum of 50 Mcf. The sale will be 
made under Applicant’s filed G—-1 Rate Schedule. 

The estimated cost to Applicant of the new connection under this application 
is $265.00. DP&L will install a lateral pipeline to the customer’s plant and all 
metering and regulating facilities necessary to the sale. Applicant requests 
waiver of Section 5(a) of the General Terms and Conditions of its FPC Gas 
Tariff in order to allow DP&L to pay for the meter station. 

The relatively small volume of gas involved herein will have no adverse effect 
on Applicant’s ability to serve its other customers. 

Pursuant to due notice, a public hearing was held in Washington, D.C., on 
December 20, 1960, respecting the matters involved in and the issues presented 
by the application herein. No petition to intervene or protest to the granting 
of the application has been received. Staff counsel moved orally at the hearing 
that the intermediate decision procedure be omitted and that the Commission 
render a decision herein pursuant to Section 1.30(c)(1) of the Commission’s 
Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Eastern Shore Natural Gas Company, a Delaware corporation 
having its principal place of business in Salisbury, Maryland, is a “natural-gas 
company” within the meaning of the Natural Gas Act, as heretofore found by 
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the Commission in its order issued November 29, 1957, modifying and adopting the 
decision of the Presiding Examiner in Docket No. G-12200 (Docket No. G—12058, 
et al.) (18 FPC 710). 

(2) The facilities hereinbefore described, as more fully described in the appli- 
cation, as supplemented, herein, are proposed to be used in the transportation and 
sale of natural gas in interstate commerce, subject to the jurisdiction of the Com- 
mission, and the installation and operation thereof, as well as the proposed sale 
and delivery of natural gas by means thereof, by Applicant, are subject to the 
requirements of subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The proposed installation and operation of the facilities and the proposed 
sale and delivery of natural gas to Delaware Power and Light Company by 
Applicant are required by the public convenience and necessity and a certificate 
therefor should be issued as hereinafter ordered and conditioned. 

(5) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a), (b), (c) (3), (c)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the issuance of the certificate hereinafter granted to 
Applicant and to the exercise of the rights granted thereunder, and that the time 
within which installation of the facilities authorized by this order shall be com- 
pleted and said facilities placed in actual operation should be fixed at 6 months 
from the date on which this order issues. 

(6) It is appropriate in carrying out the provisions of the Natural Gas Act 
that Section 5(a) of the General Terms and Conditions of Applicant’s FPC Gas 
Tariff (obligating Applicant to construct and maintain the measuring station to 


be used for the subject sale) should be waived in this instance, in view of the 
relatively small net revenues to be derived by Applicant from said sale. 

(7) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Eastern Shore Natural Gas Company to install and operate 
the facilities and to sell and deliver natural gas to Delaware Power and Light 
Company as hereinbefore described and as more fully described in the applica- 
tion in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraphs (a), (b), 
(ce) (3), (ce) (4) and (e) of Section 157.20 of the Commission’s Regulations under 
the Natural Gas Act shall apply to the issuance of the certificate granted in 
paragraph (A) above and to the exercise of the rights granted thereunder. 

(C) The time within which the facilities authorized by this order shall be in- 
stalled and placed in actual operation as provided by paragraph (b) of Section 
157.20 of the Commission’s Regulations under the Natural Gas Act is hereby 
fixed at 6 months from the date on which this order issues. 

(D) Section 5(a) of the General Terms and Conditions of Applicants FPC 
Gas Tariff is hereby waived insofar as it pertains to the instant proposal. 
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Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


LYNCHBURG GAS COMPANY, DOCKET NO. G—18322 


ORDER DENYING MOTION OF ATLANTIC SEABOARD CORPORATION FOR CLARIFICATION OF 
COMMISSION’S ORDER ISSUED NOVEMBER 16, 1960, AMENDING SAID ORDER AND 
DENYING MOTIONS FOR REHEARING 


(Issued December 30, 1960) * 


On Novermber 25, 1960, Atlantic Seaboard Corporation (Seaboard) filed herein 
a motion for the clarification of the Commission’s order issued November 16, 1960, 
24 FPC 955, which conditionally directed Transcontinental Gas Pipe Line Cor- 
poration (Transco) to sell and deliver gas to Lynchburg Gas Company 
(Lynchburg). 

Seaboard states, among other things, that the language in the body of the 
Commission’s order, particularly the last paragraph on page 5 of said order, in- 
dicates that the Commission intended to require Lynchburg to comply with all 
of the terms of Seaboard’s effective tariff and CDS-PR-1 Rate Schedule. Sea- 
board states further that ordering paragraph (B) of said order does not clearly 
reflect that intention with respect to Seaboard’s partial requirements service to 
Lynchburg. 

Seaboard requests that in lieu of ordering paragraph (B), the following lan- 
guage be substituted : 

(B) Transcontinental Gas Pipe Line Corporation be and it is hereby di- 
rected to sell and deliver to Lynchburg Gas Company a supply of natural 
gas in volumes up to 2,000 Mcf per day, supplemental to Lynchburg’s exist- 
ing contract demand of 7,000 Mcf per day presently being supplied to Lynch- 
burg Gas Company by Atlantic Seaboard Corporation, and to establish 
physical connection of its transportation facilities with the transportation 
facilities of Lynchburg’s wholly-owned subsidiary, Lynchburg Pipe Line 
Company upon the condition precedent that Lynchburg shall first enter into 
a superseding service agreement with Seaboard under Seaboard’s effective 
CDS-PR-1 Rate Schedule with a contract demand of 7,000 Mcf per day for 
the remainder of the term of its presently effective service agreement with 
Seaboard ; provided that when Lynchburg executes a service agreement under 
said CDS-PR-1 Rate Schedule, such execution will not prejudice Lynch- 
burg’s right in Seaboard’s pending FPC Docket No. G-—16401. 

On December 2, 1960, Lynchburg filed an answer to said motion of Seaboard 
stating that neither Lynchburg nor its subsidiary, Lynchburg Pipe Line Com- 
pany, is a natural gas company, and that the Commission lacks the power to 
require the proposed action on the part of Lynchburg. 

Lynchburg also states that Seaboard’s proposed amendment is a reiteration of 
its contention presented during the hearings and asserted in its briefs, and that 
Seaboard’s proposal has previously been considered by the Commission. 

Lynchburg suggests the deletion of all of the language in said paragraph (B) 
commencing with the words “upon condition that” following “Pipe Line Com- 
pany” in line 8 thereof. 

Lynchburg also suggests that, if in the judgment of the Commission, any 
limitation on the service directed is necessary in the public interest, ordering 
paragraph (B) be amended as follows: 


* Rehearing denied by order issued February 17, 1961, 25 FPC 315. 
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(B) Transcontinental Gas Pipe Line Corporation be and it is hereby 
directed to sell and deliver to Lynchburg Gas Company a supply of natural 
gas in volumes up to 2,000 Mcf per day, supplemental to Lynchburg’s exist- 
ing contract demand of 7,000 Mcf per day presently being supplied to Lynch- 
burg Gas Company by Atlantic Seaboard Corporation, and to establish 
physical connection of its transportation facilities with the transportation 
facilities of Lynchburg’s wholly-owned subsidiary, Lynchburg Pipe Line 
Company. Transcontinental Gas Pipe Line Corporation be and hereby is 
further directed that it will not sell to Lynchburg Gas Company more than 
2,000 Mcf per day nor more than 444,000 Mcf in any twelve month period 
without the express authority of this Commission. 

On December 5, 1960, Washington Gas Light Company (Washington) filed 
an answer to Seaboard’s motion asserting that said motion is not a proper pro- 
cedural step for attacking a final order of the Commission, but that proper pro- 
eedure requires the filing of an application for rehearing and, therefore, said 
motion should be rejected. 

Washington further asserts that said ‘ion should be rejected because it 
is filed in the wrong docket; that is should have been filed in Docket No. 
G-16401 in which the matter of Seaboard’s unadiudicated partial requirements 
(PR) rate schedule is pending. Docket No. G-16401, Washington points out, has 
been consolidated for hearing with the PR rate schedules of Home Gas Com- 
pany, Docket No. G-—16402, Kentucky Gas Transmission Company, Docket No. 
G-—16403, and The Manufacturers Light and Heat Company, Docket No. G—16404. 
Washington states that in each of said four dockets there are interveners which 
are not parties to the instant docket. Orderly procedures, Washington asserts, 
requires that each of such interveners have notice of and an opportunity to reply 
to, or be heard on motions, such as Seaboard’s, seeking enforcement of one of the 
PR rate schedules involved in such four dockets; that as a result of the filing 
by Seaboard of its motion in the wrong docket, such interveners have been denied 
rights of notice and opportunity to be heard to which they are entitled. 

In addition to said motion for clarification, Seaboard filed on December 16, 
1960, an application and petition for rehearing, requesting the Commission to 
reconsider, abrogate or modify its order issued November 16, 1960, so as to re- 
quire Lynchburg to enter into a service agreement with Seaboard under Sea- 
board’s effective CDS-PR-1 Rate Schedule. As grounds for said motion for re- 
hearing, Seaboard states the following : 

1. The Commission erred in failing to make a finding, * * * that Lynch- 
burg will not comply with the Commission’s orders and effective regulations 
under the Natural Gas Act relative to Seaboard’s partial requirements tariff 
provisions made effective on October 2, 1958. 

2. The Commission erred in failing to deny Lynchburg’s application herein 
on the basis of Lynchburg’s refusal to comply with Seaboard’s partial re- 
quirements tariff provisions made effective as of October 2, 1958, by Com- 
mission order. 

8. The Commission erred in issuing its order which is internally incon- 
sistent in certain respects and which, if construed as urged by Lynchburg 
and Washingtvun Gas Light Company, is arbitrary, capricious, contrary to the 
evidence of record and an abuse of administrative discretion. 

4. The Commission erred in failing to make it clear that Docket No. 
G—18322 is the proceeding in which Lynchburg as a party-Applicant is subject 
to the jurisdiction of the Commission so as to be required to assure Sea- 
board, as Lynchburg’s pioneer certificated supplier, of long-term contractual 
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protection pursuant to the terms of Seaboard’s partial requirements (CDS- 
PR-1) tariff provisions. 

5. The Commission erred in failing to make a finding, * * * that Sea- 
board will be subjected to the real threat of loss of hundreds of thousands 
of dollars of demand and commodity revenue, if Seaboard is not given 
long-term contractual protection pursuant to Seaboard’s effective CDS-PR-1 
Rate Schedule. 

6. Lynchburg failed in its burden of proof with respect to essential 
basic issues prerequisite to the order it seeks under Section 7(a) of the 
Natural Gas Act. 

7. The Commission erred in dismissing as “without merit” Seaboard’s 
assertion that the Commission lacks authority to issue the order sought 
by Lynchburg under Section 7(a) of the Natural Gas Act, because the 
compulsory connection to Transcontinental Gas Pipe Line Corporation 
would be with Lynchburg Pipe Line Company, a company not qualified 
for the local distribution of gas to the public. 

Lynchburg also filed an application for rehearing on December 16, 1960. As 
grounds for rehearing, Lynchburg objects principally to the condition embodied 
in ordering paragraph (B) and requests that upon rehearing it be stricken 
from the order. Lynchburg also claims that the condition is a direction to 
Lynchburg, a local distribution company, and that under Section 1 of the 
Natural Gas Act exempting local distribution companies from the regulatory 
authority of the Commission, the imposition of a condition upon Lynchburg 
is in conflict with the statute. Lynchburg also asserts that the implementa- 
tion of said condition would have the effect of altering a valid contract. 
Lynchburg states further that the condition would be discriminatory as no other 
customer of Seaboard is required to make purehases under these terms. 

On December 15, 1960, the State Corporation Commission of Virginia (State 
Commission), intervener herein, filed an application for rehearing asserting 
that Lynchburg Gas Company and its subsidiary, Lynchburg Pipe Line Com- 
pany, are “public service companies” within the meaning of Title 56, Code of 
Virginia and are thereby subject to the sole regulatory jurisdiction of the 
State Corporation Commission. State Commission also states that any attempt 
by the Federal Power Commission to impose upon Lynchburg a condition with 
respect to its business conduct which could well affect the cost of service 
would not only be without the scope of the Federal Power Commission’s author- 
ity, but would be a direct invasion of the regulatory powers of the State 
Commission. 

State Commission states that it is of the opinion that Lynchburg will continue 
to purchase from Seaboard the volumes called for by the contract which, State 
Commission says, affords Seaboard protection against the possibility of future 
market erosion. State Commission urges the Federal. Power Commission to 
amend said paragraph (B) to eliminate said condition. 


The Commission, having fully considered the Motion of Atlantic Seaboard 
Corporation for clarification and the answers filed thereto, as well as the 
above described applications for rehearing, finds: 

(1) Good cause has not been shown for granting the motion of Atlantic 

Seaboard Corporation for clarification. 

(2) It is necessary and appropriate in carrying out the provisions of the 

Natural Gas Act that ordering paragraph (B) of the Commission’s order herein 

issued on November 16, 1960, be amended as hereinafter ordered. 
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(3) The above described applications for rehearing set forth no new facts 
and no principles of law which either were not fully considered by the Com- 
mission when it issued its order of November 16, 1960, herein, or which having 
now been considered, warrant any change or modification of said order except 
as hereinafter ordered. 


The Commission orders: 


(A) The motion of Atlantic Seaboard Corporation for clarification filed 
herein on November 25, 1960, be and the same is hereby denied. 

(B) Ordering paragraph (B) of the Commission’s order herein issued on 
November 16, 1960, be and the same is hereby amended to read as follows: 

(B) Transcontinental Gas Pipe Line Corporation be and it is hereby directed 
to sell and deliver to Lynchburg Gas Company a supply of natural gas in 
volumes up to 2,000 Mcf per day, supplemental to Lynchburg’s existing con- 
tract demand of 7,000 Mcf per day presently being supplied to Lynchburg Gas 
Company by Atlantic Seaboard Corporation, and to establish physical connec- 
tion of its transportation facilities with the transportation facilities of Lynch- 
burg’s wholly-owned subsidiary, Lynchburg Pipe Line Company, upon the con- 
dition that Lynchburg purchase from Atlantic Seaboard Corporation and pay 
for the minimum monthly and minimum annual volumes in accordance with 
Atlantic Seaboard Corporation’s presently effective CDS-PR-1 Rate Schedule 
on file with the Commission or any superseding rate schedule fixed by the Com- 
mission or made effective pursuant to the provisions of the Natural Gas Act. 

(C) The applications for rehearing filed herein by Atlantic Seaboard Cor- 
poration, Lynchburg Gas Company and the State Corporation Commission of 
the Commonwealth of Virginia be and the same are hereby denied. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


TEXAS EASTERN TRANSMISSION CORPORATION, DOCKET NO. CP61-85 


FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


(Issued December 30, 1960) 


On September 26, 1960, Texas Eastern Transmission Corporation, Texas 
Eastern Building, Shreveport, Louisiana (Applicant), filed in Docket No. 
CP61-85 an application pursuant to Section 7(c) of the Natural Gas Act for a 
certificate of public convenience and necessity authorizing the construction and 
operation of field facilities to enable Applicant to take into its certificated main 
pipeline system natural gas which will be purchased from time to time during 
the calendar year 1961 at a total estimated cost not to exceed $4,000,000, with 
no single project to exceed a cost of $500,000, all as more fully set forth in 
the application. 

The purpose of this “budget-type” application is to augment Applicant’s 
ability to act with reasonable dispatch in contracting for and connecting to its 
pipeline system new supplies of natural gas in various producing areas gen- 
erally coextensive with said system. 


Applicant will finance the cost of the facilities proposed hereunder from 
funds on hand. 
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Pursuant to due notice, a public hearing was held in Washington, D.C., 
on December 20, 1960, respecting the matters involved in and the issues pre- 
sented by the application herein. No petition to intervene or protest to the 
granting of the application has been received. Staff counsel moved orally at 
the hearing that the intermediate decision procedure be omitted and that the 
Commission render a decision herein pursuant to Section 1.30(c)(1) of the 
Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, Texas Eastern Transmission Corporation, a Delaware corpora- 
tion having its principal place of business in Shreveport, Louisiana, is a “nat- 
ural-gas company” within the meaning of the Natural Gas Act, as heretofore 
found by the Commission in its order issued March 30, 1949, in Docket No. 
G-—1089 (8 FPC 190 at 228). 

(2) The facilities hereinbefore described, as more fully described in the ap- 
plication herein, are proposed to be used in the transportation of natural gas 
in interstate commerce, subject to the jurisdiction of the Commission, and the 
construction and operation thereof by Applicant are subject to the requirements 
of Subsections (c) and (e) of Section 7 of the Natural Gas Act. 

(3) Applicant is able and willing properly to do the acts and to perform the 
services proposed and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission thereunder. 

(4) The construction and operation of the facilities to take natural gas from 
producers thereof during the calendar year 1961, as proposed by Applicant, are 
required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(5) It is necessary and appropriate in carrying out the provisions of the 
Natural Gas Act that Applicant should submit, on or before March 1, 1962, a 
statement under oath showing by projects: (a) names of fields connected, (b) 
estimates of gas supplies attached, (c) a description of the project or projects 
constructed pursuant to the authorization granted hereunder, (d) the location 
of said project or projects, (e) the costs of the facilities so constructed, and 
(f) the names of the independent producers involved, together with the re 
spective dates of the gas sales contracts and the docket numbers of the related 
producer certificate applications. 

(6) The authorization granted hereinafter should be limited to construction 
during the calendar year 1961, and the total expenditures for facilities to be 
constructed hereunder should be limited to $4,000,000, with no single project 
to exceed a cost of $500,000. 

(7) Public convenience and necessity require that the general terms and con- 
ditions set forth in paragraphs (a) and (e) of Section 157.20 of the Commis- 
sion’s Regulations under the Natural Gas Act should attach to the certificate 
issued hereinafter and to the exercise of the rights granted thereunder. 

(8) A request during the public hearing by staff counsel for omission of the 
intermediate decision procedure herein was unopposed by any party of record 
and, not having been denied by the Commission, is granted pursuant to Section 
1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same is hereby 
issued authorizing Texas Eastern Transmission Corporation to construct and 
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operate the proposed facilities to take natural gas from producers thereof during 
the calendar year 1961, all as more fully described in the application in this 
proceeding, upon the terms and conditions of this order. 

(B) Applicant shall submit, on or before March 1, 1962, a statement under 
oath showing by projects: (a) names of fields connected, (b) estimates of gas 
supplies attached, (c) a description of the project or projects constructed pur- 
suant to the authorization granted in paragraph (A) above, (d) the location of 
said project or projects, (e) the costs of the facilities so constructed, and (f) 
the names of the independent producers involved, together with the respective 
dates of the gas sales contracts and the docket numbers of the related producer 
certificate applications. 

(C) The authorization granted in paragraph (A) above is hereby limited to 
construction during the calendar year 1961, and the total expenditures for 
facilities to be constructed hereunder shall be limited to $4,000,000, with no 
single project to exceed a cost of $500,000. 

(D) The general terms and conditions set forth in paragraphs (a) and (e) 
of Section 157.20 of the Commission’s Regulations under the Natural Gas Act 
shall attach to the certificate granted in paragraph (A) above and to the exercise 
of the rights granted thereunder. 


Before Commissioners: Jerome K. Kuykendall, Chairman; Frederick Stueck, 
Arthur Kline and Paul A. Sweeney. 


-TEXAS GAS TRANSMISSION CORPORATION, DOCKET NO. G—18444 
FINDINGS AND ORDER ISSUING CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 
(Issued December 30, 1960) 


On May 1, 1959, Texas Gas Transmission Corporation, (Applicant) a Dela- 
ware Corporation with its principal place of business in Owensboro, Kentucky, 
filed an application as supplemented on May 18, 1959, for a certificate of public 
convenience and necessity, pursuant to Section 7 of the Natural Gas Act, author- 
izing the construction and operation of 1.63 miles of 6-inch lateral pipeline and a 
sales meter station to be located near Brazil, Indiana. 

The proposed 6-inch line will replace the same length of 4-inch pipeline 
presently being used to serve two direct interruptible industrial customers in the 
Brazil area. Because the 4-inch line has become unservicable, Texas Gas desires 
to replace it with a 6-inch line, which will provide additional capacity for service 
to Ayer-McCarel and also enable Applicant to maintain adequate service to the 
other two industrial customers. 

Applicant proposes to sell up to 1,000 Mcf of natural gas per day and 160,000 
Mcf per year to Ayer-McCarel, on an interruptible basis, for use in the latter’s 
clay products plant near Brazil. 

The proposed additional sales will have no adverse effect upon Applicant’s 
overall gas supply. 

Temporary authority for the proposed construction and operation was granted 
by letter on June 4, 1959. 

The cost of the proposed facilities is estimated at $60,700 and will be financed 
from funds on hand. 
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Pursuant to due notice, a public hearing was commenced in Washington, D.C., 
on July 20, 1959 respecting the matters involved in, and the issues presented by 
the application, as supplemented, on file herein, and upon motion duly made by 
Staff Counsel the said hearing was continued until further ordered by the Com- 
mission. On December 13, 1960 the Commission ordered that the hearing resume 
on December 22, 1960 and the hearing was held in accordance with said order on 
that day. No petition to intervene or protest to the granting of the application 
is on file. Staff Counsel moved orally at the hearing that the intermediate deci- 
sion procedure be omitted and the Commission render a decision herein pursuant 
to Section 1.30(c) (1) of the Commission’s Rules of Practice and Procedure. 


The Commission finds: 


(1) Applicant, a Delaware corporation, having its principal place of business 
in Owensboro, Kentucky, is a “natural-gas company” within the meaning of the 
Natural Gas Act, as heretofore found by the Commission. 

(2) The facilities proposed to be constructed and operated as hereinbefore 
described are to be used in the transportation of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, and the construction and 
operation thereof by Applicant are subject to the requirements of Subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 

(3) The construction and operation of the facilities proposed by Applicant 
and the transportation of natural gas to the Ayers-McCarel Clay Company, Inc., 
are required by the public convenience and necessity and a certificate therefor 
should be issued as hereinafter ordered and conditioned. 

(4) Applicant is able and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the Natural Gas Act, and 
the requirements, rules, and regulations of the Commission thereunder. 

(5) Public convenience and necessity require that the general terms and 
conditions set forth in paragraphs (b), (c)(4) and (e) of Section 157.20 of 
the Commission’s General Rules and Regulations, should attach to the issuance 
of the certificate referred to in paragraph (3) above, and to the exercise of the 
rights granted thereunder. 

(6) A request during the public hearing by Staff Counsel for omission of the 
intermediate decision procedure under Section 1.30(c) of the Commission’s 
Rules of Practice and Procedure was unopposed by any party of record, and, 
not having »een denied by the Commission, is granted pursuant to Section 1.30 
(c) (1) of said Rules. 


The Commission orders: 


(A) A certificate of public convenience and necessity be and the same hereby 
is issued authorizing Applicant to construct and operate the natural gas facilities 
as hereinbefore described, and to deliver up to 1,000 Mcf of natural gas per day 
to the Ayer-McCarel Clay Company, Inc., all as more fully described in the 
application in this proceeding, upon the terms and conditions of this order. 

(B) The general terms and conditions set forth in paragraph (b), (c) (4) 
and (e) of Section 157.20 of the Commission’s General Rules and Regulations 
shall attach to the issuance of the certificate granted in paragraph (A) hereof, 
and to the exercise of the rights thereunder. 














APPLICATIONS OF PRODUCERS 





F NATURAL GAS FOR CERTIFICATES OF PUBLIC 


CONVENIENCE AND NECESSITY DISPOSED OF DURING THE PERIOD OF JULY 1, 1960 
THROUGH DEOEMBER 31, 190; SERVICE BEGINNING SUBSEQUENT TO JUNE 7, 1954 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Mike Abraham: 
G-19373 El Paso Natural Gas 
Co. 
T. J. Ahern, Operator, et al.: 
G-20504 United Gas Pipe Line 
Co. 
Claud E. Aikman: 
G-17901 El Paso Natural Gas 


Co. 
G-18635 El] Paso Natural Gas 
Co. 


Aladdin Oil Co., Inc.: 
CI60-162 Coastal Transmis- 
sion Corp. 
Albuquerque Associated Oil Co.: 
G-4843 El Paso Natural Gas 
Co. 
Alleghany Land & Mineral Co.: 
G-20173 Equitable Gas Co--.-- 
John Allen and J. 8. Harris: 
G-19615 United Fuel Gas Co-- 
N. L. Altier, et al.: 
CI61-3 Equitable Gas Co-_-.-. 


Ambassador Oil Corp.: 
G-17301 Natural Gas Pipeline 
Co. of America. 
Ambassador Oil Corp., Operator, 
et al.: 
G-19563 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
G-20244 Panhandle Eastern 
Pipe Line Co. 
Amerada Petroleum Corp.: 
G-16029 Natural Gas Pipeline 
Co. of America. 
Kansas-Nebraska 
Natural Gas Co., 
Inc. 
Coastal Transmis- 
sion Corp. 
Texas Eastern Trans- 
mission Corp. 
Kiowa Gas Co.....-..- 
Panhandle Eastern 
Pipe Line Co. 
E] Paso Natural Gas 
Co. 
Coastal Transmission 
Corp. 
Cosden Petroleum Corp.: 
CI60-51 El Paso Natural Gas 
Co. 
American Petrofina Inc., et al.: 


G-17473 


G-18346 


G-18504 


G-18647 
G-19098 


G-19388 


G-20200 





FIELD 


Pictured Cliffs.....- 


Ws Sec stecse | 


Undesignated -.....- 
Brushy Creek.....--} 


West Union 
District. 


CI ccntsnondcen 


8. W. Tatlock 


West Cement-----.- 


8 Sees 


Lake Chicot- _-- 

Cherokee Lake 
Area. 

N. E. Greenburg..-- 

Hopewell _ .........- 

a ctianeemnetin 


PORE BE cccacusan 





WEG ccctenc tase 


G-10496 Tennessee Gas Trans- | Cologne*............ 


mission Co. 


See footnotes at end of table, p, 1266. 


STATE 


Colo. - 





COUNTY 


Rio Arriba.....- 


Jackson_........ 


Crockett........ 


San Juan. ..-.... 


St. Landry.....-. 


San Juan........ 


Magoffin®......- 


Doddridge. ..... 


SR mn cenctnics 
Pit a iccaunsen 
San Juan 


West Baton 
Rouge. 


Vigete...cccace 





DISPOSI- 
TION 
DATE 


10 31 60 
10 31 60 


71460 


7 14 60 
11 10 6 
10 48 


0 31 0 | 
10 31 60 | 


12 21 60 


71460 


9 20 60 
10 31 60 


8 12 & 


7 14 6 


9 19 60 | 
8 10 60 


12 21 60 
7 14 60 


7 14 60 


9 19 60 


10 31 6 


DISPO- 
SITION! 


Iss. 


Iss. 


Wtd. 


Dis. 





10 48 


Iss. 
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NEW SERVICE CERTIFICATES—Continued 





PRODUCER,# DOCKET NO., 
AND PURCHASER# 


STATE 


COUNTY 





American Petrofina Co. of Texas: 
G-11506 El Paso Natural Gas 
Co. 

E] Paso Natural Gas 
Co. 

Pacific Northwest 
Pipeline Corp. 

South Texas Natural 
Gas Gathering Co. 

Amtexas Oil Corp: 

CI60-448 Transwestern Pipe- 
line Corp. 

Anadarko Production Co.: 
G-19248 Northern Natural 

Gas Co. 
G-19335 Northern 
Gas Co. 
G-19336 Northern 
Gas Co. 
G-19339 Northern 
Gas Co. 

Apache Oil Corp.: 
G-17982 Lone Star Gas Co_... 
G-20498 Kansas-Nebraska Na- 

tural Gas Co., Inc. 

Apache Oil Corp., operator, et al.: 
G-18899 Michigan - Wisconsin 

Pipe Line Co. 

Appell Petroleum Corp., et al.: 

G-18761 South Texas Gas 
Gathering Co. 

Argo Oil Corp.: 

G-16151 Texas Gas Transmis- 
sion Corp. 

Arkansas Fuel Oil Co.: 

G-18210 Texas Eastern Trans- 
mission Corp. 

Arkansas Fuel Oil Corp.: 
G-20220 Texas Eastern Trans- 

mission Corp. 

Arkansas Fuel Oil Corp., et al.: 
G-19716 Texas Eastern Trans- 

mission Corp. 

Artnell Company, operator, et al.: 
G-18786 Panhandle Eastern 

Pipe Line Co. 

The Atlantic Refining Co.: 
G-13673 El Paso Natural Gas 
Co. 

Texas Gas Transmis- 
sion Corp. 

El Paso Natural Gas 
Co. 

E] Paso Natural Gas | 
Co. 


G-14548 


G-14614 


G-18628 


Natural 


Natural 


Natural 


G-17490 


G-17771 


G-17809 





G-17870 Texas Eastern Trans- | 
mission Corp, 
Texas Gas Transmis- | 


. | 
sion Corp. 


G-18837 





Hugoton 
Hugoton 
Hugoton 


Hugoton 


E] Benadito Area__-| 

Jeanerette 

Cottonwood Creek _- 

8. Cottonwood 
Creek. 


Willow Springs 


Undesignated 


South Blanco*.___--| 


Terryville 


Es aired cnunain | 


Bisti-Gallup 


North Mission 





Valley. 


N. Mex..-| 


| N. Mex..| 


EZ. csese= 


San Juan* 
San Juan* 
Rio Arriba* 


Hidalgo. 


Lipscomb 


Cp 





Morton 


Seward*._....... 


Morton 


Stephens 
Beaver 


PO Wie sannsned 


De Witt_- 


Edwards.......-. 


San Juan* 


| Lincoln 





| Sewitt* 


Terryville.........--| Tg katie Lincoln 


See footnotes at end of table, p, 1266. 


DISPOSI- 
TION 
DATE 


12 21 60 


12 21 60 


12 21 60 


10 60 | 





14 60 





DISPO- 
SITION ! 





20 60 | 


14 60 | 


14 60 | 


| 10 31 60 | 
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PRODUCER,# DOCKET NO., 
AND PURCHASER# 


The Atlantic Refining Co.—Con. 
G-19509 El Paso Natural Gas 
Co. 
G-20492 Coastal Transmission 
Corp. 
John J. August: 
C1I60-78 El Paso Natural Gas 
Co. 
Artec Oil & Gas Co.: 
G-19496 FE] Paso Natural Gas 
Co. 
BBM Drilling Co.: 
G-18785 El Paso Natural Gas 
Co. 
BBM Drilling Co., Operator, 
etal: 
G-17847 El Paso Natural Gas 
Co. 
BTA Oil Producers: 
G-18782 El Paso Natural Gas 


Co. 

G-19069 El Paso Natural Gas 
Co. 

G-19280 El Paso Natural Gas 
Co. 

G-19981 El Paso Natural Gas 
Co. 

BTA Oil Producers, Operator, et 

al.: 

G-19066 El Paso Natural Gas 
Co. 

G-19067 El Paso Natural Gas 
Co. 

G-19068 El] Paso Natural Gas 
Co. 


Louis Baker, et al.: 
G-18175 Coastal Transmission 
Corp. 
Baker Oil & Gas Co., Ine.: 
G-19972 Equitable Gas Co---- 


Robert H. Baker: 
G-18720 Equitable Gas Co 
Ballie Gas Co.: 
G-20150 Hope Natural Gas Co 
Bankers Trust Co., Trustee: 
G-20369 El Paso Natural Gas 
Co. 
A. K. Barbour: 
G-19518 El Paso Natural Gas 
Co. 
Paul F. Barnhart, et al.: 
G-13831 El Paso Natural Gas 
Co. 
Barnwell Production Co., Oper- 
ator: 
G-16363 Arkansas-Louisiana 
Gas Oo. 
G-16452 Arkansas-Louisiana 
Gas Co. 


676—807—64——_80 








FIELD 





HeadleeFieldPlant. | Tex_...... 

Fulton Beach. .-.--- | Tex......- 

Spraberry Trend....| Tex....... 

I csiiiincsnnnian N. Mex... 

Spraberry Trend eeiainesas 
Area. 

Spraberry Trend....} Tex....... 

Spraberry Trend Felinecsnl 
Area. 

8. Andrews Welicnetens 
Devonian. 

Spraberry Trend We scesid 
Area. 

Spraberry Trend Wientases 
Area. 

Yarborough Weliimneis 
Allen. 

South Andrews ee aieiven 
Devonian. 

Yarborough Wiicccntent 
Allen. 

TONER stcesne ee 

| 

Washington W. Va.... 
District. 

Cove District......- W. Va 

Murphy District....| W. Va 

Amacker-Tippett...| Tex.....-- 

Brimhall Pool_......| N. Mex.-. 

Spraberry Trend_...| Tex_-...--- 

| 
I iseiditiintionve RD 
Wren ttiincdance , 


See footnotes at end of table, p. 1266. 


Harrison 


COUNTY 


San Juan_..._... 


Midland. ......- 


Matagorda__._-. 
Calhoun. --._.--- | 


Doddridge- -...-. } 


Ritchie_.._. 


WN, co c0cscss 
San Juan 


Meieecaneseon 





Harrison 





DISPOSI- 


TION 
DATE 


| 








DISPO- 
|SITION ! 


9 19 60 | Iss. 

10 31 60 | Iss. 
{ 
| 

9 20 60 | Iss. 

7 14 60 | Iss. 

12 21 60 | Iss. 

7 14 6 | Iss. 
| 

10 31 60 | Iss. 

10 31 60 | Iss. 
| 

10 31 60 | Iss. 
| 

8 10 60 | Iss. 

8 10 60 | Iss. 

8 10 60 | Iss. 

9 19 60 | Iss. 

7 14 60 | Iss. 

8 10 60 | Iss. 

10 31 60 | Iss. 

10 31 60 | Iss. 

10 31 60 | Iss. 
| 

| 10 31 60 | Iss. 
| 

7 14 60 | Iss. 

7 14 60 | Iss. 































































































1228 


PRODUCER LIST 


NEW SERVICE CHERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Beck Oil Co., et al.: 

G-17657 Transcontinental Gas 
Pipe Line Corp. 

Bel-Air Oil] Co., Operator: 

G-17369 Kansas-Nebraska 
Natural Gas Co., 
Inc. 

Ira Belcher, et al.: 

G-19706 United Fuel Gas Co-- 

Belco Petroleum Corp.: 

G-17640 E) Paso Natural Gas 
Co. 
H. Stewart Bennett: 
G-19234 E] Paso Natural Gas 
Co. 
Benson-Montin-Greer 
Corp: 
G-17755 El Paso Natural Gas 
Co. 
G-19110 FE] Paso Natural Gas 
Co. 

Roy H. Bettis: 

G-18645 South Texas Natural 
Gas Gathering Co. 

W. M. Bevly, et al.: 

G-19458 United Gas Pipe Line 
Co. 

Big Chief Drilling Co.: 
G-13768 Northern 
Gas Co. 

E] Paso Natural Gas 
Co. 


Drilling 


Natural 
G-20457 


B, B. Blair: 
G-19074 Wunderlich Develop- 
ment Co. 
Bodcaw Co.: 
G-18781 Texas Gas Transmis- 
sion Corp. 
Tom Bolack, et al.: 
G-19232 El Paso Natural Gas 
Co. 
Bond Oil Corp., et al.: 
G-16392 Natural Gas Pipeline 
Co. of America. 
The Bovaird Supply Co.: 
G-17384 Northern Natural 
Gas Co. 
Bessie L. Bower Gas Co.: 
G-17183 Hope Natural Gas Co. 
E. W. Bowers & Associates, et al.: 
G-19506 Hope Natural Gas Co. 
E. W. Bowers & Associates, 
Operator, et al.: 
G-18203 Hope Natural Gas Co. 
R. J. Braden: 
G-17261 Godfrey L. Cabot, 
Inc. 
Andrew A. Bradford, et al.: 
G-19293 Panhandle Eastern 
Pipe Line Co. 


Malden District....| W. Va-.-.-- 


East La Barge 


Undesignated 


Calallen W 


Undesignated 


West Kutz Canyon.| N. Mex... 


Undesignated 


North Carterville... 


Pictured Cliffs 


N. Mex... 


Joseph Luce Survey.| Tex 


Embry area. 


Sheridan District_.- 


Union District 


Murphy District....| W. Va...- 


Murphy District....| W. Va.... 


Undesignated 





See footnotes at end of table, p, 1266. 


Calhoun 


Ritchie 


Ritchie 


Ritchie 


Hansford.......- 





| 


DISPOSI- 
TION 
DATE 


12 21 60 


DISPO- 
SITION ! 








NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Edwin G, Bradley: 
G-18336 Panhandle Eastern 
Pipe Line Co. 
Bramlace & Gaines, Operator, 
et al.: 
G-19136 Wunderlich Develop- 
ment Co. 
Billy Bridewell: 
G-19442 Natural Gas Pipeline 
Co, of Amercia. 
Bright & Schiff: 
G-18608 South Texas Natural 
Gas Gathering Co. 
G-18622 South Texas Natural 
Gas Gathering Co. 
Paul Brisbin: 
G-18664 Hope Natural Gas Co 
The British-American Oil Pro- 
ducing Co.: 
G-18445 Coastal Transmission 
Corp. 
Brooks Gathering Co.: 
G-19290 South Texas Natural 
Gas Gathering Co. 
George R. Brown: 
G-18015 W. J. Riley 
H. L. Brown: 
G-19175 South Texas Natural 
Gas Gathering Co. 
Herman Brown: 
G-20223 El Paso Natural Gas 
Co. 
Herman Brown, et al.: 
G-18479 Coastal Transmission 
Corp. 
James G. Brown and Associates, 
Operator, et al.: 
G-17240 El Paso Natural Gas 
Co. 
Layton Brown Drilling Co., Inc.: 
G-18674 Coastal Transmission 
Corp. 
C. W. Broyles, Operator, et al.: 
G-18960 Arkansas-Louisiana 
Gas Co. 
W. H. Busch: 


G-18262 Hope Natura! Gas Co-_ 


G-19508 Equitable Gas Co 


G-19955 Equitable Gas Co... 
Louis E. Marron & Wiley Butler: 


G-19558 Cimarron Transmis- 
sion Co. 
C. I. West Virginia Corp.: 
G-19454 Hope Natural Gas Co 


G-20024 Godfrey L. Cabot Inc. 


Francis E. Cain et al.: 


G-20171 Hope Natural Gas Co. 


N. B. and C. E. Calder, Jr.: 
G-16153 Northern Natural 
Gas Co. 





PRODUCER 


Undesignated 


Bella Pettus.......-. 


Murphy District..-- 


Shuteston.._...... and 


Sherman District._.. 
Glenville District... | 


OE ettianeidinernncnssital 


Murphy District_.-- 
Reedy 


Lee District 





See footnotes at end of table, p. 1266. 


LIST 


eiiadess 


We Welasas 








DISPOSI- 
TION 
DATE 


1229 


DISPO- 
SITION! 

























































1230 





PRODUCER LIST 





PRODUCER,# DOCKET NO., 
AND PURCHASER# 


FIELD 





N. B. and C. E. Calder, Jr: 
G-18607 Coastal States Gas 
Products Co., et al. 
The California Co.: 
CI60-215 Trunkline Gas Co_-. 
Callery Properties Inc.: 
G-18857 Coastal Transmission 
Corp. 
Calvert and Manley Inc., Opera- 
tor, et al.: 
G-20156 Trunkline Gas Co-__-. 
Calto Oil Co., et al.: 
G-18876 Natural Gas Pipeline 
Co. of America. 
Alex N. Campbell: 
G-19360 El Paso Natural Gas 
Co. 
Neil L. Carpenter: 
G-19715 Transcontinental Gas 
Pipe Line Corp. 
F. William Carr, operator, et al.: 
G-11182 Tennessee Gas Trans- 
mission Co. 
G-20480 Texas Eastern Trans- 
mission Corp. 
W. P. Carr, et al.: 
G-20229 El] Paso Natural Gas 
Co. 
Carr] Oil Operator, et al.: 
G-19146 South Texas Natural 
Gas Gathering Co. 
Carter & Carter: 
CI60-124 South Texas Natural 
Gas Gathering Co, 
Oarter-Jones Drilling Co., Inc.: 
G-16288 Natural Gas Pipeline 
Co, of America. 
G-17195 Arkansas - Louisiana 
Gas Co. 
Carter-Jones Drilling Oo., Inc., 
operator.: 
G-14960 Arkansas - Louisiana 
Gas Co. | 
G-18410 Texas Eastern Trans- 
mission Corp. 
Caulkins Oil Co., operator, et al.: 
G-19043 Consolidated Gas Util- 
ities Corp. 
Champlin Oil & Refining Co.: 
G-14830 Natural Gas Pipeline 
Co. of America. 
West Texas Gather- 
ing Co. 
Westlake Natural 
Gasoline Co. 
Panhandle Eastern | 
Pipe Line Co. 
R. L. Chance, Sr., operator, et al.: | 
G-17175 United Gas Pipe Line | 
Co. 


G-17886 


G-18209 


G-19172 








See footnotes at end of table, p. 1266. 


Piedre Lumbre...... 





South Mermentau *. 





FRIRGEGB...ccccccceces 






































Undesignated_--_...- 


Carolina Texas 


Crystelle Waggoner 
Gas Unit 1. 
Rodessa 






Carthage 









Huxley 











East Perkins.......-. 


NEW SERVICE CDRTIFICATES—Continued 























COUNTY 


CE ons cengises 















DISPOSI- 
TION 
DATE 


DISPO- 
SITION ! 








































11 29 60 | Iss. 


7 14 60 | Iss. 


9 20 60 | Iss. 
| 
8 12 60 | Iss. 
7 14 60 | Iss. 
12 21 60 | Iss. 
| 7 14 60 | Iss. 








8 10 60 Iss. 


PRODUCER LIST 1231 


NEW SERVICE CHERTIFICATES—Continued 


PRODUCER,# DOCKET NO., pisPosi- | DISPO- 
COUNTY TION |sITION! 
| DATE 
| 
| 
} 


AND PURCHASER# 





J. A. Chappman: 
G-18706 Consolidated Gas Util- | Undesignated_-. 5 Okla | Grant 
ities Corp. | | | 
J. Wesley Chenoweth Oil & Gas | 
Co.: 
G-18068 Hope Natural GasCo.| Washington Dis- | W. Va_-..| Calhoun. -...---| 
trict. | | 
Cheyenne Oil Corp., Operator, | 
et al.: 
G-19213 United Gas Pipe | Undesignated 
Line Co. 
Christie, Mitchell and Mitchell | 
Co., et al.: | 
G-13806 Tennessee Gas Trans-| Columbus 
mission Co. | 
Christie, Mitchell & Mitchell 
Co., Operator: 
CI60-554 Valley Gas Trans- | Hinnant-. 
mission, Inc. 
Cities Service Oil Co.: | 
G-17451 Northern Natural Gas; Harper Ranch..-...- 
Co. 
Cities Service Oil Co., Operator, 
et al.: 
G-18014 Texas Eastern Trans- | Old Waverly 
mission Corp. 
Anson L. Clark: 
G-16392 Natural Gas Pipeline | West Cement 
Co. of America. 
Clark Fuel Producing Co., Oper- 
ator, et al.: 
G-19052 Coastal Transmission | Cortez 
Corp. | 
W. B. Cleary, Inc., Operator, et 
al.: 
G-17946 Lone Star Gas Co. -... 
G-19244 Trunkline Gas Co__--| 
Coastal States Gas Producing Co.: 
C160-64 South Texas Natural 
Gas Gathering Co. 
Coastal States Gas Producing 
Co., et al.: 
G-19016 South Texas Natural | Undesignated 
Gas Gathering Co. 
Coastal States Gas Producing 
Co., Operator: | 
G-16935 Coastal States Pro- | North Methis area.) Tex 
ducing Co. 
Alton Coats, Operator, et al.: 
CI60-86 United Gas Pipe Line | Bethany | Tex._.....| Harrison 
Co. | | 
George H. Coates, Operator, et al.: 
G-18938 South Texas Natural | Undesignated 
Gas Gathering Co. | 
Otis C. Coles, Jr.: } 
G-17751 United Gas Pipe Line | Sibley | | Iss. 
Co. 
Colorado Oil & Gas Corp.: 
G-19562 E] Paso Natural Gas | Denton. : Iss. 
Co. 


See footnotes at end of table, p. 1266. 
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PRODUCER,# DOCKET NO., 


AND PURCHASER# FIELD 


Concord Oil Co., Operator, et al.: 
G-19465 United Gas Pipe Line 
Co. 





Cabeza Creek area. 


Tex. 


PRODUCER LIST 


NEW SERVICE CHRTIFICATES—Continued 















DISPOSI- 
TION 
DATE 


DISPO- 
SITION! 





COUNTY 











J. E. Connally: 
G-19288 El Paso Natural Gas 
Co. 
J. E. Connally, et al: 
G-20590 El Paso Natural Gas 
Co. 






Spraberry Trend 
Area. 





Spraberry Trend-.-- 
















Conrad Gas Co.: 
G-18261 Hope Natural Gas Co. 





Washington Dis- 
trict. 





Consolidated Oil & Gas Inc.: 

G-20248 El] Paso Natural Gas 
Co. 

8. T. Constantine: 

G-17833 El] Paso Natural Gas 
Co. 

Continental Oil Co.: 

G-17795 El Paso Natural Gas 
Co. 

Texas Eastern Trans- 
mission Corp. 

Southern Natural 
Gas Co. 

Coastal Transmission 
Corp. 

South Texas Natural 
Gas Gathering Co. 
CI60-819 Transwestern Pipe- 

line Co. 

Continental Oil Co., Operator, 

Agent: 


ND iinccctnctaandann 


Jeraldine Ford-.---- 


G-19396 Cherokee Lake Area. 





G-19437 


Bayou Long.- ------- 





G-20242 


Thompson Bluff---- 


CI60-71 PER istncncecens 


We VOices 










Calhoun. ......- 



































































G-13453 El] Paso Natural Gas 
Co. 
Continental Oil Co., Operator, 
et al.: 


Bellake Unit----.---- 


N. Mex.-- 















G-19218 Texas Eastern Trans- 


mission Corp. 
A. W. Cook: 


Cherokee Lake Area. 












G-12856 North Penn Gas Co., 
et al. 
W. J. Coppinger, Operator, et al.: 
G-18395 Colorado Interstate 
Gas Co. 
Cornell Oil Co.: 
G-16383 Natural Gas Pipeline 
Co. of America. 
Cosden Petroleum Corp.: 
G-15094 El Paso Natural Gas 










Spraberry Trend 





Co. Area. 
CI60-550 Valley Gas Trans- | NeNeil-.....--------- | 
mission Inc. 


Cosden Petroleum Corp., et al.: 
G-18928 Coastal States Gas 


Products Co., et al. 
Edwin L. Cox: 





TT. cncsciccwnn 





Clairon®.....-.-- 










Badal. ...ncsens 




































G-18145 Panhandle Eastern | Undesignated------- 
Pipe Line Co. 


See footnotes at end of table, p. 1266. 





















PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Edwin L. Cox, Operator, et al.: 
G-17910 Lone Star Gas Co.-_.. 
John L. Cox: 
G-19149 El Paso Natural Gas 
Co. 
John L. Cox: 
G-19161 El Paso Natural Gas 
Co. 
Walter Crane: 
G-17914 Hope Natural Gas Co. 
Walter C. Crane, et al.: 
G-19685 Hope Natural Gas Co. 
R. E. Crawford: 
CI61-93 Panhandle Eastern 
Pipe Line Co. 
Crescent Production Co., Inc.: 
G-18217  Arkansas-Louisiana 
Gas Co. 
M. W. Crockett, et al.: 
G-18522 Coastal Transmission 
Corp. 
L. D. Crumly, Jr.: 
G-19188 El Paso Natural Gas 
Co. 
L. D. Crumly, Jr., Operator: 
G-19189 E) Paso Natural Gas 
Co. 
A. Culbertson & Wallace W. 
Irwin: 
G-20375 El Paso Natural Gas 
Co. 
The Cummins Oi! Co.: 
G-20221 Hope Natural Gas Co. 
James. M. Cunningham, Opera- 
tor, et al.: 
G-17234 Trunkline Gas Co.... 
Paul B. Davis, Agent: 
CI60-504 Equitable Gas Co... 


E. 


J. F. Deem: 
G-18284 Hope Natural Gas Co- 
G-19599 Hope Natural Gas Co. 
Rodney De Lange, Operator: 
G-17470 United Gas Pipe Line 
Co. 
Delhi-Taylor Oil Corp.: 
G-19464 Coastal Transmission 
Corp. 
G-19973 El Paso Natural Gas 
Co. 
Devonian Gas & Oil Co.: 
G-19462 El Paso Natural Gas 
Co. 
Roscoe Dingess, Jr., et al.: 
G-18057 Hope Natural Gas Co. 
Diversa Inc., et al.: 
G-20458 Coastal Transmission 
Corp. 


COUNTY 


Undesignated Stephens._...... 


Spraberry Trend 
Area. 


Block 9 Tex. ......| Andrews 


Union District We, Weincnct ER iccscoanes 


Union District ......| W.Va ..| Ritchie 


Hugoton Texas 


Simsboro 


Pecos Valley 


Scarborough. ..... ve 


Crosby-Devonian...| N. Mex_-. 


Murphy District... Ritchie. 


Oretta Beauregard 


West Union 
District. 


Doddridge--.-.-.. 


Ritchie 
Ritchie 


Union District 
Union District 


South Goliad 


Yzaguirre 


Bisti Area. N. Mex... 


Fulcher Kutz. ......| N. Mex... 


Clear Fork District. 


Half Moon Reef_.... 


See footnotes at end of table, p. 1266. 





1233 


DISPOSI- 
TION 
DATE | 


12 21 60 


| DISPO- 
|SITION ! 





8 10 60 | 


12 21 60 


9 20 60 
10 31 60 






















1234 








PRODUCER,# DOCKET NO., 
AND PURCHASER# 


NEW SERVICE CERTIFICATES—Continued 








PRODUCER LIST 

















James Doughty, Operator, et al.: | 
G-19969 Coastal States Gas 
Producing Co. 
Drillingand Exploration Co.,Inc.: 
CI60-112 Lone Star Gas Co... 
E. Dunlap, Jr., et al.: 
_G-18971 Cimarron Transmis- 
sion Co. 
Duty Oil Co.: 
G-19197 Equitable Gas Co__-- 
El Paso Natural Gas Products 
Co.: 
G-17206 El] Paso Natural Gas 
Co. 
G-20585 Westlake Natural 
Gasoline Co., et al. 
Elliott Production Co.: 
G-18742 El Paso Natural Gas 
Co. 
Engeo Oil & Gas Co.: 
G-18865 Coastal States Gas 
Producing Co. 
Exter Oil Co., Ltd., Agent: 
G-19064 Coastal Transmission 
Corp. 
Excelsior Oi] Corp.: 
G-19291 Kansas - Nebraska 
Natural Gas Co., 
Inc. 
Fain-Porter Drilling Corp.: 
G-17831 Natural Gas Pipeline 
Co. of America. 
Fairman Drilling Co.: 
CI60-83 New York State Nat- 
ural Gas Corp. 
CI60-91 New York State Nat- 
ural Gas Corp. 
C. F. Falley, Operator, et al.: 
G-15401 Coastal States Gas 





























































Producing Co. 
Far-West Trading Co.: 
G-20158 N.C. Ginther, Oper- 
ator. 
Felmont Oil Corp.: 
G-18627 United Natural Gas 
Co. 
Willard E. Ferrell: 
G-16290 Equitable Gas Co... 
CI60-574 Equitable Gas Co... 
Bert Fields, et al.: 
G-19601 West Texas Gather- 
ing Co. 
Fifteen Oil Co.: 
G-18820 American Louisiana 
Pipe Line Co. 
Richard M. Finder: 
G-18508 United Gas Pipe 
Line Co. 
G-20487 United Gas Pipe 
Line Co. 
























See footnotes at end of table, p. 1266. 


































































































DISPOSI- 
FIELD STATE COUNTY TION 
DATE 

WU, cnc acaataccacs WU ccaces Ml caaesees 

Deep Knox. .-.-..-.-.- ORI. cone) GEOR cccccese 8 10 60 
TU = cncatcocseon OM. occ) BWR c cw caes 8 10 60 
Centerville District.| W. Va....| Tyler...-------- 12 21 60 
Undesignated -...--.- N. Mex...| San Juan....---- 7 14 60 
Nena Lucia--.-...... WOR 20sc.) MO icsncwseue 10 31 60 
Undesignated -__....- N. Mex...} San Juan....--.- 10 31 60 
NE coc ccncseee EE cc wtes Hidalgo--.....-..- 

South Driscoll. ....- i cescon POON cn ncnnvas 

INR i cna ncses co oe | | a 

South Rainey_--..-.- ORB. cies. Washita........- 8 12 60 
Boone Mountain....| Pa.....-.- Clearfield _...... 10 31 60 
Luthersburg- POs ssinnas Jefferson ......-. 10 30 60 

Deemer. 

TONE soc occncccees WOR ccscd NNR cscneniced 11 22 60 
WO cicccasndeden Cols......1 BG...-..4-- 9 20 60 
Undesignated -.....- Ohio......| Ashtabula....... 

Union District._.--- We. Ve. cat TE ncn ciane 10 31 60 
Union District ....-- ie a | ES 12 21 60 
Emperor Deep.----- TEE cccns Winkler........- 10 31 60 
E. Cheniere Perdue.} La---.----- Cameron......-- 9 20 60 
Undesignated.- ------ a acceee TREES... «20200 8 10 60 
N. Laward.....----- Tei .<..0 Jackson. .....-..- 10 31 60 


DISPO- 


|SITION! 


Iss. 







Iss. 









Iss. 








Iss. 







Iss. 


Iss. 


Iss. 


Iss. 


Iss. 








Iss. 


Iss. 





Iss. 
Iss. 


Iss. 








PRODUCER LIST 


NEW SERVICE CERTIFICATES— Continued 


| 
PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Fleeger Drilling Inc.: | 
G-20245 El Paso Natural Gas | 
Co. | 
M. J. Florance, et al.: | 
G-18719 E] Paso Natural Gas 
Co. | 
Dur! Fluharty, et al.: 
G-20043 Equitable Gas Co__--| 
Ralph T. Folwell, et al.: 
G-19900 Hope Natural Gas 
Co. 
Forest Oil Corp.: 
G-20141 Transcontinental Gas} 
Pipe Line Corp. 
Grant G. Fowler and Charles D. 
Fowler: 
G-17182 Hope 
Co. 
G-20149 Hope 
Co. 
Leonard Fowler, et al.: 
G-20167 Hope Natural Gas 
Co. 
J. G. Franks, et al.: 
G-18610 Hope Natural Gas 
Co. 
G. Frederick Shepherd: 
G-18646 South Texas Natural 
Gas Gathering Co. 
GS Oil & Gas Co.: 
G-13654 Hope Natural Gas 
Co. 
Gregory J. Gallagher: 
G-19308 Coastal Transmission 
Corp. 
G-20305 Coastal Transmission 
Corp. 
Walter H. Gant, Operator, et al.: 
G-19359 Lone Star Gas Co__.. 
Roy R. Gardner, Operator, et al.: 
G-19099 Tennessee Gas Trans- 
mission Co. 
O. L. Garretson: 
G-19598 Hope 
Co. 
Geode Petroleum Inc., Operator, 
et al.: 
G-19298 Coastal Transmission 
Corp., et al. 
Getty Oil Co.: 
G-18809 Permian Basin Pipe- 
line Co. 
Getty Oil Co., Operator, et al.: 
G-18378 Coastal Transmission 
Corp. 
M. P. Gilbert: 
G-20022 Kansas-Nebraska 
Natural Gas Co., 
Inc. 


Natural Gas 


Natural Gas 





Natural Gas 


FIELD 


Blanco 
South Blanco. - - .--- 


N. Mex.. 


Union District | A 


Painter We Vibe 


San Miguel Creek--| 


Sherman District. 


Center District. 


Center District 





Murphy District 


Palacios.......... 


Palacios 


Undesignated 


Bruce-Flo 


Sherman District. - - 


Half Moon Reef....-| 


Otis 


See footnotes at end of table, p, 1266. 


N. Mex... 


COUNTY 


San Juan 


.| Sandoval._....... 


.| Ritchie 


| Pleasants 
| 


McMullen 
| Calhoun 
J Gilmer 
Calhoun. - 
Calhoun. 
Hidalgo 
Ritchie _. 


Matagorda 


Matagorda. 


Grayson... ..... 


Matagorda_. 


-| Calhoun. ....-- 





Washington... -.- 


10 








DISPOSI- 
TION 
DATE 


10 31760 


| 10 31 60 


..| 12 21760 


31 60 


1235 


DISPO- 
SITION ! 


Iss. 













































1236 







PRODUCER,# DOCKET NO., 
AND PURCHASER# 


George W. Graham, Inc., Opera- 
tor, et al.: 

G-19123 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

Joseph J. Graham, Agent: 

C160-687 Equitable Gas Co... 

Graham- Michaelis Drilling Co.: 
G-17462 Natural Gas Pipeline 
Co. of America. 

Northern Natural Gas 
Co. 

Graham-Michaelis Drilling Co., 

et al.: 

G-15828 


G-18221 


Northern 
Gas Co. 
G-19356 Northern 

Gas Co. 

Graham-Michaelis Drilling Co., 

Operator: 
G-17851 Colorado Interstate 
Gas Co. 
Graham-Michae'is Drilling Co., 
Operator, et al.: 
G-17968 Panhandle Eastern 
Pipe Line Co. 

Graridge Ibex & Williams Ltd.: 
G-18901 W.J. Riley..........- 

Great Expectations Oil Corp., 

et al.: 
G-18396 Coastal Transmission 
Corp. 
Greenbrier Oil Co., 
et al.: 
G-18597 


Natural 


Natural 


Operator, 


El] Paso Natural Gas 
Co. 
Lawrence H. Griffith, et al.: 


G-17553 Northern Natural 
Gas Co. 
William Gruenerwald, Operator, 
et al.: 
G-17964 Northern Natural 
Gas Co. 
Joseph 8. Gruss: 
CI60-167 El Paso Natural Gas 
Co. 
Authur M. Guida, Operator, 
et al.: 


G-18370 Kansas-Nebraska 
Natural Gas Co., 
Ine. 
Gulf Coast Minerals Manage- 
ment Corp., Operator: 
G-19617 Coastal States Gas 
Producing Co., et al. 
Gulf Oil Corp.: 
G-11631 El] Paso Natural Gas 
Co. 
G-11635 El] Paso Natural Gas 
Co. 


NEW SERVICE CERTIFICATES—Continued 





See footnotes at end of table, p, 1266. 


PRODUCER LIST 











FIELD STATE COUNTY 
Fulton Beach. -...... RUE accuse AYORENE....~ctcacc 
West Union District.| W. Va....| Doddridge--...- 
Camrick South East | Okla. -.-..-. OR a cccnpand 
Undesignated-...... Kans...._. Pe cnsianseudan 
CD ccccnecoeuie eR: cecven Ochiltree_.....--. 
Hansford ...........< i ccanus Hansford... .... 
| 
BUR. ccciccncoces a Stanton......... 
Forgan South Pool..| Okla.....- ee akcccenae 
WENN oncncccsesd 5 ee San Patricio-... 
RTE; no ncacacess ES ctaiceon Calhoun. ..-..... 
Undesignated......- N. Mex...| Rio Arriba....-- 
East Spearman...... ee Hansford .......- 
Hackett Pool.......- Kans...... Ri idacamcace 
Spraberry Trend TOS «sumed OG. cicctinns 
Area. 
PUR cccumésneson ae Morgan.......-. 
Robbinson. .......-- Gs akoeed BP Wiliccasceccens 
Spraberry Trend UEswcness Glasscock ......- 
Area. 
Dollarhide......-..-- WE, FRE sal BAB ccccncnccses 


DISPOSI- 
TION 
DATE 


12 21 60 


7146 


8 10 60 


8 10 60 


10 31 60 


7 14 60 











DISPO- 
SITION! 





Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Tss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Gulf Oil Corp.—Continued 
G-11637 El Paso Natural Gas 
Co. 

Natural Gas Pipeline 
Co. of America. 

Phillips Petroleum 
Co. 

Panhandle Eastern 
Pipe Line Co. 

Champlin Oil & Re- 
fining Co. 

Panhandle Eastern 
Pipe Line Oo. 
G-20502 Kansas-Nebraska 

Natural Gas Co., 
Inc, 

Gulf Oil Corp., Operator, et al.: 
G-11633 El] Paso Natural Gas 
Co. 

E] Paso Natural Gas 
Co. 

El Paso Natural Gas 
Co. 

El Paso Natural Gas 
Co. 

E! Paso Natural Gas 
Co. 

G-18132 Lone Star Gas Co-_.-.. 

Gulf Resources, Inc., et al.: 
CI60-324 Tennessee Gas 

Transmission Co. 

Gulf States Development Corp.: 
G-19648 Trunkline Gas Co.-..- 

P. P. Gunn, et al.: 

G-18984 Hope Natural Gas Co. 

Guyan Gas Co.: 

G-20135 Hope Natural Gas Co. 

H & H Oil Co.: 

CI60-615 Equitable Gas Co--- 


G-16761 
G-17454 
G-18158 
G-18643 


G-18976 


G-11634 
G-11636 
G-11638 


G-11639 


Richard E. Haas, Operator, et al.: 
G-18810 Orange Grove Gas 
Gathering Co. 
Victor Hale: 
G-17829 Kentucky-West Vir- 
ginia Gas Co. 
G-19789 Kentucky-West Vir- 
ginia Gas Co. 
Claud B. Hamill: 
G-18611 South Texas Natural 
Gas Gathering Co. 
Hamilton Brothers, Ltd.: 
G-17464 Cities Service Gas Co. 
G-18581 Colorado Interstate 
Gas Co. 
Jake L. Hamon, Operator, et al.: 
G-17259 Lone Star Gas Co-.-- 
Burton W. Hancock, Operator, 
et al.: 
G-18738 E] Paso Natural Gas 
Co. 





Langlie-Mattix 
West Cement 
West Panhandle..-.| 


South Forgan 


Witcher Pool......-- 


South Forgan Pool... 


Langlie-Mattix....-.- 
Dollarhide- 
Devonian.* 
Dollarhide- 
Drinkard Pool. 
Teague-Mc Kee 
Teague-McKee 
Southwest Antioch_-| 


Undesignated 


Paisano* 
Center District 
Clearfork District_..| 


West Union Dis- 





trict. 


Orange Grove Area. 


Undesignated 


Undesignated 





El Benadito 


West Marlow. 


West Bar-X Area... 


See footnotes at end of table, p. 1266. 


COUNTY 


Jim Wells 


Magoffin... 





Okla....-.| Stevens 


Calhoun. ...---- 
Wyoming.-.-.--.-- 


Doddridge. --.-.- 


1237 


DISPOSI- 
TION 
DATE 


DISPO- 
SITION ! 


714 60 | 


8 12 60 


7 14 60 


8 10 60 


10 31 60 


10 31 60 
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PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Hanley Co., Operator: 
G-18812 West Lake Natural 
Gasoline Co. 
Hanley Co., Operator, et al.: 
G-18813 El] Paso Natural Gas 
Co. 
James V. Harbison: 
G-10889 Panhandle Eastern 
Pipe Line Co. 
Don W. Hardman, et al.: 
G-19576 Hope Natura] Gas Co. 
Harkins & Company, Operator, 
et al.: 
G-17867 United Gas 
Line Co. 
Harrell Drilling Co., et a].: 
G-18790 South Texas Gas 
Gathering Co. 
CI60-67 South Texas Natural 
Gas Gathering Co. 
CI60-68 South Texas Natural 
Gas Gathering Co. 
Jay J. Harris: 
G-18932 E] Paso Natural Gas 
Co. 
Glen L. Haught, et al.: 

G-18871 Hope Natura] Gas Co. 
H. L. Hawkins and H. L. Haw- 
kins, Jr., Operator, et al.: 
G-18077 Coastal Transmission 
Corp. 

Hays & Co., Inc., Agent: 
G-17484 Hope Natura] Gas Co. 


Pipe 


Paul Heaster: 
CI60-449 Equitable Gas Co... 


W. L. Heeter, et al.: 
G-18075 Hope Natural Gas Co. 
Helis Petroleum Corp., Operator, 
et al.: 
G-18379 Coastal Transmission 
Corp. 
Helmerich & Payne Inc.: 
G-19691 Colorado Interstate 
Gas Co. 
William L. Hernstadt: 
G-20373 El Paso Natural Gas 


Co. 
A. G. Hill: 
G-15275 Transwestern Pipe- 
line Co. 


John H. Hill, Operator: 
G-18797 El Paso Natural Gas 
Co. 
Hill Oil & Gas Co.: 
G-18979 Hope Natural Gas Co. 
Carl G. Hine: 
G-19046 El Paso Natural Gas 
Co. 





See footnotes at end of table, p. 1266. 


PRODUCER LIST 


FIELD 


South Lake Tram- 
mel]. 

| 

South Andrews. -... 


Greenwood. --..---- | 


Murphy District... 


S. Weesatche* 


Lochridge......----- | 


Washington 
trict. 


Dis- | 
West Union Dis- | 
trict. 


Sherman District - -.| 
PONE BE cccuncees | 
FOUR vg ccnncness 
Amacker-Tippett... 
Los Alamos. .....--- | 


Undesignated -.....- 


Murphy District... 


Pictured Cliffs...-.-. | 





NEW SERVICE CHRTIFICATES—Continued 


STATE 


N. Mex... 


Ww. 


Wi 


Ww. 


| W. 


Wesaun 


Wiksow 


Wakcase 


VG. cau 


. Mex... 


. Mex... 


4 Whey 


pails 


NE aunewwees 





COUNTY 


Morton....-... ain 


Ritehle. . .....<. 





Calhoun. ....--- 
Brazoria --......| 
Calhoun........ 
Doddridge 


Calhoun 


West Baton 
Rouge. 


DISPOSI- 


7 14 60 | 
10 31 60 


12 21 60 | 


9 19 60 
7 14 60 
12 21 60 
7 14 60 | 
9 19 60 | 
9 20 60 
10 31 60 
9 13 60 
7 14 60 


9 20 60 


10 31 60 | 





} 


| 
| 


| 


| 
| 
| 
| 


DISPO- 
SITION ! 


| Iss. 

































Iss. 




















Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Wtd. 


Iss. 


Iss, 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Genoa Hines and Oliver H, 
Hughes, Operator: 
G-19167 Wunderlich Develop- 
ment Co,: 
Charles A. Hinton, Operator, et 
al.: 
G-18815 United Gas Pipe Line 
Co. 
T. F. Hodge, Operator, et al.: 
G-18441 El] Paso Natural Gas 
Co. 
Samuel Holliday, et al.: 
G-19398 Tennessee Gas Traps- 
mission Co. 
Holt & Maguire: 
G-16925 Northern 
Gas Co. 
Home-Stake Production Co.: 
G-17387 Lone Star Gas Co. .-- 
L. B. Horn, Operator, et al.: 
G-19034 Coastal States Gas 
Products Co., et al. 
Coastal States Gas 
Products Co., et al. 
J. M. Huber Corp.: 
G-18621 Northern 
Gas Co. 
G-19201 Cities Service Gas Co 
Hughes River Gas Co.: 
G-18613 Hope Natural Gas Co. 
Humble Oil & Refining Co.: 
G-13679 El Paso Natural Gas 
Co. 
Panhandle LEastern 
Pipe Line Co. 
G-14701 El] Paso Natural Gas 
Co. 
G-17210 Phillips 
Co. 
G-17472 United Gas Pipe Line 
Co. 
G-18123 Colorado 
Gas Co. 
G-18486 Montana-Dakota 
Utilities Co. 
American Louisiana 
Pipe Line Co. 
G-18924 Orange Grove Gas 
Gathering Co. 
G-19048 Tensas Gas Gather- 
ing Corp. 
G-19315 El] Paso Natural Gas 
Co. 
Humble Oil & Refining Co.: 
G-19316 El Paso Natura] Gas 
Co. 
G-19416 United Fuel Gas Co_. 
G-19597  Arkansas-Louisiana 
Gas Co. 
G-20293 Lone Star Gas Co_.-- 
Cl60-259 Trunkline Gas Co--- 


Natural 


G-20387 


Natural 


G-14292 


Petroleum 


Interstate 


G-18605 


| 
FIELD 


Undesignated 


North Louise Area.- 


Dude Wilson 


McKinney 
Undesignated 


Union District 


East La Barge --.-..-| 


Greenough 

Bellake 

Fuhrman-Mascho... 

Cotton Valley 

West Panhandle... .. 

E)k Basin 

E. Cheniere Perdue. 

N.W. Orange 
Grove. 

Locust Ridge. -...-.- 


North Lindrith 


N. Lindrith 


Calcasieu Pass 
Mt. Sinai 


| Deep Knox.....-.-- 
| Bayou Carlin 


See footnotes at end of table, p, 1266. 





COUNTY 


Wels dcssve 


| Grayson 
Duval 


| Duval...... 


Jim Wells......-. 
icancndined 


Rio Arriba 








1239 


DISPO- 
SITION ! 


DISPOSI- 
TION 
DATE 


10 60 | 





| St. Mary.......-| 11 ‘ 





1240 


PRODUCER LIST 


NEW SERVICE CHRTIFICATES—Continued 


| 


PRODUCER,# DOCKET NO., 
AND PURCHASERS 


H. L. Hunt, et al.: 


COUNTY 


G-17869 Lone Star Gas Co.... 


G-18578 Transcontinental 
Gas Pipe Line 
Corp. 

G-18648 Coastal Transmission 
Corp. 

G-20490 Texas Gas Transmis- 
sion Corp. 

H. L. Hunt, operator, et al.: 

G-19116 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

Keating Drilling Co., operator, 
et al.: 

G-18711 Northern Natural Gas 
Co. 

Hassie Hunt Trust: 

G-18967 Arkansas-Louisiana 
Gas Co. 

Hassie Hunt Trust, operator, 
et al.: 

G-19115 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

Hassie Hunt Trust, operator, et 
al.; 

G-20172 Texas Gas Transmis- 
sion Corp. 

Lamar Hunt Trust Estate: 

G-19119 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

N. B. Hunt, et al.: 

G-19674 Westlake Natural 

Gasoline Co., et al. 
Hunt Oi1 Co.: 

G-17817 United Gas Pipe Line 
Co. 

G-19117 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

William Herbert Hunt Trust 
Estate, Operator: 

G-19118 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

R.J. Hunter: 
CI60-354 Equitable Gas Co... 
CI60-752 Equitable Gas Co... 
Huron Drilling Co., Inc.: 

G-19296 Kansas-Nebraska 
Natural Gas Co., 
Inc. 

Inco 3, Inc.: 
G-17556 Hope Natural Gas Co. 


Henry 8S. Inger, Operator, et al.: 
G-19147 Wunderlich Develop- 
ment Co. 


ON. cccatunnes semis 


South Alvin. 


Hico-Knowles...-.--. 


Alvin City. 


North Hutchinson... 


Sugar Creek. 


Alta Loma area 


Undesignated 


Cotton Valley 


Fulton Beach 





Fulton Beach 


Troy District | W. Va_...| Gilmer 
West Union District.| W. Va....| Doddridge 
Undesignated Washington_..-.- 


Dis-| W. Va 


| 


Buckhannon 
trict. 


Upshur 





Undesignated 


See footnetes at end of table, p, 1266. 


DISPOSI- 
TION 
DATE 


DISPO- 
SITION } 


12 21 60 
8 10 60 


10 31 60 


10 31 60 


7 14 60 


7 160 


12 21 60 
12 21 60 


7 14 60 





PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


International Oil Corp.: 
G-17904 Syljo Gas Co 
Investors Syndicate of the South- 
west: 
G-18590 Coastal Transmission 
Corp. 
Irwin and Bess: 
G-19297 Coastal Transmission 
Corp. 
Jal Oil Co., Inc.: 
G-17004 El) Paso Natural Gas 
Co. 
E] Paso Natura) Gas 
Co. 
El Paso Natural Gas 
Co. 
E] Paso Natural Gas 
Co. 
Jal Oil Co., Inc., Operator: 
G-19194 El] Paso Natural Gas 
Co. 
Jal Oil Company, Inc., Operator, 
et al.: 
G-19304 El Paso Natural Gas 
Co. 
G-19353 El] Paso Natural Gas 
Co. 
G-19354 El] Paso Natural Gas 
Co. 
Jal Oil Co., Inc., Operator, et al.: 
G-19355 El Paso Natural Gas 
Co. 
G-19375 El Paso Natural Gas 
Co. 
G-19406 El] Paso Natural Gas 
Co. 
T. L. James & Co., Inc.: 
G-19407 Texas Gas Transmis- 
sion Corp. 
Jefferson Lake Sulphur Co., Op- 
erator: 
CI60-546 Valley Gas Trans- 
mission Inc. 
Jocelyn-Barn Oil Co., Operator, 
et al.: 
G-17915 Consolidated Gas 
Utilities Corp. 
G-19358 Consolidated Gas 
Utilities Corp. 
G-20152 Consolidated Gas 
Utilities Corp. 
G-20240 Westlake Natural 
Gasoline Co., et al. 
J. Wes Johnson: 


G-19403 


G-19404 


G-19405 


G-20334 El Paso Natural Gas | 


Co. 
Johntom Oil Co., Inc.: 


G-16375 Natural Gas Pipeline | 


Co. of America, 





Langlie-Mattix* _... 


Langlie-Mattix*.____ | 


South Eunice*.- --.- 


| 
Langlie-Mattix*.....| N. 


Langlie-Mattix 
Langlie-Mattix 


Langlie-Mattix*._... 


Calhoun. 


E. Kremlin Pool_.-.- 
East Kremlin 


Undesignated 


Undesignated 


Undesignated_ 


See footnotes at end of table, p. 1266. 





N. 


N 


: een... 


. Mex... 


. Mex... 


. Mex... 


Mex...| 


OT con 


Mex... 


> eae 


. Mex... 


. Mex... 





} 


| 


COUNTY 


Garfield 


Garfield 


Garfield. 


| Nolan. 


Upton 


Wise__- 


1241 


DISPOSI- DISPO- 
TION |sITION! 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


FIELD 


DISPOSI- 
TION 
DATE 


COUNTY 


DISPO- 
SITION ! 








J. Edward Jones: 
G-15326 Texas Gas Pipeline 
Corp. 
Jones, Shelburne{& Pellow Oil 
Co.: 
G-17466 Cities Service Gas Co 
Julkirk Corp., Operator, et al.: 
G-17748 Pioneer Gathering Sys- 
tem, Inc. 
G. E. Kadane & Sons: 
G-19137 Natural Gas Pipeline 
Co. of America. 
R. P. Karll: 
G-18707 Lone Star Gas Co_--- 
Katex Oil Co.: 
G-19702 Phillips Petroleum 
Co. 
Marvin Kelley, et al.: 
G-19411 


John M. Kelly: 
G-14583 El Paso Natural Gas 
Co. 
Lewis O. Kelsey, Operator, et al.: 
G-13812 Tennessee Gas Trans- 
mission Co. 
Kenwood Oil Co., et al.: 
G-17863 Lone Star Gas Co__-- 
Kerines, Hickey and Marks: 
G-17469 United Natural Gas 
Co. 
Kerr-McGee Oil Industries, Inc.: 
G-18017 Colorado Interstate 
Gas Co. 
Kickapoo Oils, Operator, et al.: 
G-18825 Panhandle [Eastern 
Pipe Line Co. 
Barron Kidd: 
G-18027 El Paso Natural Gas 
Co. 
Fred Kiger: 
G-19785 South Penn Natural 
Gas Co. 
Kay Kimbell Oil 
Operator: 
G-18228 El] Paso Natural Gas 
Co. 
G-18229 El Paso Natural Gas 
Co. 
Richard King, Jr.: 
G-18987 Coastal Transmission 
Corp. 
Richard King Inc., et al.: 
G-18828 South Texas Natural 
Gas Gathering Co. 
King-Stevenson Oil Co., Inc., et 
al.: 
G-19500 Consolidated Gas 
Utilities Corp. 


Properties, 





Cities Service Gas Co. 





Eureka 


Clayton Ranch 


Undesignated 


Sherman 


West Panhandle- - -- 


Northeast Green- 
burg. 


Langlie-Mattix__..-- 


West Labb........-- 


North Carthage--_--- 


Richland Center-_ --- 


Dakota Pictured 
Cliffs. 

Dakota Pictured 
Cliffs. 


San Eduardo-. 


Ns orice ota 


East Kremlin Pool-. 


See footnotes at end of table, p, 1266. 





N. Mex... 


N. Mex... 


(er 


Jefferson _ 


7 14 60 


9 20 60 


7 14 60 


Grayson 7 14 60 


Hutchinson*....| 9 20 60 


12 21 60 


7 14 60 


Crockett. _...... 


Gilmer 10 31 60 


Rio Arriba 


Rio Arriba 


9 19 60 


11 22 60 








PRODUCER LIST 


1243 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


F. G. Kingsley, et al.: | 
C160-545 Valley Gas Trans- 
mission, Ince. 
Kingwood Oil Co.: 
G-19221 Northern Natural | 
Gas Co. 
Kingwood Oil Co., Operator, | 
et al.: 
G-19798 El Paso Natural Gas | 
Co. | 
Kirby Production Co.: 
G-17943 Natural Gas Pipe- 
line Co. of America. | 
John E. Kirkpatrick: 
CI60-2 Lone Star Gas Co--_-- 
Kirkwood & Morgan, Inc., Oper- 
ator, et al.: 
G-19412 W. J. Riley_.....-..-- 
G-20143 Coastal States Gas 
Products Co., et al. 
Lab Oil Co., Operator, et al.: 
G-18009 Orange Grove Gath- 
ering Co. 
L. E. Lansden, Jr., et al.: | 
G-17258 Consolidated Gas | 
Utilities Corp. 
Lario Oil & Gas Co.: 
G-18222 Starkan Gas Co 
G-19346 Northern Natural | 
Gas Co. | 
Lario Oil & Gas Co., Operator | 
et al.: 
G-18576 Cities Service Gas Co_ 
W. M. Laughlin: 
G-18069 Coastal States Gas | 
Producing Co. 
David W. Law, et al.: 
G-17300 Hope Natural Gas Co. 
M. J. Lebsack: 
G-18006 Kansas - Nebraska | 
Natural Gas Co., | 
Inc. 
George J. Leiderman: | 
G-15890 United Gas Pipe | 
Line Co. 
Philip Lemon, et al.: 
G-19102 Hope Natural Gas 
Co. 
T. O. Lilystrand Jr., #2, Oper- 
ator, et al.: 
G-19056 Wunderlich Devel- 
opment Co. 
The Lincoln Converse Co.: 
G-13322 Mississippi River 
Fuel Corp. 
Lincoln Gas Co.: 
G-19038 United Fuel Gas Co.. 





Ramirena.-_-_......- 


Undesignated_ ___-- 


Undesignated_ __- 


Camrick, S. E....-. 


Velma 


Spartan 
Undesignated 


Orange Grove 


8. E. Lamont 


Undesignated 


Premont 


Murphy District..--| 


Jackpot 


Gay Island 


Union District 


Undesignated 


North Ruston* 


Butler District 


See footnotes at end of table, p, 1266. 


676—-807—64——_81 





Ween ‘ 


N. Mex... 


Wee Veicnn 


PO catiaien 


| Barber 


| Ritchie.........- 


i ncrestcieel 





| DISPOSI- | DISPO- 
COUNTY TION (|SITION! 
DATE 


| 
| | 
Live Oak | 10 31 60 | Iss. 


Ochiltree_____- 


San Juan....... 
Beaver.._- 


| Stephens_. 


San Patricio 


| Webb........_..| 


| Jim Wells._.___-| 


Grant 


Jim Wells......- 


Wtd. 








Wayne 
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PRODUCER,# DOCKET NO., 
AND PURCHASER# 


George Longfellow: 
G-19799 Equitable Gas Co..-. 


Ralph Lowe, Operator, et al.: 
G-19970 El Paso Natural Gas 
Co. 
Luray Land Inc.: 
G-20165 Hope Natural Gas Co. 
W. M. Lyle, et al.: 
G-17627 El Paso Natural Gas 
Co. 
MWJ3J Producing Co., Operator, 
et al.: 
G-19802 El] Paso Natural Gas 
Co. 
Don McRae, et al.: 
G-19497 Hope Natural Gas Co. 
McCall Drilling Co., Inc.: 
G-19309 Equitable Gas Co..-.. 


CI60-519 Equitable Gas Co... 


McCarrick, Gouger & Mitchell, 
et al.: 
CI60-553 Valley Gas Trans- 
mission Ine, 
McCommons Oil Co.: 
G-16376 Natural Gas Pipeline 
Co. of America. 
D. B. McConnell, Operator, et al.: 
G-18819 Texas Gas Transmis- 
sion Corp. 
McCurdy and McCurdy: 
G-18434 Coastal Transmission 
Corp. 
Paul McCutchin: 
G-18592 Hope Natural Gas 
Co. 
J. Ray McDermott and Co., Inc., 
Operator, et al.: 
G-18212 Coastal Transmission 
Corp. 
G. M. McGarr, Operator: 
CI60-549 Valley Gas Trans- 
mission Inc. 
W. T. McGlothlin et al.: 
G-19786 Hope Natural Gas Co. 
G-20496 Hope Natural Gas Co. 


Hugh McMillan, Operator: 
G-19075 El] Paso Natural Gas 
Co. 
George R. McNeish: 
G-19070 Wunderlich Develop- 
ment Co. 
George R. McNeish,: 
G-19072 Wunderlich Develop- 
ment Co. 
George McNeish, et al.: 
G-19076 Wunderlich Develop- 
ment Co. 





PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


FIELD 


Washington 


District. 


DEE a cunsedenceee 


Spraberry Trend 
Area, 


Smithfield District _. 
Freemans Creek 
District. 


Freemans Creek 
District. 


New Milton 
District. 


Sherman District - _. 


Washington Dis- 


trict. 


Undesignated_-_-_..-- 


Undesignated_.--_.-- 


Undesignated_---.-.- 


| DISPOSI- 
COUNTY | TION 
DATE 





ee | 71460 
A strates | 12 21 60 
1” | 9 20 60 
eo | 10 31 60 
Reagan__......-| 8 10 60 | 
Roane... .....--| 12 21 60 
BITE. no cccesid 10 31 60 
Be chevecones | 12 21 60 


Live Oak__...-- | 10 31 60 





a | g 12 60 
iin wr nnen 8 10 60 
ee 9 19 60 
| 
Doddridge-....- 7 14 60 
| 
i ndiived 9 19 60 
Live Oak--_..-..- | 10 31 60 
Calhoun. ......- | 10 31 60 
Calhoun.-......-. | 10 31 60 
San Juan_.....-- | g 10 60 
Summers.......- 8 10 60 
I adsense 8 10 60 











See footnotes at end of table, p, 1266. 


| 
DF nannvnnsnse] 8 10 60 
| 











| DISPO- 
SITION! 








Iss. 


| Iss. 


Iss, 


Iss. 


Iss. 


| Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 








PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Ralph Mace: 
G-17776 Hope Natural Gas Co 
Malernee Oil Co., operator, et al.: 
G-19055 Wunderlich Develop- 
ment Co. 
W. P. Maroski and Hugh Mce- 
Millan, operator, et al.: 
G-19050 El Paso Natural Gas 
Co. 
D. 8. Marsalis, agent, et al.: 
G-19967 Northern Natural 
Gas Co. 
G-19968 Northern Natural 
Gas Co. 
Glen A. Martin, et al.: 


G-18639 South Texas Natural | 


Gas Gathering Co. 
Harry L. Martin, operator, et al.: 
G-18548 Coastal States Gas 
Products Co., et al. 
The Martin Oil & Gas Co.: 
G-17184 Hope Natural Gas 
Co. 


G-18500 Hope Natural Gas | 


Co. 
R. W. Mayronne, Jr.: 
G-19695 Tensas Gas Gather- 
ing Corp. 
Merchants Petroleum Co.: 


CI60-160 Equitable Gas Co-_-_| 


E. W. Merrion, Trustee: 


j 
C160-100 El Paso Natural | 


Gas Co. 
George B. Mertz, et al.: 
G-20506 Hope Natural Gas Co 
Mesa Development Co.: 
G-20469 South Texas Natural 
Gas Gathering Co.. 


Messman-Rinehart Oil Co., op- | 


erator, et al.: 
G-20247 Panhandle Eastern 
Pipe Line Co. 
Miami Petroleum Co., Inc.: 
G-19176 Kansas - Nebraska 


Natural Gas Co., 


Inc. 
Midhurst Oil Corp.: 
G-20600 El] Paso Natural Gas 
Co., et al. 
Midhurst Oil Corp.: 


G-20601 El Paso Natural Gas | 


Co., et al. 
Midwest Oil Corp.: 


G-18736 Tennessee Gas Trans- | 


mission Co. 
Midwest Oil Corp., Operator: 
G-17471 United Fuel Gas Co. 
Charles P. Miller: 
CI60-297 Transwestern Pipe- 
line Co. 








See footnotes at end of table, p, 1266. 


PRODUCER LIST 





FIELD 


Sherman District 


Undesignated 


South Blanco* 


Hansford Morrow...| 


Hansford Morrow... 


Glen Martin.......-. 


Jay Simmons--..-.-..- 


De Kalb District.__. 


DeKalb District --._- 


Chamblee........... 


Canyon Largo ---..-.. 


Courthouse District 


Laredo Pool........- 


Buffalo Slough--.---- | 


Jack Herbert .......- 


Jack Herbert.......- 


San Salvador.......-. 





NEW SERVICE CERTIFICATES—Continued 





I 


Hansford__..-.. 





oe 





S Bic nasistiiied 








i 
| 


1245 


DISPO- 
SITION! 


Iss. 


| Iss. 





| 10 13 60 | 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


| Iss. 


Iss. 


Iss. 
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PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


| 
| 
| 
| 





George W. Miller, et al.: 
G-20489 Hope Natural Gas Co- 
Rodger Milliken, et al.: 
G-18817 United Gas Pipe Line 
Co. 
M.J. Mitchell: 
G-15422 Texas Eastern Trans- 
mission Corp. 
Robert J. Moffatt: 
G-19410 United Gas Pipe Line 
Co. 
Monsanto Chemical Co.: 
G-13801 Mountain Fuel Sup- 
ply Co. 
Monsanto Chemical Co.: 
G-17260 Michigan-Wisconsin 
Pipe Line Co. 
G-17969 EE] Paso Natural Gas 
Co. 
G-18295 Kansas-Nebraska Nat- 
ural Gas Co., Inc. 
G-19965 Northern Natural 
Gas Co. 
Monsanto Chemical Co., et al.: 
G-18666 Southern Union Gath- 
ering Co. 
G-19701 Texas Eastern Trans- 
mission Corp. 
Monterey Oil Company, Opera- 
tor, et al.: 
G-17205 Sinclair Oil & Gas Co. 
W. L. Moody III, et al.: 
G-18758 South Texas Natural 
Gas Gathering Co. 
Homer T. Moore: 
G-18946 Texas Gas Transmis- 
sion Corp. 
M. J. Moran, et al.: 
G-19505 Hope Natural Gas Co- 


Morris Oil & Gas Co., Inc.: 
G-18246 Hope Natural Gas Co- 
Morrison Producing Co., Opera- 
tor, et al.: 
G-19092 Wunderlich Develop- 
ment Co. 
Morrison Producing Co., Opera- 
tor, et al.: 
G-19093 Wunderlich Develop- 
ment Co. 
G-19094 Wunderlich Develop- 
ment Co. 
Robert Mosbacher: 
CI60-544 Valley Gas Trans- 
mission Inc. 
George W. Moses: 
CI60-119 Equitable Gas Co... 


H. L. Moses: 
G-20370 El Paso Natural Gas 
Co. 





Sinking Creek 
Refugio-Fox 


Singleton 


Cadeville 


West Hiawatha 


Area. 


Laverne 


Undesignated 


Jackpot 


Undesignated 


Undesignated 


South Lucky 


Freemans Creek 
District. 


Sherman District - -- 


Undesignated. 


Undesignated 


Undesignated 


Ramirena. 


Freemans Creek 


District. 


Amacker-Tippett 


See footnotes at end of table, p, 1266. 


W. Veinou 


Ws Wilseus 


We VGeuc. 


_) as 


| ee 


WW. Ve.ss0 


elinwasidd 





Moffat 


Beaver. 
San Juan 
Morgan* 


Roberts........- 


San Juan 


Bienville_......- 


Tom Green. .... 


Hidalgo 


Jefferson Davis_- 


Calhoun. -...-.. 


Cowley 


Cowley 


Cowley 


Live Oak 


 icntchininaite 


Upton 





DISPOSI- 
TION 
DATE 


10 31 60 


10 31 60 


12 21 60 


9 20 60 


12 21 60 





10 31 60 


10 31 60 


10 31 60 


DISPO- 
SITION! 








PRODUCER LIST 


1247 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


| 


| DISPOSI- | DISPO- 
COUNTY | TION  |sITION! 





Lucy Moses: 
G-20378 El Paso Natural Gas 
Co. 
H. J. Mosser, Operator: 
CI60-404 Transwestern Pipe- 
line Co. 
W. H. Mossor: 
G-18591 Hope Natural Gas 
Co. 
Hope Natural 
Co. 


G-19694 


G-19979 
G-20310 
CI60-136 
C160-137 
CI60-571 
CI60-595 
W. H. Mossor, et al.: 
G-19105 
G-20041 
G-20497 Hope Natural Gas Co 
Mound Co., et al.: 
G-18903 Transcontinental Gas 
Pipe Line Corp. 
John N. Mowry, et al.: 

G-20170 
Frederick W. Mueller, et al.: 
G-19568 Coastal States 

Producing Co. 


Gas 


Mull Drilling Co., Inc., Opera- 


tor, et al.: 


Gas | 


Equitable Gas Co_--| 
Equitable Gas Co--.} 
Equitable Gas Co--.| 
Equitable Gas Co... 
Equitable Gas Co-_-- 
Equitable Gas Co--.- 


Hope Natural Gas Co. 
Hope Natural Gas Co- 


Hope Natural Gas Co_| 


| Amacker-Tippett_ - - 


Union District 
| 


Cowpen Creek 





G-17758 Cities Service Gas Co.| 


Murphy Corp.: 
G-19139 Texas Gas Transmis- 


sion Corp. 


National Co-operative Refinery | 


Assn.: 


G-17808 El Paso Natural Gas | 


Co. 
J. O. Nay: 
CI60-515 Equitable Gas Co_. 
Needle Oil & Gas Co.: 
G-20175 


George R. Neely, agent: 
CI60-627 Equitable Gas Co_- 
V. F. Neuhaus: 
G-18861 Coastal Transmission 
Corp. 
The New Seven Falls Co.: 
G-15276 Transwestern 
line Co, 
John A. Newman Operator, et al.: 
G-18481 Coastal Transmission 
Corp. 
Ir] A. Nichols: 
CI60-138 Lone Star Gas Co- 
L. B. Nichols Jr., et al.: 


Pipe- 


G-20145 Frank C. Henderson | W. Panhandle__....| Tex 


Trust #2, et al. 


Hope Natural Gas Co. 


West Union District_| 


Putnam 


Union District 
Union District 
Union District 

Clay District 

Union District 
Union District 

West Union District- 
Murphy District... 


Union District 
Union District 


Union District 


Cologne 


West Medicine 
Lodge. 


Sligo 





Undesignated 


West Union District. 


Freemans Creek 
District. 





Cortez 


| West Marlow...-.-- 


Los Alamos. ......-- N. 
Lochridge.........- 


Okla_.-..- 


' | 


See footnotes at end of table, p, 1266. 


Stephens.--....-- 


| Upton 


ES sictainidinnibe 
| 


Ritchie 


Ritchie.........-. 


..-| Ritchie 
‘ Ritchie.......... 


eee 
ee 


| Doddridge-___- 
| Ritehie..........| 


.-| Ritchie 
.--| Ritchie 
..| Ritchie 


Beauregard - 


| Ritchie.........-| 


| Victoria___- 


.-| Barber 


.| Bossier 


Rio Arriba. 


Doddridge. - -- 


Lewis 


.| Doddridge 


| . 
| Sandoval._....-- 


Brazoria. -.-.--- 


9 20 60 | 


10 31 60 
| 


Hutchinson - ..-. 






































































































































































































































1248 







PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Noranda Oil Corp.: 
G-20499 United Gas Pipe Line 
Co. 
Nortex Oil & Gas Corp., Oper- 
ator, et al.: 
G-17947 Syljo Gas Co--.......-- 
Northern Natural Gas Producing 


Co.: 
G-18134 Northern Natural Gas 
Co. 
CI61-8 Transwestern Pipe- 
line Co. 


Northern Pump Co.: 
G-20507 Coastal States Gas 
Producing Co., et al. 
The Ohio Fuel Supply Co.: 
CI61-523 Panhandle Eastern 
Pipe Line Co. 
The Ohio Oil Co.: 
G-17896 Coastal Transmission 
Corps 
G-20133 Natural Gas Pipeline 
Co. of America. 
Oil Development Co. of Texas: 
G-18653 Panhandle LEastern 
Pipe Line Co. 
Oil Lease Operating Co.: 
G-19120 Tennessee Gas Trans- 
mission Co. 
Oklahoma Natural Gas Co.: 
G-18586 Panhandle Eastern 
Pipe Line Co. 
Olsen Oils Inc.: 
G-19444 El] Paso Natural Gas 
Co. 
El Paso Natural Gas 
Co. 
E] Paso Natural Gas 
Co. 
E] Paso Natural Gas 
Co. 


G-19445 
G-19446 
G-19447 


G-19470 
Co. 

E] Paso Natural Gas 
Co. 

E] Paso Natural Gas 
Co. 

E] Paso Natural Gas 
Co. 

Texas Eastern Trans- 
mission Corp. 

El Paso Natural Gas 
Co. 

El Paso Natural Gas 
Co. 

Olympic Oil Co.: 
G-19180 Wunderlich Develop- 

ment Co. 

Olympic Oil Co., Operator, et al.: 

G-19352 Wunderlich Develop- 
ment Co. 


G-19471 


G-19501 


G-19507 


G-19513 


G-19519 


G-19520 





El Paso Natural Gas | 





See footnotes at end of table, p. 1266. 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 





COUNTY 







TION 
DATE 











FIELD STATE 
0, SE cccicinw OM issitibeds 
Maetze Area. -.-.----  vinneod 
eee iaes...... 
Puckett............-- DORccecka 
Fitzsimmons.-..-...-- WO cous 
Higeten ........ss-- ORR ive 
Undesignated_-.-...- PE suaend 
8. E. Boyd Area....} Okla....-- 
TING idaininsene BWiccune 
Cold Springs......-- Thinkacce 
san cacneinn Gb. ..... 
Langlie-Mattix* __..- N. Mex... 
Langlie-Mattix_..... N. Mex... 
Langlie-Mattix._.... N. Mex... 
Langlie-Mattix*_.._. N. Mex... 
Langlie-Mattix...... N. Mex... 
Langlie-Mattix_..... N. Mex... 
I  nnccceneewens N. Mex... 
PEE ciectacnonnen | N. Mex... 
Hankamer-.-......-- OE dane 
ES niicsiccncnese N. Mex... 
PO te wbintncwde N. Mex... 
Undesignated -....-- Okla.....- 
Undesignated ....... Obtac...45 


| 





DISPOSI- 


10 31 60 


8 10 60 


8 10 60 


12 21 60 


11 22 60 


12 30 60 


9 19 60 


10 31 


9 20 


10 31 


10 31 


10 31 


10 31 


10 31 


10 31 


} 10 31 


10 31 


10 31 


10 31 


10 31 


| 10 31 


10 31 





60 


7 14 60 


60 


7 14 60 








DISPO- 
SITION! 





Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 





PRODUCER LIST 


NEW SERVICE CHRTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Paul J. Ottis, M. D., et al.: 
G-18317 Panhandle Eastern 
Pipe Line Co. 
J. P. Owen, Operator, et al.: 
G-19313 United Fuel Gas Co-.-} 
John W. Pace, Operator, et al.: 
G-18982 South Texas Natural 
Gas Gathering Co. 
Pan American Petroleum Corp.: 
G-4904 Cities Service Gas Co-| 
G-15387 E] Paso Natural Gas 
Co. | 
CI60-476 Transwestern Pipe- 
line Co. 
CI60-555 Valley Gas Transmis- 
sion Inc. | 
George Parker and Charles L. 
McCune: 
CI60-420 Natural Pipe- 
line Co. of America. 
George Parker: 
G-19718 Coastal Transmission 
Corp. 
Grace Marjorie Moran Parrish, 
et al.: | 
G-17952 


Gas 


El] Paso Natural Gas 
Co. 
Parsons Gas Co.: 
G-17262 Hope Natural Gas Co- 
Neville G. Penrose Inc., Opera- 
tor: 
G-11580 Permian Basin Pipe- 
line Co. 
Carl D. Perkins, et al., Agents: 
C1I60-616 Equitable Gas Co--_- 





Estate of J. P. Petkas, Operator, | 
et al.: | 
C160-635 Tennessee Gas Trans- 
mission Co. | 
Petro-Atlas Inc., Operator, et al.: 
G-18490 El] Paso Natural Gas 
Co. 
Petroleum Exploration Inc., of | 
Texas, et al.: 
G-19383 Northern 
Gas Co. 
Colorado 
Gas Co. 
Colorado 
Gas Co. 
Petroleum Inc., Operator, et al.: 
G-17235 Trunkline Gas Co...-.| 
G-19330 Panhandle Eastern | 
Pipe Line Co. 
Petroleum Management, Opera- | 
tor, et al.: | 
G-19053 Wunderlich Develop- 
ment Co. 


Natural 
G-19386 Interstate 


G-19387 Interstate 


| Greenwood 


| Penitas 


| S.W. Helen Gohlke. 


| Ballard.......... 


Duson 


Hugoton 
East La Barge 


E. Camrick 


} 
| 
| 
| 


Blinebry* 





Union District 


Eumont 


West Union Dis- 


trict. 


Alligator Bayou... .. 


R. H. F. Morrow-.-| 


Mocane 


Mocane 


Fields Area 
Undesignated 


Undesignated 


See footnotes at end of table, p. 1266. 


STATE 


COUNTY 


1249 


| DISPOSI- | DISPO- 
TION SITION ! 
DATE 








Kearny* 
| Sublett®_......-.| 


Rio Arriba_..... 


Ochiltree 


Beaver 


| Beaver 


| 10 31 60 
| 


|} 11 22 60 | 








1250 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Phillips Petroleum Co,: 
G-14202 El Paso Natural Gas 
Co. 
G-16280 Cities Service Gas Co- 
G-16439 Natural Gas Pipeline 
Co. of America, 
Coastal States Gas 
Producing Co. 
Wunderlich Develop- 
ment Co. 
New York State Nat- 
ural Gas Corp. 


G-17224 
G-18062 
G-18219 


G-18375 
Corp. 
Coastal Transmission 
Corp. 
Southern Natural Gas 
Co. 
G-20314 FE] Paso Natural Gas 
Co. 


G-19948 


G-19976 


CI60-776 
line Co. 

PhillipsPetroleum Co., Operator: 

G-17510 


W. L. Pickens, et al.: 


G-18821 South Texas Natural 


Gas Gathering Co. 

Pioneer Oil & Gas Co., Inc., 

Operator, et al.: 
G-19243 United Gas Pipe Line 
Co. 

Placid Oil Co., Operator, et al.: 
G-19124 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

Plains Exploration Co., et al.: 


G-19125 


G-20236 _Kansas-Nebraska | 
Natural Gas Co., 


Inc. 
Plains Exploration Co., Operator, 
et al.: 
G-20151 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
F-20235 
Natural 
Inc. 
Plymouth Oil Co.: 
G-19525 Coastal 
Producing Co., et 
al. 


Coastal Transmission 


Transwestern Pipe- 
| 


Cities Service Gas Co- 





Kansas-Nebraska | 
Gas Co., 


States Gas 


DISPOSI- 
TION 
DATE 


STATE COUNTY 


| 


Bellake Unit 

Bradley Gasoline 
Plant. 

Wise County Area__} 

Undesignated 


S. E, Antwine 


Undesignated 





| St. Martin* 


Lake Chicot 


EastCorpus Christi 
Bay. 
Mystic Bayou 


i annscnpnies 
| St. Martin 


| Crockett 





N. Lovedale Os- | 


wego. 





Penitas 


Maxie-Pistol Ridge. Pear] River 


Fulton Beach* 


Aransas 


Alta Loma Area._... | Galveston 


Surveyor Creek Colo....-.| Washington 


Undesignated 


Ruby 


Papalote Area 


See footnotes at end of table, p, 1266. 


| 10 31 60 


DISPO- 
SITION! 








PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


A. E. Popich, Attorney-in-Fact: 
G-20234 Hope Natural Gas 
Co. 
H. J. Porter: 


FIELD 


Sheridan District. -- 


G-19415 Coastal States Gas | 


Producing Co. 
Lon Powell, et al.: 
G-18894 Hope Natural Gas 
Co. 


Prairie Petroleum, Inc., Opera- | 


tor, et al.: 
G-18793 Goodrich-Roggen 
Joint Venture. 
Ferrell L. Prior: 


G-19684 Hope Natural Gas | 


Co. 
Farrell Prior, et al.: 
G-20134 Hope Natural Gas 
Co. 
Producing Properties, Inc.: 


G-18612 Coastal States Gas | 


Producing Co. 
The Pure Oil Co.: 
G-17348 Lone Star Gas Co__. 


G-17493 Natural Gas Pipeline | 


Co. of America. 


Bijou 


| Freemans Creek 
District. 


| Velma-Springer 
West Cement 


G-13935 Kansas-Nebraska | 
Natural Gas Co., | 


Ine. 
G-19140 Coastal Transmission 
Corp. 
The Pure Oil Co., Operator: 
G-18881 Michigan-Wisconsin 
Pipe Line Co. 
The Pure Oil Co., Onerator, et 
al.: 
G-18438 Coastal Transmission 
Corp. 
G. D. Putnam, Operator: 
CI60-411 Transwestern Pipe- 
line Co. 
The Range Co.: 


G-19059 Cities Service Gas Co- 


W. R. Ransone, Trustee: 


G-18684 Coastal States Gas | 


Producing Co. 
Raymond Oil Co., Inc., Opera- 
tor, et al.: 
G-18283 El] Paso Natural Gas 
Co. 
Jack P. Rayzor, et al.: 


Sharyland 


Putnam 


E. Blackwell..-..---- 


Cano 


G-16863 Tennessee Gas Trans- 


mission Co. 


James A. Rehler & Everett J. | 


Carson, Operator: 


G-18651 United Gas Pipe Line 


Co. 
Republic Natural Gas Co.: 
CI60-252 Panhandle Eastern 
Pipe Line Co. 


Cabeza Creek 


Oklahoma Pan- 
handle. 


See footnotes at end of table, p. 1266. 


Freemans Creek___. 


Johns Field Area_. | 


STATE 


We Wien 


COUNTY 


Calhoun. -....-..- 


® Rei oan 


Lewis 


| 
Stephens... -.----- | 


Caddo 


Kenedy 


--| Harper 


N. Mex... 


Hidalgo-_....--- 


SN a a incon 


Kay Co 


Hidalgo 


San Juan.......-| 


| 
Matagorda.. 


DISPOSI- 
TION 


1251 





DISPO- 
SITION ! 





1252 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Lizzie Reynolds Oil and Gas Co.: 
G-18071 Hope Natural Gas Co. 
Rhodes & Hicks Drilling Corp., 
Operator: 
CI60-551 Valley Gas Trans- 
mission Inc. 
Richards Oil & Gas Co.: 


G-19978 Equitable Gas Co-_--| 


Sid W. Richardson: 
CI60-209 Trunkline Gas Co--- 
C1I60-291 Trunkline Gas Co--. 


Riddell Petroleum Corp.: 
G-17828 Natural Gas Pipeline 
Co. of America. 
H. K. Riddle: 
G-18655 El] Paso Natural Gas 
Co. 
Ridgedale Oil & Gas Co., Inc.: 
G-18159 Hope Natural Gas Co- 
W. J. Riley: 
G-19311 W. J. Riley 
Rimrock Tidelands Inc., et al.: 
G-19138 Tennessee Gas Trans- 
mission Co. 
E. G. Rodman, Operator, et al.: 
G-19681 El] Paso Natural Gas 
Co. 
Rio Grande Eastern Corp.: 
G-14357 Texas Eastern Trans- 
mission Corp. 
D. D. Roberts & C. A. Yeater, 
Agents: 
CI60-674 Equitable Gas Co--- 


Elvis Roberts: 
G-19208 El Paso Natural Gas 
Co. 
Rockland Oil Co.: 
G-19977 Lone Star Gas Co-__.. 
E. G. Rodman: 

G-14519 El Paso Natural Gas 
Co. 

E. G. Rodman, Operator: 

G-14518 E] Paso Natural Gas 
Co. 

G. L. Rowsey, et al.: 

G-19185 Coastal States Gas 
Producing Co., et 
al. 

John R. Royall: 

G-19438 El Paso Natural Gas 
Co. 

M. B. Rudman, et al.: 

G-19466 Texas Gas Transmis- 
sion Corp. 

The Russ Company, Inc., et al.: 

G-19101 Hope Natural Gas Co. 








Lee District 


Paisano Creek 


Union District 


South Mermentau- - 


South Scott Field 
Area. 


South Rainey 


Undesignated.--_- 


South Pass__...--. vite 
Spraberry Trend 
Area. 


Palito Blanco- -..-.- 


West Union Dis- 
trict. 


San Juan 


Pine Creek Center 
District. 


See footnotes at end of table, p, 1266. 





| W. Va..-.| 


COUNTY 


| Washita-__..---| 


Ritchie 


Reagan 


Jim Wells 


Doddridge 


San Juan 


Ouachita 


Calhoun 





San Juan.....-.-.| 


San Patricio... __| 


Plaquemines. --- 


Lafayette_-_....-| 


| 


| 
| 





-| San Juan.....-.-! 


DISPOSI- 
TION 
DATE 


12 21 60 


DISPO- 
SITION ! 








PRODUCER 


LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


St. Clair Oil Co.: 
G-19566 Equitable Gas Co--.-_- 


Victor Salazar: 
G-18281 El Paso Natural Gas 
Co. 
San Patricio Oil Corp., Operator, 
et al.: 
G-17243 W.J. Riley 
San Juan Drilling Co.: 
G-19423 El Paso Natural Gas 
Co. 
Caroline Hunt Sands and Loyd 
B. Sands: 
G-18084 El] Paso Natural Gas 
Co. 
Santex Oil Co., Operator, et al.: 
G-19295 South Texas Natural 
Gas Gathering Co. 
Sapphire American Petroleums 
Inc. : 
G-17198 El Paso Natural Gas 
Co. 
Saturn Drilling Co., Operator, 
et al.: 
G-18908 El Paso Natural Gas 
Co. 
Schermerhorn Oil Corp.: 
G-18087 El Paso Natural Gas 
Co. 
Schermerhorn Oil Corp., et al.: 
G-17202 Permian Basin Pipe- 
line Co. 
Frank A. Schultz: 
G-17889 El Paso Natural Gas 
Co. 
Seas Oil Corporation, et al.: 
G-19019 South Texas Natural 


Gas Gathering Co. | 


Shallow Oil Co., Inc.: 


G-17214 Arkansas-Louisiana | 


Gas Co. 
Shallow Oil Co., Inc., Operator, 
et al.: 
G-20131 United Fuel Gas Co-. 
The Shamrock Oil & Gas Corp.: 
G-19720 Northern Natural 
Gas Co. 


Shamrock Oil & Gas Corp., | 


Operator, et al.: 
G-18162 Colorado Interstate 
Gas Co. 


G-18293 Transcontinental Gas | 


Pipe Line Corp. 
W. H. Sharp, Operator, et al.: 
G-16352 Kansas-Ne braska 


Natural Gas Co., | 


Inc. 





Hackers Creek 
District. 


Canyon Largo 


Undesignated 


Blanco 


Undesignated - .....- 


Greenwood-Was- 
kom. 


West Gueydan.__._. 





Panhandle Area_...- 


Pe iiiccnndiasncnal 
| 


| 
| 


Big Foot 


North Mt. Hope-.-. 


See footnotes at end of table, p, 1266. 


| N. Mex --| 





COUNTY 


San Patricio 


Rio Arriba 


Vermillion. ._- 


Ochiltree._....-. 


Cimarron 


Logan....--. 





) ee 


DISPOSI- 
TION 
DATE 


10 31 60 


10 31 60 


i 
10 31 60 | 


10 31 60 | 


1253 


| 
| 








DISPO- 
SITION! 


Iss. 


| 10 31 60 | I 
| 





1254 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES— Continued 





PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Shell Oil Co.: 
G-13698 El] Paso Natural Gas 
Co. 
Transcontinental Gas 
Pipe Line Corp. 
Panhandle Eastern 
Pipe Line Co. 
Coastal Transmission 
Corp. 
Shell Oil Co., Operator: 
G-17264 Tennessee Gas Trans- 
mission Co. 
Willard Shock, et al.: 
G-17912 Hope Natural Gas Co. 
R. H. Siegfried, Inc., et al.: 
G-17189 Natural Gas Pipeline 
Co. of America. 
R. H. Siegfried, Inc., Operator, 
et al.: 
G-19551 Panhandle Eastern 
Pipe Line Co. 
Sierra Petroleum Co., Inc.: 
G-17759 Panhandle Eastern 
Pipe Line Co. 
Sinclair Oil & Gas Co.: 
G-13263 El Paso Natural Gas 
Co. 
Northern Natural 
Gas Co. 
El Paso Natural Gas 
Co. 
El Paso Natural Gas 
Co. 
Northern 
Gas Co. 
El Paso Natural Gas 
Co. 
E] Paso Natural Gas 
Co, 
United Gas Pipe Line 
Co. 
Michigan-Wisconsin 
Pipe Line Co. 
Tennessee Gas Trans- 
mission Co. 
CI60-129 Lone Star Gas Co. __. 
CI60-317 Consolidated Gas 
Utilities Corp. 
Sinclair Oil & Gas Co., et al.: 
G-20146 Transcontinental Gas 
Pipe Line Corp. 
Sinclair Oil & Gas Co., Operator: 
G-17836 Northern Natural 
Gas Co. 
Sinclair Oil & Gas Co., Operator, 
et al.: 
G-17104 Tennessee Gas Trans- 
mission Co. 
G-19085 Cities Service Gas Co- 


G-17647 


G-18037 


G-18439 


G-13385 
G-13805 
G-17203 
G-17308 Natural 
G-17309 
G-18747 
G-19961 
G-20057 


G-20597 


COUNTY 





Sherman District... 


West Chico 


Undesignated 


Cooper-Jal* 
Hugoton 
Langlie-Mattix 
Undesignated 
Hugoton 


Tubbs* 


Springer 

Laverne 

Gyp Hill 

Deep Knox. ..-..-.-.-- 
S. E. Salt Fork 


San Miguel Creek. -- 


John Creek 


Timbalier Bay 


Southeast Wood- 





ward.* 


See footnotes at end of table, p, 1266. 


N. Mex.-- 


iineank | 


Kans,*.... 


elidcanns 


a 


| 
We Vee 


N. Mex... 


Kans...--- 


N. Mex... 


N. Mex... 


N. Mex... 


N. Mex..-- 








ME ceasucnetcs 
Seward....-- 


Nueces.......- 


Offshore.....--- 


San Juan__..__-.| 


Montgomery..-- 


Beaver 


Lafourche*_....-. 


Woodward 





| 
DISPOSI- | DISPO- 


TION 
DATE | 


SITION! 


14 60 
20 60 
14 60 
10 60 
14 60 
14 60 
10 60 
31 60 
31 60 
31 60 


10 60 
31 60 








PRODUCER LIST 


1255 


NEW SERVICE CHERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


| DISPO- 
SITION ! 


DISPOSI- 
| TION 
DATE 


COUNTY 





Robert J. Sipoha: 
G-18811 

Skelly Oil Co.: 
G-17460 El Paso Natural Gas 
Co. 

El Paso Natural Gas 
Co. 


G-17548 


G-17855 

G-17864 Panhandle Eastern 
Pipe Line Co. 

Kansas-Nebraska 
Natural Gas Co., 
Inc. 

Arkansas-Louisiana 
Gas Co. 

South Texas Natural 
Gas Gathering Co. 


G-17962 


G-18264 
G-18638 
G-19141 


Ine. 
Panhandle Eastern 
Pipe Line Co. 
Coastal Transmission 
Corp. 
Skelly Oil Co., Operator: 
G-17559 El Paso Natural Gas 
Co. 
Skelly Oil Co., Operator, et al.: 
G-17908 Tennessee Gas Trans- 
mission Co. 
G-19698 El] Paso Natural Gas 
Co. 
Skinner Corp., et al.: 
CI60-552 Valley Gas Trans- 
mission Inc. 
Skinner Corp., Operator, et al.: 
G-19054 United Gas Pipe Line 
Co. 
G-20144 Transcontinental Gas 
Pipe Line Corp. 
Slick Oil Corp., Operator: 
G-18357 El] Paso Natural Gas 
Co. 
Slick Oil Corp., Operator, et al.: 
G-19602 


G-19374 


G-20155 


Natural Gas Co., 
Inc. 
Smith & Barker Oil & Gas Co., 
Inc.: 
G-17185 Hope Natural Gas Co 


G-20494 Hope Natural Gas Co 


Smith & Barker Oil & Gas Co., | 


Inc., et al.: 
G-20505 Hope Natural Gas Co 

Smith Gas Co.: 
G-19131 Hope Natural Gas Co 


Hope Natural GS Co_| Tygart District... 


Cities Service Gas Co_| 


Kansas-Nebraska | 
Natural Gas Co., | 


Kansas-N ebraska | 


W. Va. 
Ignacio-Blanco Colo. 
Gavilan_...... N. Mex... 


Eureka__.....-- 
a 


Camrick 


Undesignated 


Randon 


Undesignated - ...._- 


Fort Merrill_. 


Craig Area.........- 
Pecos Valley 


Sterling | Colo... 


Sherman District... 
Laurel Creek Dis- 
trict. 


Sherman District. le Wace 


Murphy District__- Fad 


See footnotes at end of table, p. 1266. 


Wood 
Laplata- -- 
Rio Arriba*. 


Grant__-..- 
Texas*_ 


Texas__. 


Lincoln 


Webb..-- 


| Weld* 


Rio Arriba_--..- 


Fort Bend. 


Rio Arriba---.--- 


Live Oak. 


Goliad*_ 


McMullen. -- 


Logan 


Calhoun... 
Calhoun. 


Calhoun... - - 


Ritchie 





PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


COUNTY 


DISPOSI- 
TION 
DATE 











DISPO- 
SITION ! 














































Socony Mobil Oil Co., 
Operator: 
G-18385 Coastal Transmission 













































































H. 8. Smith, Operator, et al.: 
G-19063 Wunderlich Develop- 


ment Co. 


Socony Mobil Oil Co., Inc.: 


El Paso Natural Gas 
Co. 

The Shamrock Oil 
& Gas Corp. 


Cities Service Gas Co. 


Natural Gas Pipeline 
Co. of America. 


Natural Gas Pipeline- 


Co. of America, 


Natural Gas Pipeline. 


Co. of America, 
Northern Natural 
Gas Co. 


Cities Service Gas Co. 


Texas Gas Trans- 
mission Corp. 

Natural Gas Pipe- 
line Co, of America. 

Coastal Transmission 
Corp. 

Coastal Transmission 
Corp. 

Northern Natural 
Gas Co. 

El Paso Natural Gas 
Co. 

Northern Natural 
Gas Co. 

El Paso Natural Gas 
Co. 


El Paso Natural Gas 


Co. 


Lone Star Gas Co._.. 
United Gas Pipe 


Line Co, 


El Paso Natural Gas 


Co. 


Corp. 


Southwest Gas Producing Co., 
Inc., Operator: 
G-16150 Texas Gas Transmis- 


sion Corp. 


Southwestern Development Co.: 
Hope Natural Gas Co. 
Hope Natural Gas Co- 
Southwestern Exploration Con- 
sultants, Inc., Operator: 
G-14413 Consolidated 


Utilities Corp. 


G-18026 Lone Star Gas Co.... 
Lone Star Gas Co_..- 


Bradley Area 


South Rainey 


N. Medicine Lodge - 


North Laward 


Claiborne 


Roberts 


Jackson 





Cooper Jall.......--- 
Inc., 


Kentucky Mott_..-- 


Burning Springs... 
Burning Springs. --- 


W. Va....| Wirt 
W. Va....| Wirt 


Gas | Southeast Braman--. 


Asphaltum.........- 
Undesignated 


See footnotes at end of table, p, 1266. 








sisnae Wel ais eic 


abba Stephens...---.-- 
Woman Jefferson. ---.-- 





DONG 255 ose 


Matagorda_.-..-- 


Beckham - -.---- 
BORN srssiwnot 


San Juan......-- 


8 10 60 


7 14 60 


~_ 


14 60 


8 12 60 
8 12 60 


8 12 60 


8 12 60 


8 10 60 


7 14 60 


9 20 60 


9 19 60 


9 19 60 


7 14 60 


8 10 60 


14 60 


10 31 60 


10 31 60 


oo 


10 60 
10 31 60 


10 31 60 





Victoria.......- 


St. Marys....--- 


9 19 60 


7 14 60 


9 20 60 


10 31 60 


8 10 60 
| 7 1460 





Iss. 


Iss. 


Iss. 


Iss. 
Iss. 


Iss. 


Iss, 


Iss. 


Iss, 
Iss. 


Iss, 


Iss. 


Iss, 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 
Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 
Iss. 


PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Southwestern Oil & Refining Co., 
Operator, et al.: 
G-11495 Texas Eastern Trans- | 
mission Corp. 
Southwestern States Oil & Gas 
Co., Operator, et al.: 
G-18007 Cities Service Gas Co. 
Hugh K. Spencer, Agent: 
CI60-516 Equitable Gas Co... 


Hugh K. Spencer, Agent: 
CI60-753 Equitable Gas Co... 


Standard Oi! Co. of Texas: 
G-18241 Westlake Natural 
Gasoline Co., et al. | 
Harvey L. Starr: 
G-19427 Hope Natural Gas Co. 
CI60-433 Equitable Gas Co... 
Harvey L., Starr, et al.: 
G-18265 Hope Natural Gas Co. 
J. W. Starr, Operator, et al.: 
G-19073 El Paso Natural Gas 
~e 
Stekoll Petroleum Corp.: 
G-16436 Natural Gas Pipeline 
Co. of America. 
Northern Natural 
Gas Co. 
El Paso Natural Gas | 
Co. 
El Paso Natural Gas 
Co. 
Northern 
Gas Co. 
Harry Stevens, et al.: 
G-19683 Hope Natural Gas Co. 
Stonestreet Lands Co.: | 
CI60-603 Equitable Gas Co--- 


G-19065 
G-19184 
G-19233 


G-19686 Natural 


Stonestreet Lands Co., et al.: 
G-20168 Hope Natural Gas Co 
G-20169 Hope Natural Gas Co.| 

O. V. Stonestreet: 

G-19219 Hope Natural Gas Co. 

QO. V. Stonestreet, et al.: 

G-18632 Hope Natural Gas Co. 

Storm, Hagy and Herrman: 
G-19413 Colorado Interstate 

Gas Co. 

Summers Oil & Gas Co.: 

G-17549 Hope Natural Gas Co.| 

Kenneth Summers, et al.: | 
G-17452 Equitable Gas Co.... 

Sun Oil Co.: 
G-14920 Texas Gas Corp 
G-17569 Panhandle Eastern | 

Pipe Line Co. | 





COUNTY 


1257 


DISPOSI- | DISPO- 
TION SITION ! 
| DATE 


| 
| 
} 





Riverdale _ 4 


Undesignated . --_---- | Okla 


West Union Dis- | 
trict. | 


West Union Dis- 
trict. 


Nena Lucia 

Courthouse District _| 
Glenville District - .- 
Courthouse District 


Jalmat 


Tex. 


TUR cscs 
Undesignated --.... B N, Mex. . 
Block 39 

Undesignated 


Lee District... .....-. 


' 
West Union Dis- | 
trict. 


Sherman District - .- 
Sherman District... 


Wy VOlccan 
Wa Valse 
Lee District.........| W. Va-.- 


Smithville District..| W. Va... 





| Panhandle 


Murphy District...-| 


Skin Creek District.| W. Va---- 


| Jackson Pasture__..- 


Mohler Area 


See footnotes at end of table, p, 1266. 


We Vesa 


Wie Clete 


| 


Goliad 


| 
| 


| Doddridge.-.-...| 


! 
| Ochiltree....- 


Calhoun - ...- 


| Doddridge 


Calhoun 


Calhoun - .... 


| 


.| Calhoun........ 


| 


Ritchie 


Lewis...... nay 


Chambers_......} 


Meade 


| RE 


Doddridge. .... 


---| 10 31 60 


7 14 60 | Iss. 


7 14 60 Iss. 


12 21 60 | Iss 


| Iss. 


| 12 21 60 | Iss. 
| 12 21 60 | Iss. 





9 20 60 | Iss. 


7 20 60 | Iss. 


8 12 60 | Iss. 
7 14 60 | Iss. 
| 10 31 60 | Iss. 
12 21 60 Iss. 
9 20 60 | Iss. 


} 


9 20 60 | Iss. 


| 12 21 60 | Iss. 


10 31 60 





10 31 60 


10 31 60 


12 21 60 





7 14 60 Iss. 


7 14 60 | Iss. 


7 14 60 
7 14 60 


Iss. 
Iss. 



















































































































































































































































































1258 





PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Sun Oil Co-Con, 
G-17841 Colorado 
Gas Co. 
G-18243 
sion Corp. 
G-18909 
Co. of America. 
G-19699 
Co. of America, 
Sunray Mid-Continent Oil Co.: 
G-19803 Coastal Transmis- 
sion Corp. 
CI60-163 Lone Star Gas Co-... 
CI60-543 Valley Gas Trans- 
mission Inc, 
The Superior Oil Co.: 
G-19129 Coastal Transmission 
Corp. 
G-19600 Mountain Fuel Sup- 
ply Co. 
G-20359 Coastal Transmission 
Corp. 
Loris Swadley, et al.: 
G-17778 Hope Natural 
Co. 
Syljo Gas Co.: 
G-17382 Trunkline Gas Co.--- 
George K. Taggart, Jr., Operator: 


Gas 


G~18796 Coastal Transmission 
Corp. 
W. G. Talbott, et al.: 
G-17757 Panhandle Eastern 


Pipe Line Co. 
Tatlock Oil Co,: 
G-17858 Panhandle Eastern 
Pipe Line Co. 
Haskell D. O. Tennant: 
G-20153 South Penn Natural 
Gas Co. 
Tex-Star Oil & Gas Corp., Oper- | 
ator, et al.: 
G-18904 Coastal States Gas 
Products Co., et al. 
Texaco Inc.: 
G-13814. Mountain Fuel Sup- 
ply Co. 
Trunkline Gas Co----| 
Coastal States Gas 
Products Co., et al. 
United Gas Pipe Line 
Co. 
Montana-Dakota 
Utilities Co. 
United Fuel Gas Co.. 
E] Paso Natural Gas 
Co. 
Kansas-Nebraska 
Natural Gas Co., 
Inc. 
G-20137 W. J. Riley...-----..--| 
CI60-718 United Gas Pipe Line 


G-17380 
G-18078 


G-18174 


G-18822 


G-19121 
G-20028 


G-20132 


Natural Gas Pipeline | 


Interstate 


Texas Gas Transmis- | 


Natural Gas Pipeline 





Co. 


See footnotes at end of table, p, 1266. 


PRODUCER 


FIELD 


Greenwood.....--.-- 


Carthage 


8. E. BOFA. 2 .-~-2) 


ic cteccenss 


Traylor Island 


Deep Knox-.-------- | 
Ramirena.....-....-- 
Potvero-Lopena...-- | 
Trail Unit Area 


i 


Maetze Area 


tapecnivonmes: 


WO cndtinnntecad 


Undesignated.------ 


| 





Battelle District __--| 


East Fitzsimmons.- -}| 


Hiawatha 


I yi ntititincisenbees 
North Fitzsimmons_| 


cakeccanssonea 
ee 


ee 


Blue Hill Paradox...) N 


Surveyor Creek 





East Plymouth__-_-.| 
Undesignated 


LIST 


NEW SERVICE CERTIFICATES—Continued 


STATE 


<< 


| 


W. Va 


ee 


| San Patricio 


| Terrebonne. - -- 


COUNTY 


Nueces... -- 


| Live Oak........ | 


| Kenedy-.-..--.--- | 
Sweetwater-..._| 


Matagorda_.---_| 


CO — EEE 


| 
| San Patricio... 


PR neninaninn 


PU esccaccseet 





Monongalia_--.- 


I IED nccicnsins 


| Moffat.........- 


Beauregard - __.- 
ee 


Jefferson Davis - 
Big Horn-.-..-...-- 


DARR i nocccnen | 
San Juan......-- 


| 
| 
| 
| 
oo} 


| Washington_- 








DISPOSI- 
TION 


7 14 60 | Iss. 
9 20 60 | Iss. 
10 31 60 | Iss. 
9 20 60 | Iss 
| 
9 19 60 | Iss. 
8 10 60 | Iss. 
10 31 60 | Iss. 
9 19 60 | Iss. 
9 20 60 | Iss. 
| 
9 19 60 | Iss. 
9 20 60 | Iss. 
8 10 60 | Iss. 
| 
9 19 60 | Iss. 
9 20 60 | Iss. 
| 
7 14 60 | Iss. 
9 20 60 | Iss. 
11 22 60 | Iss. 
9 20 Iss. 
7 14 60 | Iss. 
11 22 60 | Iss. 
8 10 60 | Iss. 
8 10 60 | Iss. 
10 31 60 | Iss. 
8 10 60 | Iss. 
10 31 60 | Iss 
31 60 | Iss. 
10 17 60 | Wtd. 


| 10 


DATE 


| DISPO- 
|SITION! 




























PRODUCER LIST 1259 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., DISPOSI- | DISPO- 
AND PURCHASER# FIELD STATE COUNTY TION SITION 
DATE 


Texaco Seaboard Inc.: 










G-18887 Coastal Transmission | East Mustang Is- Teh ann IONE ncéoccnne 9 19 60 | Iss. 
Corp. land. | 

G-20460 Coastal Transmission | Traylor Island_.....| Tex.-----.} Nueces..-------- 9 19 60 | Iss. 
Corp. | 


Texas Crude Oil Co.: 
G-18040 El Paso Natural Gas | D. K. Drinkard...-.| N. Mex.-.} Lea 
Co. 
C160-473 Transwestern Pipe- | Chenot...........-.-- Tex.......| Pecos ali 10 13 60 | Iss. 
line Co. | 
Texas Gas Exploration Corp.: 
G-18443 Trunkline Gas Co 
Texas National Petroleum Co., 
operator: 
G-17825 Texas Gas Transmis- | Grand Coulee Area_.| La__--..-- DANG cctengpe 7 14 60 Iss, 
sion Corp. 
Texas Pacific Coal & Oil Co.: 
G-18449 El Paso Natural Gas | Jalmat 
Co. 
Texas Pacific Coal & Oil Co., 
operator, et al.: 
CI60-278 Phillips Petroleum | Azalea 
Co. 
Glen F. Thomas & George W. 
Brewer, Jr.: | 
G-18513 Colorado Interstate | Adams Ranch--... aot CD ncaa Meade 


o--------- 9 20 60 | Iss. 







West Nona Mills....| Tex.......| Hardin..........| 9 20 60 | Iss. 













cincinnati | N. Mex.-- i an me; PT ee 


i eee Tex.......| Midland__.....-| 10 31 60 | Iss. 































qeeceeses 8 10 60 | Iss. 
Gas Co. } } 
Glen F. Thomas, et al.: | 
G-19306 Panhandle Eastern | Undesignated_..-.-- Kans......| Meade........--| 7 14 60 | Iss. 
Pipe Line Co. | 
Luther Thompson, et al.: 
G-20500 United Fuel Gas Co_.| Undesignated_--...-- oa. , See 
Three States Natural Gas Co.: | 
G-20154 El Paso Natural Gas | Undesignated_-.-.-- N. Mex.-.-| San Juan......-.| 10 31 60 | Iss. 
Co. 
Tidewater Oil Co.: | 
G-17762 Peoples Gulf Coast | Sinton............-- _: San Patricio...-.| 8 10 60 | Iss. 
Natural Gas Pipe- 
line Co. | 
G-18188 Transcontinental Gas | Southea:¢é Rayne_...| Ga_......_.| Lafayette.......| 9 20 60 | Iss. 
Pipe Line Corp. | 
G-19971 Coastal Transmission | Pheasant............| Tex_....-- Matagorda....-.| 9 19 60 | Iss. 
Corp. 
Tidewater Oil Co., operator: 
G-18376 Coastal Transmission | Palacios............-| a Matagorda......| 9 19 60 | Iss. 
Corp. | | 
Tidewater Oil Co., operator, et al.: | 
G-15103 United Gas Pipe Line | Midland-_--.----.---- | 1a......-- RO .nccnecem | 12 21 60 | Iss. 
Co. 
Tighe & Weatherly, operator, 
et al.: } 
G-20054 Tennessee Gas Trans- | Southwest Garwood.| Tex.---..-- | Lavaca*......... 7 14 60 | Iss. 
mission Co. | 
Time Petroleum Co., operator, | 
et al.: 
G-19692 Wunderlich Develop- | Undesignated_--.--- Okla......| Kay.......-.----| 10 31 60 | Iss 
ment Co. | 
Toto Gas Co., operator, et al.: 
G-19168 Wunderlich Develop- | Undesignated-..-...- ine WB cdcnmcwuee 8 10 60 | Iss 





ment Co. ‘ ' 
See footnotes at end of table, p, 1266. 
676—-807—64 82 


1260 


PRODUCER 


LIST 


NEW SERVICE CERTIFICATES— Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


| 


| 
| 





Toto Gas Co.—Con. 
G-19169 Wunderlich Develop- 
ment Co. 
G-19170 Wunderlich Develop- 
ment Co. 
Tower Oil & Gas Co., et al.: 
G-17793 Hope Natural Gas Co. 
J.C. Trahan Drilling Contractor, 
Inc.: 
CI60-394 Texas Gas Trans- 
mission Corp. 
The Trees Oil Co., et al.: 
G-13111 Panhandle Eastern 
Pipe Line Co. 
Tri-Mutual Oil Co., et al.: 
G-20174 Hope Natural Gas Co. 
Trice Production Co.: 
G-19340 Coastal Transmis- 
sion Corp. 
French Trimble, Agent: 
G-19381 HopeNatural Gas Co. 
Gust Tsesmelis: 
C1I60-547 Valley Gas Trans- 
mission Inc. 
Turnbull and Zoch Drilling Co., 
Operator: 
G-17960 Coastal Transmission 
Corp. 
J. Glen Turner: 
G-19145 E] Paso Natural Gas 
Co. 
Two States Oil Company, Opera- 
tor: 
G-14796 El Paso Natural Gas 
Co. 
The TXL Oil Corp.: 
G-19696 El] Paso Natural Gas 
Co. 
Union Gas Associates, Inc.: 
G-18052 United Fuel Gas Co. 
Union Oil & Gas Transmission 
Corp.: 
G-19678 Arkansas-Louisiana 
Gas Co. 
Union Oil Co. of California: 
G-14327 Northern Natural 
Gas Co. 
G-17868 Colorado Interstate 
Gas Co. 
G-18389 Coastal Transmission 
Corp. 
Union Oil Co. of California, 
Agent, et al.: 
G-20129 Westlake Natural 
Gasoline Co., et al.: 
Union Producing Co.: 
G-13684 American-Louisiana 
Pipe Line Co. 
Coastal Transmission 
Corp. 


G-16232 





Undesignated_ 


Undesignated 


Murphy District..-- 


Bayou Chevreuil.-.- 


Hugoton 


Lincoln District_..-- 


West Helen Gohlke. 


Warren District 


Ramirena 


Monte Christo 


Undesignated 


Pegasus 


Undesignated 


Longwood. .-...-.---. 


Undesignated 
Highland Area 


Kentucky Mott 


Lake Trammel.....- 


See footnotes at end of table, p. 1266. 


| 


COUNTY 


DISPOSI- 
TION 
DATE 


DISPO- 
|SITION ! 





SR weestiocs 


Okla-....- 


Webidnten 





dee tehass 


Ritchie 


Lafourche*_.-.-- 


Stevens 


Live Oak--.-...- 


Hidalgo 


San Juan.....--- 


Cameron......-- 





| 
' 


Matagorda._.-.- 


7 11 60 

















PRODUCER,# DOCKET NO., 
AND PURCHASER# 


PRODUCER LIST 


FIELD 





NEW SERVICE CERTIFICATES—Continued 
] 


STATE 


COUNTY 





Valley Industrial Gas Co.: 
C1I60-63 South Texas Natural 
Gas Gathering Co. 

Alice M. Vandergift, et al.: 


G-19038 Hope Natural Gas Co-| 


G. H. Vaughn, Jr., et al.: 
G-18678 Coastal Transmis- 
sion Corp. 
Vicon Inc., Operator: 
G-17561 Kansas - Nebraska 
Natural Gas Co., 
Inc. 
W. W. F. Oil Corp., Operator, 
et al.: 
G-19585 Coastal Transmission 
Corp. 
Earl F. Wakefield: 
G-19091 Wunderlich Develop- 
ment Co. 


G-19303 Wunderlich Develop- | 


ment Co. 
C.J. Warren: 
G-18277 El Paso Natural Gas 
Co. 
Wasatch Corp., et al.: 
G-10497 Tennessee Gas Trans- 
mission Co., et al. 
Washington Natural Gas Co., 
et al.: 
G-20488 Hope 
Co. 


Natural Gas 


Frank B. Waters, Operator, et al.: | 


CI60-556 Valley Gas Trans- 
mission Inc. 
W. R. Weaver: 


G-17178 El Paso Natura] Gas 


Co. 
G-17186 El Paso Natural Gas 
Co. 
William G. Webb: 


G-19109 El] Paso Natural Gas | 


Co. 
Dick Wegener Drilling Contrac- 
tor, Operator: 
G-19163 Wunderlich Develop- 


G-19173 Wunderlich Develop- | 
ment Co. 

Wellshire Development Co.: 
G-19196 El Paso Natural Gas 


| Undesignated 
ment Co. | 


Fulcher Kutz 





Co. 
West Union Drilling Co., Inc., | 
agent: | 
CI60-401 Equitable Gas Co- 


CI60-654 Equitable Gas Co. -- 


C160-754 Equitable Gas Co--.| 


See footnotes at end of table, p. 1266. 


Angel Peak 


DISPOSI- 
TION 
DATE 





Undesignated 


Murphy District... 


Southwest Luby. 


Orchard* 


East Buhler-_...-.. 


Undesignated 


Undesignated 


Canyon Largo 


Cologne* 


Buckhannon Dis- 
trict. 


Ramirena.......... 


Angel Peak 


Undesignated 


Undesignated 


West Union Dis- 
trict. 

West Union Dis- 
trict. 

West Union Dis- 

trict. 








W. Va. 


N. Mex... 


N. Mex... 


M. Nex... 


W. Vacec 


. | San Juan.......- 


Hidalgo_......- 


Calcasieu--...-- 


| Cowley 


Cowley 


| 
| Rio Arriba...... 


Victoria* 


| San Juan......-- 


| San Juan.......- 





San Juan 


Doddridge 


Doddridge--.-..-- 


| Doddridge 


-| 11 





10 


10 


| 10 


22 60 | 


20 60 


19 60 


19 60 


10 60 


14 60 


31 60 


31 60 


31 60 


1261 


| Iss. 


31 60 | 


31 60 


31 60 


10 60 


10 60 | 


20 60 


2 21 60 


12 12 60 


2 21 60 







| DISPO- 
|SITION ! 






















Iss. 



































| Iss. 

















Iss. 











Iss. 




















Iss. 














| Dis. 























| Iss. 




















Iss. 











Iss. 











Iss. 

















Iss. 








Iss. 











Iss. 














Iss. 














Iss. 








Iss. 
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PRODUCER LIST 


NEW SERVICE CERTIFICATES—Continued 


PRODUCER,# DOCKET NO., 
AND PURCHASER# 


Westates Petroleum Co., Opera- | 
tor, et al.: 

CI60-352 TexasEasternTrans- 
mission Corp. 

Western Development Co. 
Delaware: 

G-19187 Permian Basin Pipe- 
line Co. 

Western Oil Fields, Inc.: 

G-14797 El] Paso Natural Gas | 
Co. 

Weston Drilling Co: 

G-19380 Unived Gas Pipe Line 

Co. | 
Robert L. Wharton: 

G-18066 South Penn Natural 
Gas Co. 

Fred Whitaker, Operator: 

G-20384 South Texas Natural 
Gas Gathering Co. 

Fred Whitaker, Operator, et al.: 
G-17966 Texas Gas Transmis- 
sion Corp. 
L, A. White, et al.: 
G-19130 Hope Natural Gas Co. 
Robert F. White, Operator, et al.: 

G-19499 Northern Natural 

Gas Co. 
Wilcox Oil Co.: 
G-18620 Natural Gas Pipeline 
Co. of America. 
Williams Oil & Gas., et al.: 
G-17944 Hope Natural Gas Co- 
Wimar Productions: 
CI60-537 Equitable Gas Co__. 
Cc. C. Winn: 

G-17188 Peoples Gulf Coast 
Natural Gas Pipe- 
line Co. 

CI60-548 Valley Gas Trans- 
mission Inc. 

C. C. Winn, Operator: 

G-17465 Trunkline Gas Co---- 

G-18601 Coastal States Gas 

Producing Co., et al. 

Coastal States Gas 

Producing Co. 

Coastal States Gas 

Producing Co., et 

al. 

C. C. Winn, Operator, et al.: 

G-17191 Trunkline Gas Co-.-- 

Woods Exploration & Producing 
Co., Ine.: 

G-18999 United Gas Pipe Line 

Co. 
Woods Petroleum Corp.: 


of 


G-18602 


G-18603 





CI60-13 Cities Service Gas Co. 


See footnotes at end of table, p. 1266. 


FIELD 


POM nc cnc nnn | 


Blinebry Pool_.----. 


Tubb* 


Clay District_....... 


BO CA nanccccncs 


OOPNAGO.... .. necccus | 


Triadelphia District. 


I i iicinicinevins 


South East Boyd--- 


Grant District_...-- 
West Union District. 


i caninsosned 


Ramirena........... | 


en 
Johns Field Area... - 


Johns Field Area. _- 


Johns Field Area... 





IL dh cdennuitins 


STATE 


N. Mex..-| 

| 
N. Mex... 
Piccccn 


We. Vanna] 


Tex. 


Tex. 


WW. Ves... 


Kans.....-. 


We Pesci. 


W. Va....| 








| DISPOSI- 
COUNTY TION 
DATE 
Marion_....---.| 12 21 60 
| 
| 
Bienes. 2228 | 10 31 60 
| 
Wi cuditenniecs 7 14 60 
i 
se. ne | 7 14 60 
| 
Monongalia_-__.-| 7 14 60 
| 
PP ccnnncadinel 11 22 60 
| 
PU vc ss cccccce | 9 20 60 
| 
1 
Pobilt.!22 | 8 10 60 
Finney.........- | 9 20 60 
| 
| 
Deel iscsi... 7 14 60 
Doddridge-.-.--.- | 12 21 60 
Doddridge....... 12 21 60 
Live Oak......-| 8 10 60 
Live Oak....... 10 31 60 
JOCNSOR., ..ccnss- 7 14 60 
 asescessan 11 22 60 
iiiccedcnns 11 22 60 
WUE. .ccsccsces 11 22 60 
| Victoria........- 8 10 60 
| 
i iiccninined 9 20 60 
| 
pi \eeeeecee | 12 21 60 


| 
| 
| 


DISPO- 
SITION! 


Iss. 
| 


Iss. 


Iss. 


Iss. 


Iss. 


Iss. 
Iss. 


Iss. 


Iss. 


Iss. 





Iss. 



























































PRODUCER LIST 1263 


NEW SERVICE CERTIFICATES—Continued 














PRODUCER,# DOCKET NO., | DISPOSI- | DISPO- 
AND PURCHASER# | FIELD | STATE | COUNTY | TION |sITION! 
| DATE 
| | | 
B. L. Woolley, et al.: | 
G-18587 Natural Gas Pipe- | Wise County Area_- paren Wits casenenncen 7 14 60 | Iss. 
line Co. of Amer- | 
ica. | | 
Martin Wunderlich Operator, | | | 
et al.: | | 
G-19047 Wunderlich Develop- | Undesignated_-.....- | Kans......| Cowley....----- 8 10 60 | Iss. 
ment Co. | | 
Wytex Oil Corp., Operator, et al.: | | 
G-20028 Kansas-Nebraska | Surveyor..----------| Colo....-- | Washington.....| 9 20 60 | Iss. 
Natural Gas Co., | | 
Ine. | | 
Oley Yeager: 
G-19177 South Penn Natural | Jefferson District..... W. Va....| Lincoln_..-..--..- 8 460| Wtd. 
Gas Co. | 
G-19179 South Penn Natural | Carrol District.....- W. Va....| Lincoln.......-- | 10 31 60 | Iss. 
Gas Co, | | 
Frank Yockey, et al.: } 
G-19456 El] Paso Natural Gas | San Juan_.._-....... N. Mex..-.| San Juan........ | 10 31 60 | Iss. 
Co. | | 











See footnotes at end of table, p, 1266. 

















































































































































1264 


PRODUCER 


LIST 






PRODUCER APPLICATION FOR ABANDONMENT OF SERVICE DISPOSED OF DURING 


THE PERIOD OF JULY 1, 1960 THROUGH DECEMBER 31, 1960 





PRODUCER,# DOCKET NO., 
AND PURCHASER# 


T. J. Ahern, Operator, et al.: 
CI60-247 Natural Gas Pipe- 
line Co. of America 
Amerada Petroleum Corp.: 
G-20015 Lone Star Gas Co--.-.. 
G-20246 United Gas Pipe Line 
Co. 
Anderson Prichard Oil Corp.: 
G-20228 Wunderlich Develop- 
ment Co. 
Arkansas Fuel Oil Corp.: 
G-20039 Texas Eastern Trans- 
mission Corp. 
The Atlantic Refining Co.: 
CI60-751 United Gas 
Line Co. 
Ayers Oil & Gas Co.: 


Pipe 


G-19229 Hope Natural Gas Co. 


George L. Blohm, et al.: 
G-20033 Tennessee Gas Trans- 
mission Co. 
H. L. Brown, et al.: 
CI60-480 Texas Eastern Trans- 
mission Corp. 
Butler-Johnson Inc., Operator: 
G-15883 United Gas Pipe 
Line Co. 
Champlin Oil & Refining Co.: 
CI60-186 Cities Service Gas 
Co. 
Cities Service Gas 
Co. 
CI60-188 Cities Service Gas 
Co. 
Cities Service Reserves Inc.: 
CI60-463 Texas Eastern Trans- 
mission Corp. 
Columbia Carbon Co.: 
CI60-596 Hope Natural Gas 
Co. 
Continental Oil Co.: 
CI60-131 United Gas 
Line Co. 
United Gas 
Line Co. 
Cons»lidated 
Utilities Corp. 
Consolidated 
Utilities Corp. 
Dog Run Oil & Gas Co.: 
C160-563 Hope Natural Gas 
Co. 
Orville Eberly, Agent, et al.: 
CI60-41 Cumberland and Al- 
legheny Gas Co. 
GS Oil & Gas Co.: 


CI60-187 


Pipe 
CI60-132 Pipe 
CI60-229 Gas 


CI60-230 Gas 


G-16545 Hope Natural Gas Co.| Murphy District....| W. Va.-..| Ritchie 
See footnotes at ena of table, p, 1266. 








FIELD 


Fairbanks..........- 


Aglesworth--....... 
Bloomington -.-.....- 


Dilworth 


Murphy District_... 


South Lissie_........ 


Cottonwood Creek.- 


Undesignated _._...- 


St. Martinville...... 
Abbeville. .......... | 
Chickasha 


Chickasha --_........ | 


Murphy District... 


Mount Lake Park _. 





STATE 


i, W@cone 


TR sentns 


W. Va....| Ritchie 


TE canine 





| 


| 
| 


COUNTY 





a 





DISPOSI- 
TION 
DATE 


10 19 60 


8 10 60 


12 28 60 


12 21 60 


12 21 60 


10 19 60 


10 19 60 


10 19 60 


10 19 60 


| 10 19 60 


12 21 60 


12 21 60 


12 28 60 


12 28 60 


10 19 60 


10 19 60 | 


10 19 60 


10 19 60 


12 21 60 


DISPO- 
SITION! 


Iss. 


Iss. 
Iss. 


Iss. 


Iss, 


Iss. 


Iss. 


Iss, 


Iss. 


Iss. 


Iss. 


Iss, 





Iss, 
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PRODUCER#, DOCKET NO., 
AND PURCHASER# 





Roland J. Godfrey, et al.: 
Ci60-524 Hope Natural Gas 
Co. 
O. N. Gump: 
CI60-135 Hope 
Co. 
Jake L. Hamon: 
CI60-612 Tennessee Gas 
Transmission Co. 
Houston Natural Gas Production 
Co., et al.: 
CIe0-308 Tennessee Gas 
Transmission Co. 
H. H. Howell: 
CI60-500 United Gas Pipe 
Line Co. 


Natural Gas 


William Herbert Hunt Trust 


Estate: 
G-20258 Texas Eastern Trans- 
mission Corp. 

8. D. Hunter, Trustee: 

CI60-446 Columbian Carbon 

Co. 

George Jackson: 

G-14363 Equitable Gas Co... 
George W. Jackson: 

G-20161 Hope Natural Gas Co. 


Kight Gas Co.: 
' CI60-504 Hope Natural Gas 
Co. 
Lafayette Oil Co.: 
CI61-205 Hope Natural Gas 
Co. 
Lewis Brothers, Inc., et al.: 
G-16018 Kansas-Nebraska 
Natural Gas Co., 
Inc. 
Tom McCormick Gas Co.: 
CI60-517 Hope Natural Gas 
Co. 
Markle Oil & Gas Co.: 
G-19385 Hope Natural Gas Co. 
Monongahela Oil & Gas Co.: 
G-19422 Hope Natural Gas Co. 
Joseph 8. Morris, et al.: 
G-13399 Tennessee Gas 
Transmission Co. 
W. H. Mossor, Agent: 
CI60-672 Hope Natural Gas 
Co. 
CI60-673 Hope 
Co. 
Mound Co., et al.: 
G-19676 United Gas Pipe Line 
Co. 


Natural Gas 








See footnotes at end of table, p, 1266. 


Washington 
District. 


Batelle District 


Skin Creek District 


Washington 
District. 
Sherman District _- .| 


Lafayette District.__| 


Murphy District...-| 


Clay District........ | 


Van Voorhis 





W. Chicolete Creek. 


STATE 


| We FR ccc 


Wk Weaws 


Ww. 


W. 


a 





Va..../ 


| 
, 
| 


| | 
Murphy District..... W. Va....| 


Union District 


COUNTY 


San Patricio... 


Morehouse 


12 21 60 


| 10 19 60 





Ritchie..........| 


Ritchie 


Undesignated_ “ 


Victoria 


Ritchie 


Ritchie 


DISPOSI- 
TION 
DATE 


DISPO- 
SITION ! 





10 19 60 


10 19 60 


10 19 60 





Iss. 


12 21 60 
10 19 60 | 


2 21 60 | 


10 19 60 


19 60 


19 60 | Iss, 





Iss. 


| Iss. 


| Iss. 
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PRODUCER,# DOCKET NO., 
AND PURCHASER# 








C. W. Murchison, et al.: | 
CI60-332 El] Paso Natural Gas | 
Co. | 
Pan American Petroleum Corp.: 
+-20099 Texas Eastern Trans- 
mission Corp. 
Petroleum Inc.: 
CI60-285 Kansas-Nebraska 
Natural Gas Co., 
Inc. | 
Phillips Petroleum Co.: 
G-20097 Warcen Petroleum | 
Corp. 
The Pure Oil Co.: 
G-10959 Warren 
Corp. 
Rad Corporation, et al.: 
G-20160 Hope Natural Gas Co. 
Lewis Sandri, et al.: 
CI61-58 New York State Nat- 
ural Gas Corp. 
Sinclair Oil & Gas Co.: 
G-20098 Lone Star Gas Co__-. 
Smith Oil & Gas Co.: 
CI60-649 Hope Natural Gas 
Co. 
Socony Mobil Oil Co., Ine: 
G-19399 Cities Service Gas Co- 


Petroleum 


Sunray Mid-Continent Oil Co.: 
CI60-199 Cities Service Gas 
Co. 
CI60-211 United Fuel Gas Co. 
B. E, Talkington, et al.: 
G-20164 Hope Natural Gas Co. 


Texaco Seaboard Inc.: 
G-18657 Tennessee Gas Trans- | 
mission Co. 
Thursday Oil & Gas Co.: 
CI60-694 Hope Natural Gas | 
Co. 
Tidewater Oil Co.: 
G-19808 Shell Oil Co 
Warren Petroleum Corp., Oper.: 
G-12892 Texas Eastern Trans- 
mission Corp. 
Charles B. Wrightsman: 
CI60-126 United Gas 
Line Co. 


Pipe 





West Gosden. -_-_--.- 


Hugoton 


Undesignated 


Southwest Wayne... 


Central District 


Undesignated 


Doma Spears Well_. 
Murphy District... 
Fred Zvolanek 
Farm. 
N. E. Mehan 
Indian Lake 
Washington Dis- 
trict. 
McCrosky.......... 


Murphy District... 


Englehart 


Willow Spring 


St. Martinville 


N. Mex... 


oN sania 


N. Mex.-- 





te Wiieaiet 


nine 


We Wauseon 


ihinpne 


a 


ciel 





*Indicates that other fields, counties or states are also included. 
#Indicates producers’ and purchasers’ names may include et al., trustee, agent or additional names on 


certain dockets. 


COUNTY 


Stephens 


Ritchie. ........ 


Matagorda 


Ritchie. ........ 


Colorado 


Gregg* 


St. Martin 





Rio Arriba*__... 





DISPOSI- 
TION 


1 Iss,, issued; wtd., withdrawn; rej., rejected; dis,, dismissed; jur., Commission has jurisdiction. 








DISPO- 


|SITION 1 











